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United States
Securities and Exchange Commission
Washington, D.C. 20549

Form 10-Q

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

For the quarterly period ended March 31, 2006

OR

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

For the transition period from to

Commission File Number 1-3880

National Fuel Gas Company
(Exact name of registrant as specified in its @rart

New Jersey 13-1086010
(State or other jurisdiction of (I.LR.S. Employer
incorporation or organization) Identification No.)
6363 Main Street 14221
Williamsville, New York (Zip Code)

(Address of principal executive offices)

(716) 8577000
(Registrant's telephone number, including area)code

Indicate by check mark whether the registrant @l filed all reports required to be filed by Seeti or 15(d) of the
Securities Exchange Act of 1934 during the preagdi® months and (2) has been subject to such fikgqgirements
for the past 90 days. YES  XNO

Indicate by check mark whether the registrantlesge accelerated filer, an accelerated filer, noa-accelerated filer.
See definition of “accelerated filer and large dexded filer” in Rule 12b-2 of the Exchange A&hgck one): Large
Accelerated Filer X Accelerated Filer __Non-Accelerated Filer

Indicate by check mark whether the registrantsheall company (as defined in Rule 12b-2 of the Bxgfe Act). YES
~_NO_ X

Indicate the number of shares outstanding of e&tieassuer's classes of common stock, as ofdtlestl practicable
date:



Common stock, $1 par value, outstanding atl 80, 2006:83,976,34G&hares.
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Part I. Financial Information

Item 1. Financial Statements (Unaudited)

Consolidated Statements of Income and Earningsvesiad in the Business - Three and Six Months EMiedh 31, 2006 and 2005 - Pages

6-7
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Consolidated Balance Sheets - March 31, 2006 apte®der 30, 2005 - Pages 8-9

Consolidated Statement of Cash Flows - Six Montideld March 31, 2006 and 2005 - Page 10

Consolidated Statements of Comprehensive Inconteeeland Six Months Ended March 31, 2006 and 2(&ges 11-12

Notes to Consolidated Financial Statem¢ Pages 13-24

Item 2. Management's Discussion and Analysis odii@ial Condition and Results of Operations - P&5e41

Item 3. Quantitative and Qualitative DisclosureoAbMarket Risk - Page 41

Item 4. Controls and Procedures - Pages 41-42

Part Il. Other Information

Item 1. Legal Proceedings - Pages 42-43

Item 1 A. Risk Factors - Pages 43-44



Item 2. Unregistered Sales of Equity Securitiesldad of Proceeds- Page 44

Item 3. Defaults Upon Senior Securities - The Comydaas nothing to report under this item.
Item 4. Submission of Matters to a Vote of SecuHdblders - Page 45

Item 5. Other Information - The Company has nothimgeport under this item.

Item 6. Exhibits - Pages 45-46

Signatures - Page 47
» The Company has nothing to report under this.item

Reference to “the Company” in this repodams the Registrant or the Registrant and its diglois collectively,
as appropriate in the context of the disclosurérgferences to a certain year in this report athié Company’s fiscal
year ended September 30 of that year, unless adeneted.

This Form 10-Q contains “forward-lookingitgtments” within the meaning of Section 21E ofSleeurities
Exchange Act of 1934. Forward-looking statementaikhbe read with the cautionary statements anaitapt
factors included in this Form 10-Q at Item 2 — MD&énder the heading “Safe Harbor for Forward-Logkin
Statements.” Forward-looking statements are aéstants other than statements of historical factuding, without
limitation, those statements that are designatéid an asterisk (“*”) following the statement, aslmas those
statements that are identified by the use of thelg/tanticipates,” “estimates,” “expects,” “intent$lans,”

“predicts,” “projects,” and similar expressions.
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Part I. Financial Information
Item 1. Financial Statements
Back to Table of Contents
Consolidated Statements of Income and Earnings
Back to Table of Contents
National Fuel Gas Company
Consoli dated Statements of Income and Earnings
Reinvested in the Business
(Unaudited)
Three Months
March 3
(Thousands of Dollars, Except Per Common Share Amou nts) 2006
INCOME
Operating Revenues $890,981 $735,842
Operating Expenses
Purchased Gas 566,540
Operation and Maintenance 121,076
Property, Franchise and Other Taxes 20,120
Depreciation, Depletion and Amortization 44,278

752,014




Operating Income

Other Income (Expense):
Income from Unconsolidated Subsidiaries
Interest Income
Other Income
Interest Expense on Long- Term Debt
Other Interest Expense

Income from Continuing Operations Before
Income Taxes
Income Tax Expense

Income from Continuing Operations

Income from Discontinued Operations, Net of Tax

Net Income Available for Common Stock

EARNINGS REINVESTED IN THE BUSINESS
Balance at December 31

Share Repurchases
Dividends on Common Stock
(2006 - $0.29; 2005 - $0.28)

Balance at March 31

138,967 120,667

720
965
248
(18,149) (18
(1,465)

121,286 106,712
42,692

24,327 23,364

$877,599 $793,40¢

Earnings Per Common Share:
Basic:
Income from Continuing Operations
Income from Discontinued Operations

Net Income Available for Common Stock

$0. 93

Diluted:
Income from Continuing Operations
Income from Discontinued Operations

Net Income Available for Common Stock

$0. 91

Weighted Average Common Shares Outstanding:
Used in Basic Calculation

Used in Diluted Calculation

See Notes to Condensed Consolidated Financialnstats

Item 1. Financial Statements (Cont.)

Consolidated Statements of Income and Earning



Back to Table of Contents

Consoli

(Thousands of Dollars, Except Per Common Share Amou

INCOME
Operating Revenues

Operating Expenses
Purchased Gas
Operation and Maintenance
Property, Franchise and Other Taxes
Depreciation, Depletion and Amortization

Operating Income

Other Income (Expense):
Income from Unconsolidated Subsidiaries
Interest Income
Other Income
Interest Expense on Long- Term Debt
Other Interest Expense

Income from Continuing Operations Before
Income Taxes
Income Tax Expense

Income from Continuing Operations

Income from Discontinued Operations, Net of Tax

Net Income Available for Common Stock

EARNINGS REINVESTED IN THE BUSINESS
Balance at October 1

Share Repurchases
Dividends on Common Stock
(2006 - $0.58; 2005 - $0.56)

Balance at March 31

National Fuel Gas Company
dated Statements of Income and Earnings

Reinvested in the Business

(Unaudited)

Six Months En
March 31
nts) 2006

$1,601,737

1,003,317
224,704
37,302
87,324

1,352,647

1,985
2,098
989

$1,236,12

(36,367) (36

(3,240)

214,555
78,542

179,267

46,637

$793,40¢

Earnings Per Common Share:
Basic:
Income from Continuing Operations
Income from Discontinued Operations

Net Income Available for Common Stock

61

Diluted:
Income from Continuing Operations



Income from Discontinued Operations

Net Income Available for Common Stock $1. 58
Weighted Average Common Shares Outstanding:
Used in Basic Calculation 84,385,140
Used in Diluted Calculation 86,256,515
See Notes to Condensed Consolidated Financialnistats
Item 1. Financial Statements (Cont.)
Consolidated Balance Sheets
Back to Table of Contents
National Fuel Gas Company
Consolidated Balance Sheets
(Unaudited)
March 31, Se
2006
(Thousands of Dollars)
ASSETS
Property, Plant and Equipment $4,535,882 $
Less - Accumulated Depreciation, Depletion
and Amortization 1,639,493
2,896,389
Current Assets
Cash and Temporary Cash Investments 98,099
Hedging Collateral Deposits 16,890
Receivables - Net of Allowance for Uncollectible Accounts of
$43,409 and $26,940, Respectively 358,026
Unbilled Utility Revenue 67,074
Gas Stored Underground 31,883
Materials and Supplies - at average cost 32,425 33
Unrecovered Purchased Gas Costs -
Prepayments and Other Current Assets 41,096
Deferred Income Taxes 49,546
Fair Value of Derivative Financial Instruments 5,895
700,934
Other Assets
Recoverable Future Taxes 84,834
Unamortized Debt Expense 16,516
Other Regulatory Assets 56,713



Deferred Charges 8,086

Other Investments 85,349
Investments in Unconsolidated Subsidiaries 11,491
Goodwill 5,476
Intangible Assets 40,971
Other 6,808
316,244

Total Assets $3,913,567 $3,722,652

See Notes to Condensed Consolidated Financialnstats
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Item 1. Financial Statements (Cont.)
Consolidated Balance Sheets
Back to Table of Contents
National Fuel Gas Company
Consolidated Balance Sheets
(Unaudited)
March 31, Se
2006

(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, Respectively $83,920

Paid in Capital 540,388

Earnings Reinvested in the Business 877,599

Total Common Shareholder Equity Before
Items of Other Comprehensive Loss 1,50 1,907
Accumulated Other Comprehensive Loss (119 ,248)

Total Comprehensive Shareholders' Equity 1,382,659
Long- Term Debt, Net of Current Portion 1,114,371 1,
Total Capitalization 2,497,030
Current and Accrued Liabilities

Notes Payable to Banks and

Commercial Paper -

Current Portion of Long- Term Debt 9,505 9,

Accounts Payable 145,438

Amounts Payable to Customers 12,650

Dividends Payable 24,327



Other Accruals and Current Liabilities
Fair Value of Derivative Financial Instruments

Deferred Credits
Deferred Income Taxes
Taxes Refundable to Customers
Unamortized Investment Tax Credit
Cost of Removal Regulatory Liability
Other Regulatory Liabilities
Pension and Other Post- Retirement Benefit Liabilities
Asset Retirement Obligation
Other Deferred Credits

Commitments and Contingencies

Total Capitalization and Liabilities

$3,

193,249
87,962

473,131

503,147
11,070
6,445
93,092
58,886

42,216
72,968

943,406

14

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

Consolidated Statements of Cash Flows

Back to Table of Contents

Co

(Thousands of Dollars)

OPERATING ACTIVITIES
Net Income Available for Common Stock
Adjustments to Reconcile Net Income to Net Cash
Provided by Operating Activities:
Depreciation, Depletion and Amortization
Deferred Income Taxes
Income from Unconsolidated Subsidiaries, N
Cash Distributions
Minority Interest in Foreign Subsidiaries
Excess Tax Benefits Associated with Stock-
Compensation Awards
Other
Change in:
Hedging Collateral Deposits
Receivables and Unbilled Utility Revenue
Gas Stored Underground and Materials and
Supplies

National Fuel Gas Company

nsolidated Statements of Cash Flows

et of

Based

Unaudited)

Six Months E
March 31,
2006

$136,013
87,324
(1,435)

1,166

(6,515)
(5,297)

60,894
(249,466)

33,486



Unrecovered Purchased Gas Costs
Prepayments and Other Current Assets
Accounts Payable

Amounts Payable to Customers

Other Accruals and Current Liabilities
Other Assets

Other Liabilities

Net Cash Provided by Operating Activities

INVESTING ACTIVITIES
Capital Expenditures
Net Proceeds from Sale of Oil and Gas Producing
Other

Net Cash Used in Investing Activities

FINANCING ACTIVITIES
Change in Notes Payable to Banks and Commercial
Excess Tax Benefits Associated with Stock-Based

Compensation Awards

Shares Repurchased under Repurchase Plan
Reduction of Long- Term Debt
Dividends Paid on Common Stock
Net Proceeds from Issuance of Common Stock

Net Cash Used in Financing Activities

Effect of Exchange Rates on Cash

Net Increase in Cash and Temporary Cash Investments

Cash and Temporary Cash Investments at October 1

Cash and Temporary Cash Investments at March 31

14,817
24,372
(9,951)
11,492

139,020

(11,837)
19,107

243,19

Properties 4

(13

Paper -

6,515
(26,577)
(4,529)
(48,933)
7,164

(6

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

Consolidated Statements of Comprehensive Income

Back to Table of Contents

Consoli

National Fuel Gas Company
dated Statements of Comprehensive Income

(Thousands of Dollars)

(Unaudited)
Three Months E
March 31,
2006



Net Income Available for Common Stock $78,594

Other Comprehensive Income (Loss), Before Tax:

Foreign Currency Translation Adjustment (991)
Unrealized Gain on Securities Available for Sale Arising
During the Period 1,121
Unrealized Gain (Loss) on Derivative Financial | nstruments
Arising During the Period 21,618
Reclassification Adjustment for Realized Gains o n
Securities Available for Sale in Net Income -
Reclassification Adjustment for Realized Losses on
Derivative Financial Instruments in Net Income 25,794
Other Comprehensive Income (Loss), Before Tax 47,542
Income Tax Expense Related to Cumulative Translatio n
Adjustment -
Income Tax Expense Related to Unrealized Gain
on Securities Available for Sale Arising During the Period 392
Income Tax Benefit Related to Unrealized Gain (Loss )on
Derivative Financial Instruments Arising During the Period 8,334
Reclassification Adjustment for Income Tax Expense on
Realized Gains from Securities Available for Sal e in Net Income -
Reclassification Adjustment for Income Tax Benefit on
Realized Losses from Derivative Financial Instru ments
In Net Income 10,000
Income Taxes - Net 18,726 (31,415)
Other Comprehensive Income (Loss) 28,816
Comprehensive Income $107,410

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

Consolidated Statements of Comprehensive Income
Back to Table of Contents

National Fuel Gas Company

Consoli dated Statements of Comprehensive Income
(Unaudited)
Six Months En
March 31,
(Thousands of Dollars) 2006
Net Income Available for Common Stock $136,013

Other Comprehensive Income (Loss), Before Tax:
Foreign Currency Translation Adjustment (736)
Unrealized Gain on Securities Available for Sale Arising



During the Period
Unrealized Gain (Loss) on Derivative Financial |
Arising During the Period
Reclassification Adjustment for Realized Gains o
Securities Available for Sale in Net Income
Reclassification Adjustment for Realized Losses
Derivative Financial Instruments in Net Income

Other Comprehensive Income (Loss), Before Tax

Income Tax Expense Related to Cumulative Translatio
Adjustment
Income Tax Expense Related to Unrealized Gain
on Securities Available for Sale Arising During
Income Tax Benefit Related to Unrealized Gain (Loss
on Derivative Financial Instruments Arising Duri
Reclassification Adjustment for Income Tax Expense
Realized Gains from Securities Available for Sal
Reclassification Adjustment for Income Tax Benefit
Realized Losses from Derivative Financial Instru
In Net Income

nstruments

n

on

the Period

ng the Period
on

e in Net Income
on

ments

24,586

Income Taxes - Net 49,487

Other Comprehensive Income (Loss) 78,380

Comprehensive Income $214,393

See Notes to Condensed Consolidated Financialnstaits

12

Item 1. Financial Statements (Cont.)

Notes to Consolidated Financial Statements

Back to Table of Contents

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 emstitighe equity method is used to account for mipantned
entities. All significant intercompany balances arahsactions are eliminated.

The preparation of the consolidated finahsiatements in conformity with GAAP requires mggraent to make
estimates and assumptions that affect the repartemints of assets and liabilities and disclosu@afingent assets
and liabilities at the date of the financial stagens and the reported amounts of revenues and sapeuring the
reporting period. Actual results could differ frahose estimates.

Earnings for Interim Periods. The Company, in its opinion, has included all atients that are necessary for a fair
statement of the results of operations for the nteplgoeriods. The consolidated financial statemantsnotes theret:



included herein, should be read in conjunction whih financial statements and notes for the yaailee September
30, 2005, 2004 and 2003 that are included in theg2amy’s 2005 Form 10-K. The consolidated finansiatements

for the year ended September 30, 2006 will be addy the Companyg’independent registered public accounting
after the end of the fiscal year.

The earnings for the six months ended M&i&;H2006 should not be taken as a prediction wfiegs for the
entire fiscal year ending September 30, 2006. Mb#te business of the Utility and Energy Marketsagments is
seasonal in nature and is influenced by weatheditons. Due to the seasonal nature of the hedtirsiness in the
Utility and Energy Marketing segments, earningdrduthe winter months normally represent a subwsthpart of the
earnings that those segments are expected to adioiethe entire fiscal year.

Consolidated Statement of Cash Flows:or purposes of the Consolidated Statement of Eksts, the Company
considers all highly liquid debt instruments pursdc with a maturity of generally three months ssl® be cash
equivalents.

Hedging Collateral DepositsCash held in margin accounts serve as collateralden positions on exchange-traded
futures contracts, exchange-traded options andttreecounter swaps and collars.

Gas Stored Underground — Current.In the Utility segment, gas stored undergroundrecu is carried at lower of
cost or market, on a LIFO method. Gas stored umdengl — current normally declines during the fast second
quarters of the year and is replenished duringhind and fourth quarters. In the Utility segmehg current cost of
replacing gas withdrawn from storage is recordetthiénConsolidated Statements of Income and a resergas
replacement is recorded in the Consolidated Bal&hets under the caption “Other Accruals and Quiriabilities.”
Such reserve, which amounted to $121.8 million atd¥ 31, 2006, is reduced to zero by Septembes 3ea
inventory is replenished.

Accumulated Other Comprehensive Income (Loss)he components of Accumulated Other Comprehensieenhe
(Loss), net of related tax effect, are as follomsliousands):

13
Item 1. Financial Statements (Cont.)
At March 31, 2006 At Septem

Minimum Pension Liability Adjustment $(107,844) $(1
Cumulative Foreign Currency

Translation Adjustment 27,273
Net Unrealized Loss on Derivative

Financial Instruments (45,695) (1
Net Unrealized Gain on Securities

Available for Sale 7,018
Accumulated Other Comprehensive Loss $(119,248) $(1

Earnings per Common ShareBasic earnings per common share is computed bgidiyincome available for
common stock by the weighted average number of camshares outstanding for the period. Diluted egsper
common share reflects the potential dilution traatld occur if securities or other contracts to é&ssammon stock
were exercised or converted into common stock pEgposes of determining earnings per common sttsenly
potentially dilutive securities the Company hasstartding are stock options. The diluted weighteztaye shares
outstanding shown on the Consolidated Statemertgofme reflects the potential dilution as a restithese stock
options as determined using the Treasury Stock detStock options that are antidilutive are exctuftem the



calculation of diluted earnings per common shaoe.tke quarter and six months ended March 31, 20@8e were no
stock options excluded as being antidilutive. Fer quarter and six months ended March 31, 2008,321and 10,599
stock options, respectively, were excluded as baimiglilutive.

Share RepurchasesThe Company considers all shares repurchased asleghshares restored to the status of
authorized but unissued shares, in accordanceNeitir Jersey law. The repurchases are accountea fitreodate the
share repurchase is settled as an adjustment tmoorstock (at par value) with the excess repurchése allocated
between paid in capital and retained earnings.rReflote 3 - Capitalization for further discussimiithe share
repurchase program.

Stock-Based CompensationThe Company has various stock option and stock@plans which provide or provid:
for the issuance of one or more of the followindgéy employees: incentive stock options, nonqueitock options,
restricted stock, performance units or performasi@@es. Stock options under all plans have exepcises equal to
the average market price of Company common stodck@udate of grant, and generally no option is @gable less
than one year or more than ten years after theadaach grant. Restricted stock is subject taic&gtns on vesting
and transferability. Restricted stock awards enthik participants to full dividend and voting figihCertificates for
shares of restricted stock awarded under the Coygatock option and stock award plans are heltheyCompany
during the periods in which the restrictions ontwvegsare effective. Restrictions on restricted ktawards generally
lapse ratably over a period of not more than teryafter the date of each grant.

Prior to October 1, 2005, the Company anted for its stock-based compensation under ttegration and
measurement principles of APB 25 and related imétgtions. Under that method, no compensation esgwaas
recognized for options granted under the Compatgtk option and stock award plans. The Companyedtidrd, in
accordance with APB 25, compensation expense éomtérket value of restricted stock on the datéefaward over
the periods during which the vesting restrictioristed.

Effective October 1, 2005, the Companypaed SFAS 123R, which requires the measurementemagnition
of compensation cost at fair value for all shareeobpayments, including stock options. The Comesychosen to
use the modified version of prospective applicatesallowed by SFAS 123R. Using the modified peaspe
application, the Company is recording compensatast for the portion of awards granted prior todbetr 1, 2005 fo
which the requisite service had not been rendemddsarecognizing such compensation cost as thégiég service is
rendered on or after October 1, 2005. Such compiensaxpense is based on the grant-date fair \afltiee awards as
calculated for
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the Company's disclosure using a Binomial optianipg model under SFAS 123. Any new awards, modifans to
awards, repurchases of awards, or cancellatioasvafds subsequent to September 30, 2005 will fall@provisions
of SFAS 123R, with compensation expense being b using the Black-Scholes-Merton closed forndehoThe
Company has chosen the Black-Scholes-Merton climsedmodel since it is easier to administer thamBimomial
option-pricing model. Furthermore, since the Conypdoes not have complex stock-based compensatiardawit
does not believe that compensation expense woutdaberially different under either model. There &ap stock-
based compensation awards granted during the quarsex months ended March 31, 2006. There weB0®0 stock
options granted during the quarter ended Marcl28@5. Stock-based compensation expense for theéegsi@nded
March 31, 2006 and March 31, 2005 totaled approtein&$134,000 and $152,000, respectively. Stoclethas
compensation expense for the six months ended MarcA006 and March 31, 2005 was approximately $f&Band
$315,000, respectively. Stock-based compensatiparese is included in operation and maintenancensgsen the
consolidated statement of income. The total inctardoenefit related to stodkased compensation expense during
guarters ended March 31, 2006 and March 31, 2085awproximately $53,000 and $60,000, respectividig. total
income tax benefit related to stock-based compemsakpense during the six months ended March 326 2nd
March 31, 2005 was approximately $112,000 and $I5 respectively. There were no capitalized stoaged
compensation costs during the quarters ended MarcB006 and March 31, 20C



The following table illustrates the effect net income and earnings per share of the Coyripechthe Company
applied the fair value recognition provisions ofA&-123 relating to stock-based employee compensédicthe three
and six months ended March 31, 2005:

Three Months Ended Six Months E

(Thousands of Dollars, Except Per March 31, March 31
Common Share Amounts) 2005 2005
Net Income, Available for
Common Stock, as Reported $70,683 $121,12
Add:

Stock-Based Employee Compensation

Expense Included in Reported Net Income,

Net of Tax (1) 98 20
Deduct:
Total Stock-Based Employee Compensation

Expense Determined Under Fair Value

Based Method for all Awards, Net of

Related Tax Effects (317) (68

Pro Forma Net Income Available
For Common Stock $70,464 $120,64

Earnings Per Common Share:

Basic - As Reported $0.85 $1.46
Basic - Pro Forma $0.85 $1.45
Diluted - As Reported $0.83 $1.43
Diluted - Pro Forma $0.83 $1.42

(1)  Stock-based compensation expense in 2005 represesrgensation expense related to restricted
stock awards. The pre-tax expense was $152,0082t]000, respectively, for the quarter and six
months ended Match 31, 20(
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Stock Options

Transactions during the quarter ended M&dcH006 were as follows (in thousands, excepbopgirices and
years):

Weight
Weighted Avera
Average Remain
Number Exercise Contrac
of Options Price Life (Y

Options Outstanding at September 30, 2005 10,997 $23.78

Granted - -

Exercised (178) 21.24

Forfeited - -

Options Outstanding at December 31, 2005 10,819 23.82

Granted -

Exercised (330) 22.34



Forfeited 3) 25.89

Options Outstanding at March 31, 2006 10,486 $ 23.87 4

Options Exercisable at March 31, 2006 10,339 $ 23.87 4

The total intrinsic value of stock optiageercised during the quarters ended March 31, a6d@Varch 31, 2005
totaled approximately $3.3 million and $5.6 milljgespectively. The amount of cash received byChpany from
the exercise of such stock options was approxim&e4 million during the quarter ended March 310 and
approximately $4.5 million during the quarter endiéakch 31, 2005. The total intrinsic value of stagkions
exercised during the six months ended March 316 20@ March 31, 2005 totaled approximately $5.Zioniland
$8.5 million, respectively. For the six months eshdiéarch 31, 2006 and March 31, 2005, the amounash received
by the Company from the exercise of stock optioas approximately $8.1 million and $8.2 million,pestively. The
Company realizes tax benfits from the exercisdaflsoptions on a calendar year basis as opposadigoal year
basis. As such, for stock options exercised dutieggquarters ended December 31, 2005 and Decerhp2034, the
Company realized a tax benefit of $0.9 million &idl million, respectively. For stock options exsed during the
guarter ended March 31, 2006, the Company wilizeal tax benefit of approximately $1.4 milliontire quarter
ended December 31, 2006. For stock options exerdseng the quarter ended March 31, 2005, the Gompealize:
a tax benefit of approximately $2.0 million in thearter ended December 31, 2005. No stock opti@ne granted or
became fully vested during the quarter ended Madcl2006. The weighted average grant date fairevafloptions
granted during the quarter ended March 31, 2088 .82 per share. No stock options became fullyegedtiring the
guarter ended March 31, 2005. As of March 31, 2086ecognized compensation expense related to efmains
totaled approximately $124,000, which will be recizgd over a weighted average period of 1.3 years.

For options granted prior to October 1,2060e fair value of options at date of grant wstsh@ated using a
Binomial option-pricing model with the following wghted average assumptions:

March 31,
2006 2005
Risk Free Interest Rate 4.04% 4.74%
Expected Life (years) 6.6 5.9
Expected Volatility 21.2% 21.0%
Expected Dividend Yield (Quarterly) 1.10% 1.04%

The risk-free interest rate is based orytbkel of a Treasury Note with a remaining term coemsurate with the
expected term of the option. The expected life exyaected volatility are based on historical expexee
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The Company used a forfeiture rate of 13féfcalculating stock-based compensation expeglated to stock
options and this rate is based on the Companyterigal experience of forfeitures on unvested stopton grants.

Restricted Share Awards

Transactions during the quarter ended M8&4ci2006 were as follows (in thousands, excepwtlues):

Number of Weight



Restricted Fair

Share Awards A

Restricted Share Awards Outstanding at

September 30, 2005 65 $
Granted -

Vested (8)
Forfeited -
Restricted Share Awards Outstanding at

December 31, 2005 57
Granted -

Vested (25)
Forfeited -
Restricted Share Awards Outstanding at

March 31, 2006 32 $

As of March 31, 2006, unrecognized comptmsaxpense related to restricted share awardetbt
approximately $147,000, which will be recognize@ioa weighted average period of 1.1 years.

New Accounting Pronouncementsin March 2005, the FASB issued FIN 47, an inteigtieh of SFAS 143. FIN 47
provides clarification of the term “conditional assetirement obligation” as used in SFAS 143, rkfias a legal
obligation to perform an asset retirement actiintyvhich the timing and/or method of settlement@waditional on a
future event that may or may not be within the oardf the Company. Under this standard, a compaagt record a
liability for a conditional asset retirement oblige if the fair value of the obligation can be seaably estimated. FIN
47 also serves to clarify when a company would scient information to reasonably estimate fie value of a
conditional asset retirement obligation. FIN 47draes effective no later than the end of fiscal 200& Company is
currently evaluating the impact of FIN 47 on it;solidated financial statements.

In May 2005, the FASB issued SFAS 154. SBA& replaces APB 20 and SFAS 3 and changes theeatgnts
for the accounting for and reporting of a changadoounting principle. The Company is requireddo SFAS 154
for accounting changes and corrections of err@asdhcur in fiscal 2007. Early adoption is pernitt€he Company’s
financial condition and results of operations willly be impacted by SFAS 154 if there are any acting changes or
corrections of errors in the future.

Note 2 — Income Taxes

The components of federal, state and fargigome taxes included in the Consolidated Statésn&f Income are
as follows (in thousands):
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Six Months En
March 31,
2006
Operating Expenses:
Current Income Taxes
Federal $62,466
State 15,181

Foreign 2,328



Deferred Income Taxes

Federal (1,433)

State (223)

Foreign 223
78,542

Other Income:
Deferred Investment Tax Credit (348)

Discontinued Operations -

Total Income Taxes $78,194

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

Six Months
March 3
2006
U.S. $195,503
Foreign 18,704
$214,207

Total income taxes as reported differ friw@ amounts that were computed by applying therédecome tax
rate to income before income taxes. The followsg reconciliation of this difference (in thousands

Six Months End

March 31,
2006
Income Tax Expense, Computed at
Statutory Rate of 35% $74,972
Increase (Reduction) in Taxes Resulting From:
State Income Taxes 9,723
Dividend from Foreign Subsidiary -
Foreign Tax Differential (4,704) (1)
Miscellaneous (1,797)
Total Income Taxes $78,194

(1) Includes a $5.1 million deferred tax benefit relgtto additional future tax deductions
forecasted in the Exploration and Production sed’'s Canadian divisior
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Significant components of the Company's de ferred tax liabilities (assets) were as follows (in



Deferred Tax Liabilities:

At March 31, 2006

At Septemb

Property, Plant and Equipment $578,038 $567,
Other 39,692 52,
Total Deferred Tax Liabilities 617,730 620,
Deferred Tax Assets:
Minimum Pension Liability Adjustment (58,070) (58,
Capital Loss Carryover (7,196) (9,
Unrealized Hedging Losses (26,170) (75,
Other (75,570) (74,
167,006) (217,217)
Valuation Allowance 2,877 2,
Total Deferred Tax Assets (164,129) (214,
Total Net Deferred Income Taxes $453,601 $405,
Presented as Follows:
Net Deferred Tax Asset - Current (49,546 ) (83,774)
Net Deferred Tax Liability - Non- Current 503,147 489,72(
Total Net Deferred Income Taxes $453,601 $405,

Regulatory liabilities representing theuetibn of previously recorded deferred income taxghk rate-regulated
activities that are expected to be refundable starners amounted to $11.1 million and $11.0 milkbiarch 31,
2006 and September 30, 2005, respectively. Algpjlagory assets representing future amounts ciddledrom
customers, corresponding to additional deferrednmetaxes not previously recorded because of patemaking
practices, amounted to $84.8 million and $85.0iamilat March 31, 2006 and September 30, 2005, ctispyy.

The American Jobs Creation Act of 2004 sigsed into law on October 22, 2004. This legiskaincluded a
provision which provided a substantially reducedr&te of 5.25% on certain dividends received ffoneign
affiliates. In the quarter ended June 30, 2005Ctmpany received a dividend of $72.8 million frarforeign affiliate
and recorded a tax of $3.8 million on such dividend

A capital loss carryover of $20.6 millioxigted at March 31, 2006, which expires if notimétl by September 2
2008. Although realization is not assured, managemstimates that a portion of the deferred tartesssociated wit
this carryover will be realized during the carryoperiod, and a valuation allowance is recordedHerremaining
portion. Adjustments to the valuation allowance raynecessary in the future if estimates of cagaai income are
revised.

Note 3 — Capitalization

Common Stock.During the six months ended March 31, 2006, the @y issued 507,855 shares of common stock
as a result of stock option exercises. The Compéstyissued 4,200 shares of common stock to theengioyee
directors of the Company as partial consideratavritie directors’ services during the six monthdezhMarch 31,

2006. Holders of stock options or restricted stwdkoften tender shares of common stock to the Gany for

payment of option exercise prices and/or applicalileholding taxes. During the six months ended déha31, 2006,
123,811 shares of common stock were tendered tGahgpany for such purposes. The Company consitlesisaaes
tendered as cancelled shares restored to the sfaushorized but unissued shares, in accordaitbeNew Jersey

law.
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On December 8, 2005, the Company’s boadirettors authorized the Company to implementaaesh
repurchase program, whereby the Company may regseabutstanding shares of common stock, up to gregate
amount of 8 million shares in the open market oodlgh privately negotiated transactions. Duringgberter ended
March 31, 2006, the Company repurchased 825,25@shader this program, funded with cash providedgerating
activities. At March 31, 2006, the Company had meaml@mitments to repurchase an additional 16,606eshat
common stock. These commitments were settled amided as a reduction of the Company’s outstansiages of
common stock in April 2006.

Note 4 — Commitments and Contingencies

Environmental Matters. The Company is subject to various federal, statelacal laws and regulations relating to
the protection of the environment. The Companydstablished procedures for the ongoing evaluatiots o
operations to identify potential environmental esyp@s and comply with regulatory policies and pdoces. It is the
Company’s policy to accrue estimated environmeriedn-up costs (investigation and remediation) wderh
amounts can reasonably be estimated and it is pi®bizat the Company will be required to incur saohkts. At
March 31, 2006, the Company has estimated its r@ntacleanup costs related to former manufactured gas plted
and third party waste disposal sites will be $3ilian. This liability has been recorded on the Golidated Balance
Sheet at March 31, 2006. The Company expects twveedts environmental clean-up costs from a comutom of
insurance proceeds and rate recovery. Other thdisasssed in Note G of the Company’s 2005 FornK Xfeferred
to below), the Company is currently not aware of araterial additional exposure to environmentdliliges.
However, adverse changes in environmental reguiatio other factors could impact the Company.

Other.  In addition to the legal proceedings discloseBart Il, Item 1 of this report, the Companynigolved in
other litigation and regulatory matters arisinghe normal course of business. These other mattaysnclude, for
example, negligence claims and tax, regulatorytleerogovernmental audits, inspections, investigatior other
proceedings. These matters may involve state afetdetaxes, safety, compliance with regulatioat base, cost of
service, and purchased gas cost issues, amongtbithgs. \While these normal-course matters coulet lramaterial
effect on earnings and cash flows in the quartenly annual period in which they are resolved, tireynot expected
change materially the Company’s present liquiddgipon, nor to have a material adverse effecthenfinancial
condition of the Company.

Note 5 — Discontinued Operations

On July 18, 2005, the Company completeds#te of its entire 85.16% interest in U.E., ardisheating and
electric generation business in the Bohemia regfidhe Czech Republic, to Czech Energy Holdings, far sales
proceeds of approximately $116.3 million. The sakulted in the recognition of a gain of approxieha$25.8
million, net of tax, at September 30, 2005. Mad@tditions during 2005, including the increasinfueaof the Czech
currency as compared to the U.S. dollar, causedahe of the assets of U.E. to increase, providimgpportunity to
sell the U.E. operations at a profit for the Compahks a result of the decision to sell its majoiitterest in U.E., the
Company began presenting the Czech Republic opastivhich are primarily comprised of U.E., as digmued
operations in June 2005. U.E. was the major commtarfehe Company’s International segment. Witls thange in
presentation, the Company discontinued all repgffiin an International segment.

The following is selected financial infortiwan of the discontinued operations for U.E.:
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Three Months Si

Ended
March 31, M
(Thousands) 2005
Operating Revenues $55,487 $99,462
Operating Expenses 37,872
Operating Income 17,615 25,811
Other Income 314
Interest Expense (152)
Income before Income Taxes and Minority Interest 17,777 26,631
Income Tax Expense 8,670
Minority Interest, Net of Taxes 2,405
Income from Discontinued Operations $6,702 $12,310

Note 6 — Business Segment Information.

The Company has five reportable segmerttbtyJPipeline and Storage, Exploration and Proitin, Energy
Marketing, and Timber. The division of the Compangperations into the reportable segments is based a
combination of factors including differences in gots and services, regulatory environment and rgebic factors.

The data presented in the tables belowcetthe reportable segments and reconciliatioeetgolidated amoun
As stated in the 2005 Form 10-K, the Company evatusegment performance based on income beforentiiseed
operations, extraordinary items and cumulativeat$fef changes in accounting (where applicable)elthese items
are not applicable, the Company evaluates perfocsmbased on net income. There have been no chantpesbasis
of segmentation nor in the basis of measuring sagprefit or loss from those used in the Compar@65 Form 10-
K. There have been no material changes in the and@assets for any operating segment from the atsalisclosed
in the 2005 Form 10-K.
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Quarter Ended March 31, 2006 (Thousands)
Pipeline Exploration Tota I Corpc
and and Energy Reportable

Utility Storage Producti on Marketing Timber Segments All Other
Revenue from
External Customers  $536,235 $39,346 $88,7 19 $206,061 $19,157 $889,518 $1,075
Intersegment
Revenues $ 5681 $19,711 $ - $ - % ( 23) $25,369 $2,057 g
Segment Profit:
Net Income $ 28,654 $16,892 $25,8 45 $3,877 $2,242 $77,510 $ 46

Six Months Ended March 31, 2006 (Thousands)



Pipeline Exploration
and and
Utility Storage Producti

Revenue from
External Customers $967,714 $74,085 $170,8
Intersegment
Revenues $9,803 $41,006 $
Segment Profit:

Net Income $50,407 $32,742 $ 43,2

Quarter Ended March 31, 2005 (Thousands)

Pipeline Exploration
and and
Utility Storage Producti

Revenue from

External Customers  $485,647 $36,029 $70,3
Intersegment

Revenues $ 5,693 $21,517 $
Segment Profit (Loss):

Income (Loss) from

Continuing Operations $ 28,882 $18,457 $11,2

Six Months Ended March 31, 2005 (Thousands)

Pipeline Exploration
and and
Utility Storage Producti

Revenue from
External Customers  $802,476 $68,474 $142,1
Intersegment
Revenues $9,998 $42,116 $
Segment Profit (Loss):

Income (Loss) from

Continuing Operations $ 46,954 $ 30,734 $25,1
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Tota I
Reportable
Segments All Other

Corpc
Energy
on Marketing Timber

06 $351,620 $36,066 $1,600,291 $1,058
-$ - % -3 50,809 $6,584
80 $ 4,864 $3,706 $ 134,999 $ 616
Tota I Corpc
Energy Reportable
on Marketing Timber Segments All Other
19 $124,565 $18,971 $735,531 $311
-$ - % 1 $27,211 $3,263 $
30 $ 2,612 $2,893 $64,074 $652
Tota I Corpc
Energy Reportable
on Marketing Timber Segments All Other
57 $188,059 $31,966 $1,233,132 $2,994
-$ - 3 1 $ 52115 $4,342 %
53 $ 3,361 $3,646 $ 109,848 $1,252



Note 7 — Intangible Assets

The components of the Company’s intanggisigets were as follows (in thousands):

At
At March 31, 2006
Gross Net
Carrying  Accumulated Carrying

Amount  Amortization

Amount

Intangible Assets Subject to Amortization:
Long- Term Transportation Contracts $8,5 80

$(3,385) $5,195

Long- Term Gas Purchase Contracts 31,8 64 (4,230) 27,634

Intangible Assets Not Subject to
Amortization:

$40,971

Retirement Plan Intangible Asset 8,142 -
$ 48586  $(7,615)

Aggregate Amortization Expense:
(Thousands)

Three Months Ended March 31, 2006 $665

Three Months Ended March 31, 2005 $665

Six Months Ended March 31, 2006 $1,331

Six Months Ended March 31, 2005 $1,331

$5,729
28,431

8,142 {

Amortization expense for the long-term sjaortation contracts is estimated to be $0.5 milfar the remainder
of 2006 and $1.1 million annually for 2007 and 20@Bortization expense is estimated to be $0.5ioniland $0.4

million for 2009 and 2010, respectively.

Amortization expense for the lote&rm gas purchase contracts is estimated to ben§idi8n for the remainder ¢

2006 and $1.6 million annually for 2007, 2008, 2@@d@ 2010.
Note 8 — Retirement Plan and Other Post-RetiremerBenefits
Components of Net Periodic Benefit Costliiousands):

Three months ended March 31,

Retirement Plan Other Post-
2006 2005 2006
Service Cost $4,104 $3,429 $2,007
Interest Cost 10,049 10,520 6,701
Expected Return on Plan Assets 12,486) (12,386) (5,576)
Amortization of Prior Service Cost 239 257 1
Amortization of Transition Amount - -
Amortization of Losses 5,777 2,618 5,850
Net Amortization and Deferral
For Regulatory Purposes (Including
Volumetric Adjustments) (1) 1,907 2,723 2,634
Net Periodic Benefit Cost $9,590 $7,161 $13,399

Re

1,782
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Six months ended March 31,

Retirement Plan Other Post- Retirer
2006 2005 2006

Service Cost $ 8,208 $6,858 $ 4,015

Interest Cost 2 0,098 21,040 13,402

Expected Return on Plan Assets (2 4,972) (24,772) (11,151)

Amortization of Prior Service Cost 478 514 2

Amortization of Transition Amount - - 3,564

Amortization of Losses 1 1,554 5,236 11,701

Net Amortization and Deferral

For Regulatory Purposes (Including

Volumetric Adjustments) (1) 379 3,605 (51)
Net Periodic Benefit Cost $1 5,745 $12,481 $21,482

(1) The Company’s policy is to record retirement plad ather postetirement benefit costs in 1
Utility segment on a volumetric basis to refleat tact that the Utility segment experiences
higher throughput of natural gas in the winter rherdnd lower throughput of natural gas in
the summer month

Employer Contributions. During the six months ended March 31, 2006, the @omg contributed $10.5 million to its
retirement plan and $26.6 million to its other patrement benefit plan. In April 2006, the Compdnnded $8.6
million to its retirement plan and $2.2 millionits other postetirement benefit plan. The Company does not exyox
make any contributions to the retirement plan dythre remainder of the fiscal year. In the remaired006, the
Company expects to contribute in the range of $riililon to $12.0 million to its other post-retiremt benefit plan.
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CRITICAL ACCOUNTING POLICIES

For a complete discussion of critical agdmg policies, refer to “Critical Accounting Paks” in Item 7 of the
Company’s 2005 Form 10-K. There have been no naignanges to that disclosure other than as st h@tow. The
information presented below updates and shouleé&e in conjunction with the critical accountingipigs in that
Form 10-K.

At March 31, 2006, the Canadian oil and graperties passed the quarterly ceiling testsapitalized costs less
accumulated depletion and related deferred incaxestwere nearly equal to the ceiling. A downwardsion to
reserves or prices could result in an impairmernhefCanadian oil and gas properties in the future.

RESULTS OF OPERATIONS



Earnings

The Company’s earnings were $78.6 millionthe quarter ended March 31, 2006 compared toregs of $70.7
million for the quarter ended March 31, 2005. Asvyously discussed, the Company began presensir@ziech
Republic operations as discontinued operationsime 2005. Prior year amounts have been reclassifiszflect this
change in presentation. The Company'’s earnings émminuing operations were $78.6 million for theager ended
March 31, 2006 compared to earnings from continoipgrations of $64.0 million for the quarter endiéatrch 31,
2005. The increase in earnings from continuing aens of $14.6 million is primarily the result oigher earnings in
the Exploration and Production segment, as showinenable below. The Pipeline and Storage segseatnings for
the quarter ended March 31, 2005 include a $2.Bomigain on the FERC approved sale of base gaauipply
Corporation’s jointly-owned Ellisburg Storage Pobhe Exploration and Production segment’s earniagthe
quarter ended March 31, 2006 include a $5.1 miltienefit to earnings resulting from an adjustmerd teferred
income tax balance.

The Company’s earnings were $18dillon for the six months ended March 31, 2006 paned to
earnings of $121.1 million for the six months enfiéarch 31, 2005. The Company'’s earnings from caiirig)
operations were $136.0 million for the six monthded March 31, 2006 compared to earnings from coimtj
operations of $108.8 million for the six months eddarch 31, 2005. The increase in earnings fronticoing
operations of $27.2 million is primarily the resafthigher earnings in the Utility, Pipeline andtge, Exploration
and Production, and Energy Marketing segments efisas in Corporate operations, as shown in thie tadlow. As
mentioned above, earnings for the six months eMiedh 31, 2005 include a $2.6 million gain on th&ef base gas
in the Pipeline and Storage segment and earnimghdsix months ended March 31, 2006 include & 85llion
deferred income tax benefit in the Exploration &ndduction segment.

Additional discussion of earning®ach of the business segments can be foun& inusiness segment
information that follows. Note that all amounts dise the earnings discussions are after tax amounts
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Earnings (Loss) by Segment

Thr ee Months Ended Six Month
March 31, March
Increase/
( Thousands) 2006 2005 (Decrease) 2006 2005 (De
Utility $28,654 $28,882 $(228)  $50,407 $46
Pipeline and Storage 16,892 18,457 (1,565) 32,742 30
Exploration and Production 25,845 11,230 14,615 43,280 25
Energy Marketing 3,877 2,612 1,265 4,864 3
Timber 2,242 2,893 (651) 3,706 3
Total Reportable Segments 77,510 64,074 13,436 134,999 109
All Other 46 652 (606) 616 1
Corporate (1) 1,038 (745) 1,783 398 (2
Total Earnings from
Continuing Operations 78,594 63,981 14,613 136,013 108
Earnings from Discontinued
Operations - 6,702 (6,702) -
Total Consolidated $78,594 $70,683 $7,911  $136,013  $121

(1) Includes earnings from the former Internationa

| segment's activity other than the activity from t



included in Earnings from Discontinued Operat

Utility

Utility Operating Revenues

Three Mo
Mar
(Thousands) 2006
Retail Sales Revenues:
Residential $422,495 $
Commercial 75,758
Industrial 6,272
504,525
Transportation 32,360
Other 5,031
$541,916 $
Utility ThroughputM
Three Mo
Mar
(MMVET) 2006 2005
Retail Sales:
Residential 26,807
Commercial 5,038
Industrial 459
32,304
Transportation 22,119
54,423

2005

26

ions.
nths Ended Six Months End
ch 31, March 31,
Increase 2006 2005 Increa
386,623 $35,872 $767,368 $641,689
69,367 6,391 132,648 111,150
4,566 1,706 10,724 6,710

460,556 43,969 910,740 759,549
30,600 1,760 59,276 51,559

184 4,847 7,501 1,366
491,340 $50,576 $977,517 $812,474
nths Ended Six Months End
ch 31, March 31,

Increase/
(Decrease) 2006 2005 (De
32,559 (5,752) 46,331 52,428
6,072 (1,034) 8,481 9,526

425 34 786 601
39,056 (6,752) 55,598 62,555
22,465 (346) 36,461 36,568
61,521 (7,098) 92,059 99,123
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Degree Days

Three Months Ended

March 31 Normal
Buffalo 3,327
Erie 3,142

Perce

Colder (War

2006 2005 Normal
2,875 3,468 (13.6)
2,705 3,266 (13.9)



Six Months Ended

March 31
Buffalo 5,687 5,085 5,640 (9.0)

Erie 5,223 4,753 5,263 (9.0)

2006 Compared with 2005

Operating revenues for the Utility segmianteased $50.6 million for the quarter ended M&th2006 as
compared with the quarter ended March 31, 2005.ifidcrease is attributable primarily to higher retgs sales
revenues. Retail gas sales revenues increased i®idd largely due to the recovery of higher gassts (gas costs
are recovered dollar for dollar in revenues), whiatre than offset the decrease in retail gas sal@nues resulting
from lower volumes. The decrease in volumes redlecrmer weather for the period as well as loweraye usage
per customer stemming from customer conservatifumtef The impact of the New York rate case settietnwhich
became effective August 2005, was to increase tipgreevenues by $7.8 million. This increase caesi®f a base
rate increase, the implementation of a merchardtioim charge, the elimination of certain bill crsdiand the
elimination of the gross receipts tax surchargehé&Pennsylvania jurisdiction, the impact of agbage increase,
which became effective in April 2005, was to in@e@perating revenues by $4.3 million.

Operating revenues for the Utility segmianteased $165.0 million for the six months endeatdt 31, 2006 as
compared with the six months ended March 31, 206B.increase is primarily attributable to highdailegas sales
revenues. The increase in retail gas sales revematargely a function of the recovery of highas gosts, which
more than offset lower retail sales volumes, asveh@bove. The increase in transportation revenwsspsimarily due
to an out-of-period adjustment of $3.9 million triect the New York jurisdiction’s calculation dfet symmetrical
sharing component of the Gas Adjustment rate. Tnestment resulted when it was determined thatoedredits the
had been included in the calculation should haweslvemoved during the implementation of a previais case
settlement. The symmetrical sharing componenhieehanism included in Distribution’s New York raettlement
that shares with customers 90% of the differen¢eden actual revenues received from large volunséoaters and
the level of revenues that were projected to beived during the rate year. The impact of the NewkYate case
settlement, discussed above, was to increase oggravenues by $13.3 million. In the Pennsylvaaigsdiction, the
impact of a base rate increase, which became efeict April 2005, was to increase operating revanhby $7.1
million.

The Utility segment’s earnings for the daaended March 31, 2006 were $28.7 million, a €ase of $0.2
million when compared with the quarter ended M&th2005. In the New York jurisdiction, earningsrigased by
$1.3 million principally due to the rate case seitént in this jurisdiction that became effectivédingust 2005 ($5.1
million). This increase was partially offset by ianrease in pension and post retirement expensB (&illion), higher
bad debt expense ($1.2 million), higher interegieese ($0.9 million) and a decline in margin asged with lower
average usage per customer ($0.5 million). In #r@nBylvania Division, earnings decreased by $1lbkomiprimarily
due to the impact of warmer weather ($2.4 millidayver average usage per customer ($0.6 milliam)parease in
bad debt expense ($0.8 million) and a higher dffedtaix rate in this jurisdiction ($0.9 million)aRially offsetting
these decreases, the rate case settlement initisdi¢gtion, which became effective in April 200B¢reased quarterly
earnings by approximately $2.8 million. Lower p@msand post retirement expense ($0.4 million) alsceased
earnings in the Pennsylvania jurisdiction.

The impact of weather variations on earsimgthe New York jurisdiction is mitigated by thatisdiction’s
WNC. The WNC in New York, which covers the eightmtio period from October through May, has had ail&aiy
effect on earnings for the New York rate jurisaati For the quarter ended March 31, 2006, the WiNGegrved
earnings of approximately $4.2 million, as weathas warmer than
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normal for the period. For the quarter ended M&th2005, the WNC reduced earnings by approxim&el$
million, since weather for the period was colderrtmormal.

The Utility segment’s earnings for the signths ended March 31, 2006 were $50.4 millionnarease of $3.4
million when compared with the earnings of $47.0iani for the six months ended March 31, 2005.Ha New York
jurisdiction, earnings increased by $3.0 millioredarimarily to the positive impact of the rate casttlement in thi
jurisdiction ($8.6 million), discussed above, ahd impact of the symmetrical sharing adjustmentg$aillion). This
increase was patrtially offset by an increase indeat expense ($3.3 million), higher pension arst petirement
expense ($2.1 million), higher interest expense5(#iillion) and a decline in margin associated Wather average
usage per customer ($0.8 million). For the Penmsybvjurisdiction, earnings increased by $0.4 omilliThe rate case
settlement in this jurisdiction, discussed abomergased earnings by approximately $4.6 millioraddition, earnings
were increased slightly by lower pension and petstament expense ($0.5 million). These increasre wffset by th
impacts to margin of warmer weather ($2.1 milliangl lower average usage per customer ($1.0 millamjvell as a
increase in bad debt expense ($1.4 million).

For the six months ended March 31, 20086 MWINC preserved earnings of approximately $4.7ionijlas the
weather was warmer than normal. For the six moatitked March 31, 2005, the WNC did not have a st
impact on earnings as the weather was close toalorm

Pipeline and Storage

Pipeline and Storage Operating Revenues

Thre e Months Ended Six Months E
March 31, March 31
Increase/

(Thousands) 2006 2005 (Decrease) 2006 2005 (Decr
Firm Transportation $31,738 $32,086 $(348) $62,824  $61,6
Interruptible Transportation 1,115 922 193 2,438 1,8

32,853 33,008 (155) 65,262 63,4
Firm Storage Service 16,408 16,376 32 32,655 32,4
Other 9,796 8,162 1,634 17,174 14,6

$59,057 $57,546 $1,511 $115,091 $110,5

Pipeline and Storage Throughput

Thre e Months Ended Six Months E
March 31, March 31
Increase/
(Mvef) 2006 2005 (Decrease) 2006 2005
Firm Transportation 114,828 129,851 (15,023) 217,650 213,5
Interruptible Transportation 1,831 1,180 651 5,554 2,8
116,659 131,031 (14,372) 223,204 216,4

2006 Compared with 2005

Operating revenues for the Pipeline andgg® segment increased $1.5 million for the quaneed March 31,
2006 as compared with the quarter ended March@15.2The increase was primarily due to higher raesrfrom
unbundled pipeline sales reported as part of atharnues in the table above, due to higher naiasbrices. For th



six months ended March 31, 2006, operating revefardhe Pipeline and Storage segment increasédrdlion as
compared with the six months ended March 31, 2066.increase was primarily due to higher reventms f
unbundled pipeline sales ($4.4 million), due tohieignatural gas prices. The $1.8 million increas@ansportation
revenues was primarily due to additional contragth customers and the renewal of contracts atdrigittes, both of
which reflect the increased demand for transpamagervices due to market conditions resulting ftbeneffects of
last fall's hurricane damage to production and lmgeinfrastructure in the Gulf of Mexico. Also
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contributing to the increase in transportation reses was the addition of new contracts with custsrdae to the
Interconnect Pressure Agreement with TransCanguiifes, Ltd. The Interconnect Pressure Agreenseain iexcess
pressure agreement that allows for greater capaoithe Empire State Pipeline.

The Pipeline and Storage segment’s eardorghe quarter ended March 31, 2006 were $1618omia decrease
of $1.6 million when compared with earnings of &l&illion for the quarter ended March 31, 2005. Teerease can
be attributed to the $2.6 million gain on the FE&fproved sale of base gas during the quarter eddech 31, 2005
that did not recur in 2006, and higher operatioth mmaintenance expense ($1.6 million), due primaailizigher
pension expense ($1.0 million). Higher unbundlgukfine sales ($1.9 million) and lower depreciatopense ($0.7
million) partially offset these increases.

The Pipeline and Storage segment’s earriorgbe six months ended March 31, 2006 were $81llfon, an
increase of $2.0 million when compared with eargin§$30.7 million for the six months ended Mardh 3005. The
major factors that contributed to the increase visggber revenues from unbundled pipeline sale8(8gllion), highel
transportation revenues ($1.2 million), a lowekergs for preliminary project costs associated whth Empire State
Pipeline Connector project ($0.8 million), lowelpdeciation expense ($0.6 million), and lower instexpense ($0.4
million). These increases in earnings were offgethle $2.6 million gain on the FERC approved sélease gas
during the six months ended March 31, 2005 thahdidrecur in 2006, and higher pension expense (®dlion).

Exploration and Production

Exploration and Production Operating Revenues

Three Months Ended Six Month
March 31, March 31,
Increase/

( Thousands) 2006 2005 (Decrease) 2006 2005 (Decrea
Gas (after Hedging) $49,432 $42,520 $6,912 $98,774  $85,264
Oil (after Hedging) 36,262 25,624 10,638 65,656 52,520
Gas Processing Plant 10,662 8,344 2,318 24,082 17,048
Other 312 434 (122) 1,835 1,187
Intrasegment Elimination (1) (7,949) (6,603) (1,346) (19,541) (13,862

$88,719 $70,319 $18,400 $170,806 $142,157

(1) Represents the elimination of certain West C oast gas production included in "Gas (after Hedg

sold to the gas processing plant shown in the tab le above. An elimination for the same dollar

processing plant's Purchased Gas expense.




Production Volumes

Three Months Ended

2006
Gas Production (Mf)
Gulf Coast 2,752
West Coast 933
Appalachia 1,246
Canada 1,761
6,692
Oil Production (Mobl)
Gulf Coast 181
West Coast 639
Appalachia 12
Canada 68
900
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Six Months Ended

March 31, March 31
Increase/
2005 (Decrease) 2006 2005
2,844 (92) 4,419 6,069
986 (53) 1,951 2,025
1,137 109 2,499 2,343
2,160 (399) 3,672 3,825
7,127 (435) 12,541 14,262
261 (80) 288 550
634 5 1,324 1,287
9 3 22 12
78 (10) 155 154
982 (82) 1,789 2,003
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Average Prices

Three Months Ended Six Month
March 31, March
Increase/
2006 2005 (Decrease) 2006 2

Average Gas Price/Mcf

Gulf Coast $8.47 $6.75 $1.72 $9.33 $6

West Coast $8.02 $6.20 $1.82 $9.62 $6

Appalachia $10.03 $6.76 $3.27 $11.83 $7

Canada $7.21 $5.52 $1.69 $9.06 $5

Weighted Average $8.37 $6.30 $2.07 $9.79 $6

Weighted Average After Hedging $7.39 $5.97 $1.42 $7.88 $5
Average Qil Price/bbl

Gulf Coast $58.69 $46.42 $12.27  $58.39 $46

West Coast $53.65 $37.67 $15.98  $52.46 $37

Appalachia $60.28 $42.28 $18.00 $60.84  $42

Canada $48.63 $41.08 $7.55 $45.57 $39

Weighted Average $54.37 $40.31 $14.06 $52.92  $40

Weighted Average After Hedging $40.30 $26.10 $14.20 $36.70 $26

2006 Compared with 2005

Operating revenues for the Exploration Braduction segment increased $18.4 million forgharter ended

March 31, 2006 as compared with the quarter endactiM31, 2005. Oil production revenue after hedgicgeased

$10.6 million due to a $14.20 per barrel increaseeighted average prices after hedging. Gas ptmguevenue

after hedging increased $6.9 million due to anease in the weighted average price of gas aftegihed$1.42 per
Mcf). This was offset slightly by an overall decsean gas production of 435 MMcf, mostly due tceglohe in
Canadian production as a result of delays in dglind gas processing plant constra



Operating revenues for the Exploration Bnaduction segment increased $28.6 million forsitkanonths ended
March 31, 2006 as compared with the six months e&iierch 31, 2005. Oil production revenue after heglg
increased $13.1 million due to a $10.48 per ban@kase in weighted average prices after heddinig.increase in
prices was offset slightly by a decrease in pradnai214,000 barrels). Gas production revenue akeliging increast
$13.5 million. An increase in the weighted averpgee of gas after hedging ($1.90 per Mcf) morentb#set a
decrease in gas production of 1,721 MMcf. The desmen gas production occurred primarily in thef@dast region
(a 1,650 MMcf decline), which is partially attrimile to last fall’'s hurricane damage and partiaithe expected
decline rates for the Company’s production in tegion.

The Exploration and Production segmentisiegs for the quarter ended March 31, 2006 wete8tillion, an
increase of $14.6 million when compared with eagaiaf $11.2 million for the quarter ended March 3105. The
increase is primarily attributable to the incremseperating revenues, due to higher commoditygsriaf oil and
natural gas, as discussed above ($12.0 milliorgdtition, a $5.1 million benefit to earnings réisg from an
adjustment to a deferred income tax balance wagrezed during the quarter ended March 31, 2006leUGAAP, a
company may recognize the benefit of certain exguefiiture income tax deductions as a deferreddsatanly if it
anticipates sufficient future taxable income tdizeithose deductions. As a result of the riseommodity prices, the
Company increased its forecast of future taxaldenme in the Exploration and Production segmentisadan
division and, as a result, recorded a deferrecsaet for certain drilling costs that it now exgdaotdeduct on future
income tax returns. These increases were parbfthgt by higher lease operating costs ($1.4 mm)lilnigher general
and administrative costs ($0.6 million) and higtiepletion expense ($0.5 million). The increaseeask operating
costs was primarily in the West Coast region duggber steaming costs associated with heavy apiigoduction ir
the California Midway-Sunset and North Lost Hilislfls. The higher steaming costs were due to aease in the
price for natural gas purchased in the field aretlia the steaming operations which averaged $ti2his quarter
versus $5.62/Btu in the prior year’'s
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guarter and an increase in the volume burned atitiith Lost Hills field. Beginning in April, a scbber facility in the
Midway-Sunset field was in full operation and ighing waste gas rather than purchased gas to derieeasteam for
its thermal recovery project.* Depletion expensgéased in spite of the drop in production duetigain the per un
depletion rate, which was caused by an increaieding and development costs.

The Exploration and Production segmentigsiegs for the six months ended March 31, 2006 \8d& 3 million,
an increase of $18.1 million when compared witmegys of $25.2 million for the quarter ended Magdh 2005. As
noted above, the increase is primarily attributablhe increase in operating revenues, due toehigbmmaodity price
of oil and natural gas ($18.6 million) and the kenefit of $5.1 million discussed above. Partialtisetting these
increases were higher lease operating costs ($8idn)) higher general and administrative costs.gsmillion) and
higher depreciation and depletion expense ($0.Bomjl As discussed above, the increase in leaseatipg costs was
primarily in the West Coast region due to higheasting costs.

Energy Marketing

Energy Marketing Operating Revenues

Three Months Ended Six Mon
March 31, March
Increase/ Increase/
( Thousands) 2006 2005 (Decrease) 2006 2005 (Dec
Natural Gas (after Hedging) $206,057 $124,560 $81,497 $351,580  $188,
Other 4 5 Q) 40

$ 206,061 $124,565 $81,496 $351,620 $1i




Energy Marketing Volumes

Three Months Ended Six Mon
March 31, March
2006 2005 Increase 2006
Natural Gas - ( MMcf) 17,332 15,184 2,148 27,306 23,191 4

2006 Compared with 2005

Operating revenues for the Energy Markesiegment increased $81.5 million and $163.6 millrespectively,
for the quarter and six months ended March 31, 288@ompared with the quarter and six months eN#gdh 31,
2005. The increase for both the quarter and sixthsoended March 31, 2006 primarily reflects highas sales
revenue due to an increase in the price of nagasland, to a lesser extent, an increase in thpaughhe increase in
throughput was due to the addition of certain laxgemercial and industrial customers, which moeatbffset any
decrease in throughput due to warmer weather agategrconservation by customers due to higher alagas prices.

Earnings in the Energy Marketing segmeataased $1.3 million and $1.5 million, respectiyély the quarter
and six months ended March 31, 2006 as compardédtmetquarter and six months ended March 31, 2D85pite
warmer weather and greater conservation by cusgymmergins increased due to a number of factockjdimg higher
volumes and the market flexibility associated veitbred gas. The Energy Marketing segment’s corstfact
significant storage and transportation volumes ol operational flexibility resulting in increassales throughput
and earnings.
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Timber

Timber Operating Revenues

Three Months Ended Six M on
Mar ch 31, March 31,
Increase/ Incre
( Thousands) 2006 2005 (Decrease) 2006 2005 (Decre
Log Sales $8,267 $8,768 $(501) $14,523 $13,64
Green Lumber Sales 1,968 1,863 105 3,430 3,30
Kiln Dry Lumber Sales 8,384 7,822 562 16,885 14,09
Other 515 519 4) 1,228 91
Operating Revenues $19,134 $18,972 $162 $36,066 $31,96
Timber Board Feet
Three Months Ended Six M on
Mar ch 31, March 31,
Increase/ Incre
( Thousands) 2006 2005 (Decrease) 2006 2005 (Decre




Log Sales 3,282 2,570 712 5,774 4,31

Green Lumber Sales 2,982 2,538 444 4,956 4,70
Kiln Dry Lumber Sales 4,512 3,897 615 8,998 7,26
10,776 9,005 1,771 19,728 16,2

2006 Compared with 2005

Operating revenues for the Timber segmasreased $0.2 million and $4.1 million, respectiyér the quarter
and six months ended March 31, 2006, as comparthdia quarter and six months ended March 31, 26065the
guarter ended March 31, 2006, the increase cattitwuged primarily to an increase in kiln dry luettsales ($0.6
million and 615,000 board feet) due to a 22 pergmrease in processing capacity for kiln dry lumibem the
addition of two new kilns in February 2005. Thisr@ase was largely offset by a decline in cherrneee log sales as
result of lower volumes of cherry veneer logs hatee because of unfavorable weather conditiongofitjh there we
an overall increase in log sales volumes in thietabove, most of the increase came from lowekegrlogs. Cherry
veneer logs command the highest prices and haJartpest impact on overall log sales revenue. R@rsix months
ended March 31, 2006, higher revenues from kilnlaginyber sales of $2.8 million are primarily respibiesfor the
increase. The increase in kiln dry lumber saledtisbutable to the increased kiln processing ciyaoted above.
Additionally, log sales increased $0.9 million parity due to an increase in cherry export log sakea result of
greater market demand.

Earnings in the Timber segment decreasedfidlion for the quarter ended March 31, 200@asipared with
the quarter ended March 31, 2005. This decline gmilgnresulted from the impact of lower marginsnfr@éherry venet
log sales combined with an increase in cost of gamdd on lumber sales.

The Timber segment’s earnings increased ®ilion for the six months ended March 31, 2086&ampared to
the six months ended March 31, 2005. Higher revefaen kiln dry lumber sales and cherry exportdades were
largely offset by an increase in cost of goods soldumber sales, resulting in a net increase toiregs of $0.5
million. This increase was offset by higher degletexpense ($0.3 million).
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Corporate and All Other
2006 Compared with 2005

Corporate and All Other recorded earningdlol million for the quarter ended March 31, 2@@8npared with a
loss of $0.1 million for the quarter ended March 3005. For the six months ended March 31, 2008p&ate and A
Other had earnings of $1.0 million compared witbss of $1.0 million for the six months ended Ma8dh 2005.
These improvements were principally due to an eeedn interest income resulting from the investnoéproceeds
received from the sale of U.E. in July 2005.

CAPITAL RESOURCES AND LIQUIDITY

The Company'’s primary source of cash dutimegsix-month period ended March 31, 2006 corgisfeash
provided by operating activities. This source dafftaas supplemented by issuances of new sharesnohan stock a
a result of stock option exercises. During thensonths ended March 31, 2006, the common stock tastefill the
requirements of the Company’s 401(k) plans anddDi&tock Purchase and Dividend Reinvestment Planoltained
via open market purchases. During the three matded March 31, 2006, the Company began repurahasin
outstanding shares of its common stock under aglepurchase program, which is discussed belowrdidancing
Cash Flow



Operating Cash Flow

Internally generated cash from operatirtgraies consists of net income available for conmstock, adjusted fi
non-cash expenses, non-cash income and changpsratiog assets and liabilities. Non-cash itemhbide
depreciation, depletion and amortization, defemedme taxes, income or loss from unconsolidatédigiaries net ¢
cash distributions, and minority interest in foregubsidiaries.

Cash provided by operating activities ia Wtility and the Pipeline and Storage segments vaay from period
to period because of the impact of rate casefhdtility segment, supplier refunds, over- or ungovered
purchased gas costs and weather may also sigrificarpact cash flow. The impact of weather on clistv is
tempered in the Utility segment’s New York ratagdiction by its WNC and in the Pipeline and Steraggment by
Supply Corporation’s straight fixed-variable ratsn.

Because of the seasonal nature of thertgehtisiness in the Utility and Energy Marketingreegts, revenues in
these segments are relatively high during the hgatason, primarily the first and second quadgtise fiscal year,
and receivable balances historically increase duhese periods from the balances receivable dae®éer 30.

The storage gas inventory normally declidhasng the first and second quarters of the yadriareplenished
during the third and fourth quarters. For storage igventory accounted for under the LIFO methlod,current cost
replacing gas withdrawn from storage is recordetthiénConsolidated Statements of Income and a reserngas
replacement is recorded in the Consolidated Bal&hets under the caption “Other Accruals and @Quir@bilities.”
Such reserve is reduced as the inventory is regiledi

Cash provided by operating activities ia Exploration and Production segment may vary fpamod to period
as a result of changes in the commaodity pricesatidmal gas and crude oil. The Company uses vadetigative
financial instruments, including price swap agreets@nd no cost collars in an attempt to manageetinergy
commodity price risk.

Net cash provided by operating activit@sied $243.2 million for the six months ended Ma3d, 2006, a
decrease of $2.8 million compared with $246.0 wnillprovided by operating activities for the six rtieended Marc
31, 2005. The timing of gas cost recovery in théityssegment along with the loss of positive céiskv from the
Company’s former Czech Republic operations, whiehneasold in July 2005, were the main reasons ferdfcrease.
These decreases were mainly offset by higher dilgas revenues in the Exploration and Productigmsat and a
decrease in hedging collateral deposits at Mar¢l2306 in the Exploration and Production and Enéfigyketing
segments. Hedging collateral deposits serve aateddll for open positions on exchange-traded fataoatracts,
exchange-traded options and over-the-counter sewagsollars.
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Investing Cash Flow

Expenditures for LondLived Assets

The Company'’s expenditures for long-livedets totaled $135.0 million during the six morghded March 31,
2006. The table below presents these expenditures:

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

Utility $25.4



Pipeline and Storage 10.3

Exploration and Production 96.3
Timber 0.8
Corporate and All Other 2.2
$135.0
Utility

The majority of the Utility capital expeulies for the six months ended March 31, 2006 weade for
replacement of mains and main extensions, as wétirahe replacement of service lines.

Pipeline and Storag

The majority of the Pipeline and Storagpitzd expenditures for the six months ended Marth2®06 were mac
for additions, improvements, and replacementsitoslgment’s transmission and gas storage systems.

The Company continues to explore varioysoounities to expand its capabilities to transgas to the East
Coast, either through the Supply Corporation or Eengpystems or in partnership with others. In Oeta2005, Empir
filed an application with the FERC for the authptid build and operate the Empire Connector prdgeixpand its
natural gas pipeline operations to serve new msauikdilew York and elsewhere in the Northeast bgmading the
Empire Pipeline. Assuming the proposed Millenniuipelne is constructed, the Empire Connector wid\yide an
upstream supply link for Phase | of the Millennitmpeline and will transport Canadian and other raitgas supplies
to downstream customers, including KeySpan Gas Gagioration, which has entered into precedenteageats to
subscribe for at least 150 MDth per day of natgea transportation service through the Empire Rateline and the
Millennium Pipeline systems.* The Empire Conneatdl be designed to move up to approximately 250 ti1Df
natural gas per day.* Empire anticipates that FER{Jprovide a determination on this application ligvember
2006.* The targeted in-service date is Novembei7200he Company anticipates financing this projsith cash on
hand and/or through the use of the Company’s brddtines of credit.* As of March 31, 2006, ther@many had
incurred approximately $5.2 million in costs (diivehich have been reserved) related to this prof@tthis amount,
$0.5 million and $1.2 million, respectively, wereurred during the quarter and six months endeciMat, 2006.

The Company also has plans to extend Suppiporation’s pipeline system from the Tuscardoasgie field to
the intersection of the proposed Millennium and Em@onnector pipelines (the Tuscarora Extensionié
Tuscarora Extension will be designed initially tove up to approximately 130 MDth of natural gasgeey.* The
project depends on market developments and ggiinice date will be contingent upon the Millenniempire projec
timeline. The Company has not yet filed an appilocatvith the FERC for the authority to build andeogte the
Tuscarora Extension. The Company anticipates fingrbis project with cash on hand and/or throdghuse of the
Company’s bi-lateral lines of credit.* There haweh no costs incurred by the Company related $opttuject as of
March 31, 2006.
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Exploration and Production

The Exploration and Production segmenttehpikpenditures for the six months ended March2806 included
approximately $20.8 million for Canada, $45.7 roiflifor the Gulf Coast region ($45.5 million for tb#-shore
program in the Gulf of Mexico), $19.5 million fdn¢ West Coast region and $10.3 million for the Aaplaian region.
The significant amount spent in the Gulf Coastaoags related to high commodity prices, which haprioved the
economics of investment in the area, plus royalligf. These amounts included approximately $2lilbom spent to
develop proved undeveloped resen



Timber

The majority of the Timber segment capgtgbenditures for the six months ended March 316 20€ére made for
purchases of equipment for Highland’s sawmill arid &perations.

Corporate and All Other

The majority of the Corporate and All Otleapital expenditures for the six months ended M&&, 2006 were
for the construction of a distributed generatiarility at the Company’s corporate headquarters.

The Company continuously evaluates capitpenditures and investments in corporations, pestips, and
other business entities. The amounts are subjenbthfication for opportunities such as the acduasiof attractive
oil and gas properties, timber or natural gas g®facilities and the expansion of transmissioa tapacities. While
the majority of capital expenditures in the Utilgggment are necessitated by the continued needdiacement and
upgrading of mains and service lines, the magnitidature capital expenditures or other investraentthe
Company’s other business segments depends, tgeadagree, upon market conditions.*

Financing Cash Flow

The Company did not have any outstandimgtslerm notes payable to banks or commercial papktarch 31,
2006. However, the Company continues to considert-¢érm debt (consisting of short-term notes p#yad banks
and commercial paper) an important source of castemporarily financing capital expenditures amgeistments in
corporations and/or partnerships, gas-in-storagenitory, unrecovered purchased gas costs, martignoraderivative
financial instruments, exploration and developnexenditures and other working capital needs. Batans in these
items can have a significant impact on the amondtteming of short-term debt. As for bank loang @ompany
maintains a number of individual (bi-lateral) uncuaitied or discretionary lines of credit with centdinancial
institutions for general corporate purposes. Bomga under these lines of credit are made at cdtriygetmarket rate:
Each of these credit lines, which aggregate to $4dbllion, are revocable at the option of the finel institutions
and are reviewed on an annual basis. The Compditypates that these lines of credit will contirtoebe renewed.*
The total amount available to be issued under thragainy’s commercial paper program is $200.0 millibime
commercial paper program is backed by a syndicadetmitted credit facility which totals $300.0 milti and extends
through September 30, 2010. The Company planstease the size of its commercial paper program $200.0
million to $300.0 million.*

Under the Company’s committed credit fagjlithe Company has agreed that its debt to cagatadn ratio will
not exceed .65 at the last day of any fiscal quérben September 30, 2005 through September 30).280March 31
2006, the Company’s debt to capitalization rat®dalculated under the facility) was .45. The c@msts specified in
the committed credit facility would permit an adalital $1.44 billion in short-term and/or long-tedabt to be
outstanding before the Company’s debt to capitétinaatio would exceed .65. If a downgrade in ahthe
Company’s credit ratings were to occur, accesheabmmercial paper markets might not be possiblewever, the
Company expects that it could borrow under its amoitted bank lines of credit or rely upon otheuljty sources,
including cash provided by operations.*
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Under the Company’s existing indenture cargs, at March 31, 2006, the Company would haea permitted
to issue up to a maximum of $926.0 million in addfiall long-term unsecured indebtedness at theregtumarket
interest rates in addition to being able to isses mdebtedness to replace maturing debt. The Coy'garesent
liquidity position is believed to be adequate tbséa known demands.*

The Company’s 1974 indenture pursuant thvi$399.0 million (or 36%) of the Company’s loreg#h debt (as
of March 31, 2006) was issued, contains a crosaitgirovision whereby the failure by the Compamypérform
certain obligations under other borrowing arrangameould trigger an obligation to repay the delistanding unde



the indenture. In particular, a repayment obligatould be triggered if the Company fails (i) to/[@ay scheduled
principal or interest on any debt under any othdenture or agreement or (ii) to perform any oteem in any other
such indenture or agreement, and the effect ofdihee causes, or would permit the holders ofdabt to cause, the
debt under such indenture or agreement to becom@rilor to its stated maturity, unless cured omedi

The Company’s $300.0 million committed éréalcility also contains a cross-default provisiwhereby the
failure by the Company or its significant subsigiarto make payments under other borrowing arraegésnor the
occurrence of certain events affecting those diberowing arrangements, could trigger an obligatmrepay any
amounts outstanding under the committed creditifiacin particular, a repayment obligation coule tiggered if
(i) the Company or its significant subsidiaried faimake a payment when due of any principal tergst on any oth
indebtedness aggregating $20.0 million or moraiprapn event occurs that causes, or would permaititolders of any
other indebtedness aggregating $20.0 million oremtorcause, such indebtedness to become due @itsrstated
maturity. As of March 31, 2006, the Company hadlabt outstanding under the committed credit facilit

The Company has an effective registrattatesnent on file with the SEC under which it haaikable capacity to
issue an additional $550.0 million of debt and ggseécurities under the Securities Act of 1933. Tlenpany may
sell all or a portion of the remaining registeredgities if warranted by market conditions and@wenpany'’s capital
requirements. Any offer and sale of the above mesti $550.0 million of debt and equity securitiék lse made onl’
by means of a prospectus meeting the requireméthe &Gecurities Act of 1933 and the rules and lagns
thereunder.

The amounts and timing of the issuancesatel of debt or equity securities will depend onmkatconditions,
indenture requirements, regulatory authorizationthe capital requirements of the Company.

On December 8, 2005, the Company’s boadirettors authorized the Company to implementaaesh
repurchase program, whereby the Company may regseabutstanding shares of common stock, up to gregate
amount of 8 million shares in the open market ocodlgh privately negotiated transactions. For thergu ended
March 31, 2006, the Company repurchased 825,25@shader this program, funded with cash providedgerating
activities. In the future, it is expected that thigre repurchase program will continue to be fdmwiiéh cash provided
by operating activities and/or through the usehef€ompany’s bi-lateral lines of credit.* It is eqbed that open
market repurchases will continue from time to tidepending on market conditions.*

OFF-BALANCE SHEET ARRANGEMENTS

The Company has entered into certain ofixze sheet financing arrangements. These finarmenaggements
are primarily operating and capital leases. The gamg’s consolidated subsidiaries have operating letsesnajority
of which are with the Utility and the Pipeline aBtbrage segments, having a remaining lease commtitohe
approximately $46.5 million. These leases have leeered into for the use of buildings, vehicles)atruction tools,
meters, computer equipment and other items andca@unted for as operating leases. The Compang@nsolidated
subsidiaries, which are accounted for under thé&emethod, have capital leases of electric gemegagquipment
having a remaining lease commitment of approxinge®8l0 million. The Company has guaranteed 5094d $
million of these capital lease commitments.
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OTHER MATTERS

In addition to the legal proceedings diselbin Part I, Item 1 of this report, the Comp@yvolved in other
litigation and regulatory matters arising in themal course of business. These other matters nuéyde, for
example, negligence claims and tax, regulatorytleerogovernmental audits, inspections, investigeatior other
proceedings. These matters may involve state atetdetaxes, safety, compliance with regulatioat base, cost of
service and purchased gas cost issues, amongtoihgs. While these normal-course matters coulc leamnaterial
effect on earnings and cash flows in the quartenly annual period in which they are resolved, treynot expected



change materially the Company’s present liquiddgipon, nor to have a material adverse effecthenfinancial
condition of the Company.*

Market Risk Sensitive Instruments

For a complete discussion of market risksgere instruments, refer to “Market Risk Sen&timstruments” in
Item 7 of the Company’s 2005 Form 10-K. There ha&en no subsequent material changes to the Congpany’
exposure to market risk sensitive instruments.

Rate and Regulatory Matters
Energy Policy Act

On August 8, 2005, President Bush signaallaw the Energy Policy Act, which, among othangfs, repealed
PUHCA 1935 effective February 8, 2006. With repeafadPUHCA 1935, the Company is no longer subjec¢héd act’s
broad regulatory provisions, including provisioefating to the issuance of securities, sales aqdisitions of
securities and utility assets, intra-company tratigas and limitations on diversification. The EgqePolicy Act
includes PUHCA 2005, which, among other thingsntgdhe FERC and state public utility regulatorynooissions
access to certain books and records of companieslding company systems, provides (upon requeatsbate
commission or holding company system) for FERCeaewof allocations of costs of nhon-power goods and
administrative services in electric utility holdiesgmpany systems, and modifies the jurisdictioRERC over certain
mergers and acquisitions involving public utilitiesholding companies. On December 8, 2005, the@-EBRBued
Order 667 to implement PUHCA 2005. The FERC cladifcertain aspects of Order 667 in Order 667-Aieidon
April 24, 2006. The Company will file a “notificatn of holding company status” with the FERC undestéd 667-A.
The Company also plans to file an “exemption ncdifion” with the FERC, seeking exemption from teguirements
of PUHCA 2005 and Order 667-A for certain subsigsiof the Company. The Company is unable to predithis
time what the ultimate outcome of these or futegadlative or regulatory changes will be.

Utility Operation

Base rate adjustments in both the New Yamik Pennsylvania jurisdictions do not reflect éneowery of
purchased gas costs. Such costs are recoveredjthoperation of the purchased gas adjustment cdaafdbe
appropriate regulatory authorities.

New York Jurisdiction

On August 27, 2004, Distribution Corporatmmmenced a rate case by filing proposed tan#rdments and
supporting testimony requesting approval to inazetsannual revenues beginning October 1, 200do\s& parties
opposed the filing. On April 15, 2005, DistributiQorporation, the parties and others executed seeatent settling
all outstanding issues. In an order issued July20@5, the NYPSC, approved the April 15, 2005 setdnt agreemet
substantially as filed, for an effective date ofgiist 1, 2005. The settlement agreement provides fate increase of
$21 million by means of the elimination of bill dits ($5.8 million) and an increase in base ra$d$ 2 million). For
the two-year term of the agreement and theredltereturn on equity level above which earningstrbesshared with
rate payers will be 11.5%.
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Pennsylvania Jurisdiction

On September 15, 2004, Distribution Corporefiled proposed tariff amendments with PaPU@htrease
annual revenues by $22.8 million to cover increaséise cost of service to be effective November2DD4. The rate
request was filed to address throughput reductoasincreased operating costs such as uncollextilé personnel
expenses. Applying standard procedure, the PaPBeaded Distribution Corporati’s tariff filing to perform ar



investigation and hold hearings. On February 1652€he parties reached a settlement of all issiles settlement
provides for a base rate increase of $12.0 mibind terminates the tracking of pension expensesusehe rate
allowance. The settlement was approved by PaPU@arnoh 23, 2005, and the new rates went into efiachpril 15,
2005.

Pipeline and Storage

On April 7, 2006, the NYPSC, PaPUC and Bglvania Office of Consumer Advocate filed a comuand a
motion for summary disposition against Supply Coation with the FERC under Sections 5(a) and ltBefNatural
Gas Act. The complainants allege that Supply Cafpan’s rates are unjust and unreasonable, andGthatly
Corporation is permitted to retain more gas frompsérs than is necessary for fuel and loss. Asaltiehe
complainants allege, Supply Corporation has exaessgal earnings of approximately $30 million to $8#lion. In
their complaint, the complainants ask FERC (i)imol that Supply Corporatios’rates are unjust and unreasonable
(i) to institute proceedings to determine the gustl reasonable rates Supply Corporation will hbaized to charge
prospectively. The complainants also ask FERCeir tomplaint (i) to determine whether Supply Cogiimn has the
authority to make sales of gas retained from shig@ed (ii) if FERC concludes that Supply Corparadoes not
have such authority, to direct Supply Corporatmstiow cause why it should not be required to dpggprofits
associated with such sales. In their motion formamny disposition, the complainants ask FERC (fjrtd summarily
that the rate at which Supply Corporation is petedito retain gas from shippers for fuel and Isssnjust and
unreasonable, (ii) to require Supply Corporatiomtke a compliance filing providing detailed infation regarding
its fuel and loss retention and use, and (iii)gtablish just and reasonable fuel and loss pergestir Supply
Corporation. Supply Corporation filed answers onilA®7, 2006, opposing the complaint and the mofamrsummary
disposition, asserting that its current rates aseqnd reasonable, and documenting its autharisgll retained gas.
Supply Corporation will vigorously oppose thesa@aw.*

On November 25, 2003, the FERC issued (z@iéd. Order 2004 was clarified in Order 2004-AAqril 16,
2004 and Order 2004-B on August 2, 2004. Order 20@4ch went into effect September 22, 2004, reigsléhe
conduct of transmission providers (such as Supplp@ration) with their “energy affiliates.” The FERbroadened
the definition of “energy affiliates” to include waffiliate of a transmission provider if that &fite engages in or is
involved in transmission (gas or electric) transas, or manages or controls transmission capamitiguys, sells,
trades or administers natural gas or electric gnergngages in financial transactions relatinthesale or
transmission of natural gas or electricity. Supgpbrporation’s principal energy affiliates are SemeédFR and,
possibly, Distribution Corporation.* Order 2004 piges that companies may request waivers, whiclCtimapany ha
done with respect to Distribution Corporation as@waiting rulings. Order 2004 also provides amgxeon for local
distribution companies that are affiliated withargtate pipelines (such as Distribution Corporatibat the exemption
is limited, with very minor exceptions, to locakttibution corporations that do not make any oteyn sales.
Distribution Corporation stopped making such of§teyn sales effective September 22, 2004, althduggntinues to
make certain sales permitted by a prior FERC ofdERC has required Supply Corporation to providgiarents
justifying the continued effectiveness of that erdupply Corporation and Distribution Corporatisauld like to
continue operating as they do, whether by waiveeradment or further clarification of the new rulespy complying
with the requirements applicable if Distributionr@oration were an energy affiliate. Treating Disttion Corporatio
as an energy affiliate, without any waivers, wodduire changes in the way Supply Corporation aistribution
Corporation operate which would decrease efficiebey probably would not increase capital or opegagéxpenses to
an extent that would be material to the financaldition of the Company.* Until there is furtherdfication from the
FERC on the scope of these exemptions and rulingegeCompany’s waiver requests, the Company iblarta
predict the impact Order 2004 will have on the Camp As previously mentioned, Distribution Corpaatstopped
making off-system sales,
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effective September 22, 2004. The Company doesxp#ct that change to have a material effect oCtmapany’s
results of operations, as margins resulting frofregétem sales are minimal as a result of profirsiy with retail
customers.’



Empire currently does not have a rate casie with the NYPSC. Management will continuentonitor its
financial position in the New York jurisdiction tietermine the necessity of filing a rate case énftihure. Among the
issues that will be resolved in connection with kelp FERC application to build the Empire Connectre the rates
and terms of service that would become applicabldltof Empire’s business, effective upon Empiceepting the
FERC certificate and placing its new facilitiesarsiervice (currently targeted for November 200 e Empire
would become an interstate pipeline subject to FEEQlation.*

Environmental Matters

The Company is subject to various fedestalte and local laws and regulations relating éopttotection of the
environment. The Company has established procefluréise ongoing evaluation of its operations teritify potentia
environmental exposures and comply with regulapmfycies and procedures. It is the Company’s padicgccrue
estimated environmental clean-up costs (investigaand remediation) when such amounts can reasobabl
estimated and it is probable that the Companybeiltequired to incur such costs. The Company hasaed its
remaining cleanup costs related to former manufactured gas plted and third party waste disposal sites will BE:
million.* This liability has been recorded on ther3olidated Balance Sheet at March 31, 2006. Thep@ay expects
to recover its environmental cleaip-costs from a combination of rate recovery asdrance proceeds.* Other thar
discussed in Note G of the Company’s 2005 FornKX@eferred to below), the Company is currently antare of an'
material additional exposure to environmental lisbs. However, adverse changes in environmeegglilations or
other factors could impact the Company.*

For further discussion refer to Note G —n@oitments and Contingencies under the heading f&nmental
Matters” in Item 8 of the Company’s 2005 Form 10aKd to Part Il, Item 1, “Legal Proceedings.”

New Accounting Pronouncements

In March 2005, the FASB issued FIN 47, @erpretation of SFAS 143. FIN 47 provides addgioguidance on
the term “conditional asset retirement obligatias”used in SFAS 143, and in particular the stanclardies when a
Company must record a liability for a conditionatat retirement obligation. The Company is curyegnluating the
impact of FIN 47, if any, on its consolidated fic#al statements. For further discussion of FIN Ad &s impact on
the Company, refer to Iltem 1 at Note 1 — Summargighificant Accounting Policies.

In May 2005, the FASB issued SFAS 154. SBEA& replaces APB 20 and SFAS 3 and changes theeatgnts
for the accounting for and reporting of a changadoounting principle. The Compasyfinancial condition and resu
of operations will only be impacted by SFAS 15thiére are any accounting changes or correctiorsrofs in the
future. For further discussion of SFAS 154 andinitsact on the Company, refer to Item 1 at NoteSlummary of
Significant Accounting Policies.

Safe Harbor for Forward-Looking Statements

The Company is including the following dantry statement in this Form 10-Q to make appleaind take
advantage of the safe harbor provisions of thea®i$Becurities Litigation Reform Act of 1995 forydonrward-
looking statements made by, or on behalf of, them@any. Forward-looking statements include statesemmcerning
plans, objectives, goals, projections, stratedigare events or performance, and underlying assonmgand other
statements which are other than statements ofriugtdacts. From time to time, the Company may|sibor
otherwise make available forward-looking statemeintkis nature. All such subsequent forward-logkstatements,
whether written or oral and whether made by or ematf of the Company, are also expressly qualifedhese
cautionary statements. Certain statements contamndas report, including, without limitation, tee which are
designated with an asterisk (“*”) and those whioh identified by the use of the words “anticipdtes,
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“estimates” “expects” “intends” “plans” “predicts” “projects” and similar expressions, &*forwarc-looking”



statements as defined in the Private Securitiegdtibn Reform Act of 1995 and accordingly invohigks and
uncertainties which could cause actual resultsutcames to differ materially from those expressethe forward-
looking statements. The forwaldeking statements contained herein are based ougaassumptions, many of whi
are based, in turn, upon further assumptions. Tdragany’s expectations, beliefs and projectionseapessed in
good faith and are believed by the Company to lareasonable basis, including, without limitatioranagement’s
examination of historical operating trends, datatamed in the Company’s records and other dataad@ from third
parties, but there can be no assurance that maesageraxpectations, beliefs or projections willuk®r be achieved
or accomplished. In addition to other factors aradters discussed elsewhere herein, the followiegraportant
factors that, in the view of the Company, couldssaactual results to differ materially from thosgcdssed in the
forward-looking statements:

1.

© N o O

10.
11.

12.
13.

14.
15.

16.

Changes in laws and regulations to which the Commasubject, including changes in tax, environrag
safety and employment laws and regulations, andgd®in laws and regulations relating to repeal of
PUHCA 1935;

Changes in economic conditions, including eooic disruptions caused by terrorist activitiedsauf war
or major accidents

Changes in demographic patterns and weather consljtincluding the occurrence of sev

Changes in the availability and/or price afunal gas or oil and the effect of such changethen
accounting treatment or valuation of derivativeafinial instruments or the Company’s natural gascind
reserves

Impairments under the SI's full cost ceiling test for natural gas and ofeeves
Changes in the availability and/or price of deilivatiinancial instruments
Changes in the price differentials between varigpss of oil;

Failure of the price differential between hgawur crude oil and light sweet crude oil to rette its
historical norm

Inability to obtain new customers or retain exigtones
Significant changes in competitive factors affegtine Company

Governmental/regulatory actions, initiatiaesl proceedings, including those involving acqiaiss,
financings, rate cases (which address, among tthwys, allowed rates of return, rate design ataimed
gas), affiliate relationships, industry structuranchise renewal, and environmental/safety requergs;

Unanticipated impacts of restructuring initiativeghe natural gas and electric industr

Significant changes from expectations in @otapital expenditures and operating expenses and
unanticipated project delays or changes in praests or plans, including changes in the planbef t
sponsors of the proposed Millennium Pipeline wébpect to that projec

The nature and projected profitability of pendimgl gotential projects and other investme

Occurrences affecting the Company’s abibtpbtain funds from operations, debt or equityinarice
needed capital expenditures and other investmiaictading any downgrades in the Company’s credit
ratings;

Uncertainty of oil and gas reserve estima
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17. Ability to successfully identify and finanaequisitions or other investments and ability terape and
integrate existing and any subsequently acquirethbss or propertie

18. Ability to successfully identify, drill for and pduce economically viable natural gas and oil re=s|
19. Significant changes from expectations in the Cong’s actual production levels for natural gas or

20. Regarding foreign operations, changes ireteadl monetary policies, inflation and exchangesiaaxes,
operating conditions, laws and regulations relébefreign operations, and political and governraént
changes

21. Significant changes in tax rates or policies oraites of inflation or interes

22. Significant changes in the Company'’s relaiop with its employees or contractors and the itk
adverse effects if labor disputes, grievances ortages were to occL

23. Changes in accounting principles or the applicatibsuch principles to the Compar
24. The cost and effects of legal and administratiaencs against the Compar

25. Changes in actuarial assumptions and thenretuassets with respect to the Company’s retinéimpli@an
and pos-retirement benefit plan:

26. Increasing health care costs and the regudfiiect on health insurance premiums and on thigadton to
provide pos-retirement benefits; ¢

27. Increasing costs of insurance, changes in covexadehe ability to obtain insuranc

The Company disclaims any obligation toatpdany forward-looking statements to reflect evemt
circumstances after the date hereof.

ltem 3. Quantitative and Qualitative Disclosures Alout Market Risk

Back to Table of Contents
Refer to the “Market Risk Sensitive Instemts” section in ltem 2 — MD&A.

Iltem 4. Controls and Procedures

Back to Table of Contents
Evaluation of Disclosure Controls and Procedures

The term “disclosure controls and procedurgdefined in Rules 13a-15(e) and 15d-15(e) utitke Exchange
Act. These rules refer to the controls and othec@dures of a company that are designed to ensatreaformation
required to be disclosed by a company in the regbét it files or submits under the Exchange Actrorded,
processed, summarized and reported within the pene@ds specified in the SE€tules and forms. Disclosure cont
and procedures include, without limitation, cordrahd procedures designed to ensure that informegauired to be
disclosed is accumulated and communicated to thgaay’s management, including its principal exeiand
principal financial officers, as appropriate tooaltimely decisions regarding required disclosdiee Company’s
management, including the Chief Executive Officed &rincipal Financial Officer, evaluated the efife@ness of the
Company’s disclosure controls and procedures #seoénd of the period covered by this report. Bagexh that
evaluation, the Company’s Chief Executive Officed @rincipal Financial Officer concluded that then@pany’s
disclosure controls and procedures were effectvef éhe end of the period covered by this report.
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Changes in Internal Controls Over Financial Reportng

The management of the Company maintairysi@s of internal control over financial reportithgt is designed
to provide reasonable assurance regarding thdiléfeof financial reporting and preparation ohéincial statements
for external purposes in accordance with GAAP. &heere no changes in the Company'’s internal contret
financial reporting that occurred during the quaeteded March 31, 2006 that have materially aftbobe are
reasonably likely to materially affect, the Compangternal control over financial reporting.

Part Il. Other Information

Iltem 1. Legal Proceedings

Back to Table of Contents

Part Il. Other Information

Iltem 1. Legal Proceedings

In an action instituted in the New York t8t&upreme Court, Kings County on February 18, 2Qfi8nst
Distribution Corporation and Paul J. Hissin, anfti@ed third party, plaintiff Donna Fordham-Cohan, as
administratrix of the estate of Velma Arlene Fonahalleges that Distribution Corporation’s denifhatural gas
service in November 2000 to the plaintiff's deced®&gima Arlene Fordham, caused decedent’s dedtelmuary
2001. The plaintiff seeks damages for wrongful deatd pain and suffering, plus punitive damagestribution
Corporation denied plaintiff's material allegatipasserted seven affirmative defenses and assedexs-claim
against the co-defendant. Distribution Corporabeheves, and has vigorously asserted, that piaimtllegations lac
merit. The Court changed venue of the action to Nevk State Supreme Court, Erie County. Discovéoged in
October 2005, and Distribution Corporation filethation for summary judgment in November 2005. ObrEkary 24,
2006, the Court granted Distribution Corporatiomstion for summary judgment dismissing plaintifflsims for
wrongful death and punitive damages. The CourtetkeBiistribution Corporation’s motion for summarggment to
dismiss plaintiffs negligence claim seeking recovery for consci@is pnd suffering. On March 15, 2006, the plai
appealed the Court’s decision to the New York Ssatgreme Court, Appellate Division, Fourth Depanmé®n
March 29, 2006, Distribution Corporation filed @ss-appeal.

On December 22, 2003, the Pennsylvania D@aeat of Environmental Protection (DEP) issuedeader to
Seneca to halt its timber harvesting operation219000 acres in Cameron, Elk and McKean counti€emsylvania.
The order asserted certain violations of DEP rdagra concerning erosion, sedimentation and streassings. The
order required Seneca to apply for certain perradstrol erosion, submit plans for removal of waecroachments
not included in permit applications, notify the DBPadditional current or planned timber harvestipgrations, and
grant the DEP access to timber acreage. On JaAuafp4, Seneca filed with the Pennsylvania Envirental
Hearing Board (Hearing Board) a notice of appéajecting to each finding and order contained indataer, and
asserting that the DEP’s findings were factualtyomect, an arbitrary exercise of the DEP’s funwsiand duties, and
contrary to law. Also on January 9, 2004, Sended fvith the Hearing Board a petition requestirgjay of operation
of portions of the order. On January 16, 2004 pdwgies settled Seneca’s request for a stay. Seasamed its timber
harvesting operations pursuant to the terms o$éftidlement. The settlement of Seneca’s request $tay preserved
various issues raised by the DEP’s order for aihgam the merits of Seneca’s notice of appeal. fbst substantial
issue was whether Seneca is required to apply permit under Section 102.5(b) of Title 25 of thenRsylvania
Code, governing earth disturbance activities oatgethan 25 acres. Seneca maintained that no tperrequired
because each of its individual logging sites disgdess than 25 acres, and the law does not reaginegation of
individual sites.

Seneca and the DEP have agreed to a gitldrment of this matter. The final settlement jleg in part that
Seneca will submit to the DEP an Erosion and Sedtiaten Control Plan“E&S Plar’) for each individual eart



disturbance activity for which such a plan is regdiby Section 102.4 of Title 25 of the Pennsylagbode. Generall
Seneca may proceed with any earth disturbancetgginovided it has submitted a written E&S Plarthe DEP 15
business days prior to commencement of the propastadty. Seneca is not required to apply for enpeunder
Section 102.5(b) of Title 25 of the Pennsylvanial€oyoverning earth disturbance activities of gretitan 25 acres.
Finally, under the terms of the final settlemermn&ca will pay a total of $9,000 in civil penaltaasd damages.

On April 7, 2006, the NYPSC, PaPUC and Bglvania Office of Consumer Advocate filed a conmmlagainst
Supply Corporation with the FERC under Section) 6{ahe Natural Gas Act and a

42

Item 1. Legal Proceedings (Concl.)

motion for summary disposition against Supply Coation under Section 13 of the Natural Gas Act. &drscussion
of these matters, refer to Part |, Item 2 — MD&Atbis report under the heading “Other Matters —eRatd
Regulatory Matters.”

The Company believes, based on the infaamadresently known, that the ultimate resolutiémhe Fordham
case will not be material to the consolidated faiahcondition, results of operations, or cash floithe Company.*
No assurances can be given, however, as to tmeatéiioutcome of this matter, and it is possiblé ttiea outcome
could be material to results of operations or dksh for a particular quarter or annual period.*dddition, regarding
the complaint filed against Supply Corporation BRE, the Company believes that chances are reimat¢he
complainants will succeed in challenging the autiraf Supply Corporation to sell retained gas.*vidgheless, the
resolution of the complaint and the motion for suemyrdisposition filed at FERC could have a matezfééct on the
Company’s financial condition, results of operati@m cash flow.*

For a discussion of various environmental ather matters, refer to Part |, Item 1 at Notnd Part |, Item 2 —
MD&A of this report under the heading “Other Matter- Environmental Matters.”

In addition to the proceedings disclosedvabthe Company is involved in other litigatiordaegulatory matters
arising in the normal course of business. Theserattatters may include, for example, negligencendand tax,
regulatory or other governmental audits, inspestiamvestigations or other proceedings. These msattay involve
state and federal taxes, safety, compliance wghlagions, rate base, cost of service, and purchgas cost issues,
among other things. While these normal-course msatteuld have a material effect on earnings antd ttaws in the
guarterly and annual period in which they are ne=h| they are not expected to change materiallCthapany’s
present liquidity position, nor to have a mateaidVerse effect on the financial condition of ther(any.*

ltem 1A. Risk Factors

Back to Table of Contents

The risk factors in Item 1A of the Compang005 Form 10-K have not materially changed adtfien as set forth
below. The information presented below updatesstnadild be read in conjunction with the risk factisclosed in
that Form 10-K.

The nature of National Fuel’s operations presentsiherent risks of loss that could adversely affects results of
operations, financial condition and cash flows.

National Fuel’s operations are subjecthtterent hazards and risks such as: fires; natigastrs; explosions;
formations with abnormal pressures; blowouts; gsiés of wellbore casing or other tubulars; pipelupures; spills;
and other hazards and risks that may cause pernsquigi, death, property damage, environmental dgra business
interruption losses. Additionally, National Fuef&ilities, machinery, and equipment may be suliigsabotage. Any
of these events could cause a loss of hydrocarleowgonmental pollution, personal injury or deakaims, damage |
National Fue's properties or damage to the properties of otiergrotection against operational hazards, Nati



Fuel maintains insurance coverage against somadbatll, potential losses. In addition, many & Hgreements that
National Fuel executes with contractors providetiier division of responsibilities between the caator and Natione
Fuel, and National Fuel seeks to obtain an indaoatidn from the contractor for certain of thesks. National Fuel
is not always able, however, to secure written egents with its contractors that contain indematfan, and
sometimes National Fuel is required to indemnityeos.

Insurance or indemnification agreementsmiigained may not adequately protect National Bgainst liability
from all of the consequences of the hazards dest@above. The occurrence of an event not fullyrecgor
indemnified against, the failure of a contractonteet its indemnification obligations, or the fadwof an insurance
company to pay valid claims could result in substhfosses to National Fuel. In addition, insuranecay not be
available, or if available may not be adequateoier any or all of these risks. It is also possibiat insurance
premiums or other costs may rise significantlyhe tuture, so as to make such insurance prohibjtexpensive.
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Item 1A. Risk Factors (Concl.)

Due to large insurance losses caused bgiddnes Katrina and Rita, the insurance industsydignificantly
increased premiums for insurance on Gulf of Mexioaperties, and has reduced the limits typicallgilable for
windstorm damage. As a result, National Fuel hasrdened that it is not economical to purchaseriasce to fully
cover its exposures in the Gulf of Mexico in the®rtvof a named windstorm. National Fuel has pratusmed
windstorm coverage in an amount equal to approxipdhree times the estimated physical damagesiessined by
National Fuel as a result of named windstorms dutfve 2005 hurricane season. No assurance canvd@ gowever
that such amount will be sufficient to cover losged may occur in the future.

Hazards and risks faced by National Fusd, iasurance and indemnification obtained or pregity National
Fuel, may subject National Fuel to litigation onadistrative proceedings from time to time. Sucigdition or
proceedings could result in substantial monetadgfoents, fines or penalties against National Fubkeaesolved on
unfavorable terms, the result of which could haveagerial adverse effect on National Fuel’s resoiltsperations,
financial condition and cash flows.

Item 2. Unregistered Sales of Equity Securities andse of Proceeds

Back to Table of Contents

On January 3, 2006, the Company issuethhdb2,100 unregistered shares of Company comstaok to the
seven non-employee directors of the Company seintipe Board of Directors, 300 shares to each direlstor. All
of these unregistered shares were issued as pamtisideration for the directors’ services during ¢uarter ended
March 31, 2006, pursuant to the Company’s Retdadicy for Non-Employee Directors. These transandiwere
exempt from registration by Section 4(2) of theBies Act of 1933 as transactions not involvingublic offering.

Issuer Purchases of Equity Securities

Total Number of Maxin
Shares Purchased as of Sh
Part of Publicly Yet

Announced Share Un
Total Number of Average Price Paid Repurchase Plans or Repu
Period Shares Purchased(a) per Share Programs or
Jan. 1 - 31, 2006 10,169 $32.88 -
Feb.1- 28, 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

(@ Represents (i) shares of common stock of tagainy purchased on the open market with Compaimctmg
contributions” for the accounts of participantgshe Company’s 401(k) plans, (ii) shares of comntoglksof the
Company tendered to the Company by holders of stptikns or shares of restricted stock for the paytnof option
exercise prices or applicable withholding taxesl @i shares of common stock of the Company pased on the
open market pursuant to the Company’s share repsechrogram. Shares purchased other than thropghblialy
announced share repurchase program totaled 11Bthuary 2006, 9,553 in February 2006 and 9670Farch
2006. Of the shares purchased other than throygiblecly announced share repurchase program mesttionthe
previous sentence, 31,023 shares were purchas#tef@ompany’s 401(k) plans and 85,406 shares puaxehased as
a result of shares tendered to the Company by totifestock options or shares of restricted stock.

®)  On December 8, 2005, the Company’s Board oéddors authorized the repurchase of up to eighiomishares
of the Company’s common stock. Repurchases maydae ffirom time to time in the open market or thropghate
transactions.
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Item 4. Submission of Matters to a Vote of SecurityHolders

Back to Table of Contents

The Annual Meeting of Shareholders of NagioFuel Gas Company was held on February 16, 200®.at
meeting, the shareholders elected directors, afggbam independent registered public accountimg, fand rejected a
shareholder proposal to reduce the compensatitred@ompany’s non-employee directors.

The total votes were as follows:

For Withheld
(i)  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 conti nued after the meeting:
Term expiring in 2007: Philip C. Ackerman , Craig G. Matthews, and Richard G. Reiten.
Term expiring in 2008: Robert T. Brady an d Rolland E. Kidder.

Bro
For Against Abstain Non



(i)  Appointment of
PricewaterhouseCoopers
LLP as independent
registered public
accounting firm 73,389,

(iii)  Adoption of shareholder
proposal to reduce the
compensation of non-

employee directors 5,198,

Iltem 6. Exhibits
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799 1,268,463 324,121
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SIGNATURE

Pursuant to the requirements of the Seesriixchange Act of 1934, the Registrant has dalysed this report to
be signed on its behalf by the undersigned theoedmlly authorized.

Date: May 5, 2006

NATIONAL FUEL GAS COMPANY
(Registrant)

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

/s/K. M. Camiolo
K. M. Camiolo
Controller and Principal Accounting Officer
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Exhibit 10.1

Description of bonuses awarded to executive officer

On January 19, 2006, the Compensation Committee‘@Gbmmittee”) of the Board of Directors of Natidraiel Gas Company (the
“Company”) approved a bonus of $57,688 for DenniSekley, who was then Vice President of the Compand President of National Fuel
Gas Distribution Corporation. The bonus was baseln Seeley’s level of achievement of certain parfance goals which were established
in fiscal 2005 but which extended into fiscal 2006e Committee also approved a bonus of $155,76MfoSeeley for the first four months
of fiscal 2006. Mr. Seeley retired from all of lesitions with the Company and its subsidiariesaiie February 1, 2006.



Exhibit 10.2

Description of performance goals for certain exseubfficers

On January 31, 2006, Philip C. Ackerman, Chairmiath@ Board and Chief Executive Officer of Natiofalel Gas Company (the
“Company”), approved short-term incentive goalsffecal year 2006 for executive officers David i, Ronald J. Tanski and James A.
Beck. Mr. Smith is President and Chief Operatinfjc@f of the Company, President of National Fues Gapply Corporation (“Supply
Corporation”) and President of Empire State Pige(ifEmpire”). Mr. Tanski is Treasurer of the Compamd President of National Fuel Gas
Distribution Corporation (“Distribution Corporatityn Mr. Beck is President of Seneca Resources Catjmm. These three officers will earn a
bonus for fiscal year 2006 depending upon theifoperance relative to their goals. Bonus amountsyanmt to this arrangement can range
from zero to 130% of salary, with a target bonué%f of salary. The Compensation Committee of thar of Directors may approve other
compensation or awards at its discretion.

Mr. Smith’s goals relate to corporate earningsghere (weighted as 55% of the goal formula), custaservice and safety (weighted
10%), oil and natural gas production volume (wetght0%), and proved developed and undevelopedveegeaantities (weighted 25%).

Mr. Tanski's goals relate to corporate earningssbere (weighted as 30% of the goal formula), egsiper share of the Company’s
regulated subsidiaries (Supply Corporation, Emaird Distribution Corporation) (weighted 30%), saf@teighted 10%), customer service
standards (weighted 10%), and various aspectedEtdmpany’s relations with investors and with astywho cover the Company (weighted
20% in the aggregate).

Mr. Beck’s goals relate to oil and natural gas picitbn volume (weighted as 40% of the goal formule}erve replacement
(weighted 30%), and lease operating expense argtgleand administrative expense per Mcfe (weigB@ih).



NONCOMPETE AND RESTRICTIVE COVENANT AGREEMENT

THIS AGREEMENT (the “Agreement”) is made by and between Nationedlfsas Company, a
New Jersey corporation having offices at 6363 Metieet, Williamsville, New York 1422National Fuel”)
and Mr. Dennis J. Seeley, 141 Gypsy Lane, Eastrauidew York, 14052 (“Mr. Seeley”) as of February 1
2006.

WHEREAS , National Fuel and Mr. Seeley (each a “party,lextively, the “parties”mutually agres
that each party shall receive certain consideratiarthe terms set out in this Agreement;

WHEREAS, Mr. Seeley has been employed by National Fuel Gaspgany and/or its various
subsidiaries from 1965 through January 31, 2006 ,aenong other things, has worked on and providedttad
and expertise on matters relating to (i) timber sammill operations, and (ii) exploration, prodoati
gathering, transportation, distribution, purchasimgkering, marketing and trading of, and congtamcand
maintenance of facilities for, natural gas, elettyiand other energy products or services;

WHEREAS, during the course of Mr. Seelsyémployment with National Fuel, Mr. Seeley hadeat
to and became acquainted with National Fuel's tssrets and confidential and proprietary infororatind
materials, including but not limited to investme@tans and strategies;

WHEREAS, during the course of Mr. Seelesyemployment with National Fuel, Mr. Seeley was i@
that the confidentiality of National Fuel's tradecsets and confidential and proprietary informaticas
required to be maintained by National Fuel's empts;

WHEREAS, during the course of Mr. Seelsyémployment with National Fuel, Mr. Seeley was r@
that National Fuel’s oil and gas exploration andadlepment activities, and other business strategérs
subject to restricted use and disclosure;

WHEREAS, during the course of Mr. Seeley’s employment withtibinal Fuel, National Fuel took
steps to protect its trade secrets and confideswidlproprietary information;

WHEREAS, Mr. Seeley recognizes that National Fuel's busiressgoodwill are dependent upon
National Fue's trade secrets and confidential and proprietafgrmation;

WHEREAS, National Fuel will sustain great loss and damad@rifSeeley discloses, utilizes or
causes to be disclosed or utilized National Fuedide secrets and/or confidential and proprietafyrmation
to third parties or for Mr. Seeley’s own benefit;



NOW THEREFORE, THE PARTIES HERETO AGREE AS FOLLOWS:

As used within this Agreement, the terms “Compatiywg,” “our” or “us” collectively refer to
National Fuel Gas Company and its subsidiary afililbééd companies, other related entities,
successors or assigns. As used within this Agreerttenterms “Mr. Seeley,” “employee,” “you” or
“your” refers to Dennis J. Seele

You have voluntarily decided to apply for retirerheaffective February 1, 200

The Company agrees to pay you by check mailed o ty@n-current home address or via direct
deposit to an account so designated, in writingyday, a lump sum of Four Hundred Forty Thousand
Dollars ($440,000), less any and all applicablesaand withholding. Said lump sum payment shall
be made on or about February 15, 2006. In the edxfgrgur death prior to February 15, 20Q6is
payment will be payable to your Estate when due tf® avoidance of doubt, no portion of this
payment is intended to constitute any bonus forfestal year and none has been nor shall be
included in the calculation of any pension bene

In consideration for the promises set forth in gaesgh 3 of this Agreement, you hereby knowingly
and voluntarily release and unconditionally waiwg and all demands, claims and causes of action,
of whatever kind or nature, which you ever had, t@wve or which you, your successors, assigns,
heirs, executors or administrators can, shall or heve for any reason as of the date you execig
Agreement against the Company or any of the Conlpamgdecessors, successors, assigns,
executors, administrators, directors, officers, lyges and agents (collectively "Releasees")
regarding your employment and its termination,udahg, but not limited to

€)) all demands, claims and causes of action for wdny®gjses, severance pay, perquisites, or
back wages
(b) all manner of action and actions, cause and cafsagions, suits, claims and demands

whatsoever, in law or in equity, based on your 208fget Incentive Opportunity under the
Performance Incentive Progre

(©) all demands, claims and causes of action undex stefederal civil rights and anti-
discrimination laws, regulations or orders, inchglExecutive Order 11246, Title VII of the
Civil Rights Act of 1964, the Age Discrimination Employment Act of 1967, the Americans
with Disabilities Act of 1990 and the New York HumRights Law;

(d) all demands, claims and causes of action that goyloyment or its termination violated ¢
alleged contractual relationship with the Companwas in any way unreasonable, wrong
or in violation of any Company policy; al

(e) all demands, claims and causes of action for mgpitgkical or emotional distress or harn
defamation relating in any way to your employmenit®termination



5.

In conjunction with the provisions of paragraphetdin, the Company and you specifically
acknowledge and agree th

(@)
(b)

(©

(d)

(€)

(f)

(9)

you do not waive any claim which may arise afterétxecution of this Agreemel

you do not waive any claim with respect to perfongeby the Company of its obligatio
under this Agreemen

you do not waive any right of indemnification byantribution from the Company whit
arises under the provisions of paragraph 11 ofAlikement, under the Company’s by-laws
or under the corporate laws of New York, Pennsyitvan New Jersey regarding the
relationship between a corporation and its offic

but for this Agreement, you would not be entitledie benefits set forth in paragraph 3 of
this Agreement

the Company has advised you to review the Agreenaeut specifically the release contail
in paragraph 4 herein, with your attorney priosigning this Agreemen

you were given this Agreement on January 30, 2808,you understand you may review
Agreement for up to twenty-one (21) days befora@peequired to execute this Agreement.
You and the Company agree that the time periogdarto consider this Agreement before
signing it will not be restarted if any changestenial or non-material, are made to the
Agreement after the date you first received it. Yamd the Company also agree that no
benefits provided under this Agreement shall beapbsyunless and until the time periods
referenced herein and in subparagraph (g) hergnfeeand this Agreement becomes
effective;

you may terminate this Agreement at any time wigemen (7) days after your executior
this Agreement. This Agreement shall not becomectiffe until the time to terminate it has
expired.

As a part of the consideration for the compensatimvided in this Agreement and for the other
covenants made by National Fuel in this Agreemgmi,agree to the following confidentiality
provisions:

(@)

You agree that the contents of this Agreement andidential and will not be disclosed to
any third party, other than your attorney, youreyiax advisor, financial advisor(s), the
Internal Revenue Service, the New York State Tapdbnent or the tax authority of any
state or locality in which you are, or may be, sebjo income tax, unless you are compelled
to do so by a court having jurisdiction over suctter (in which case you will notify the
Company as soon as possible of the activity angex@de with the Company in seeking re
from such compulsion) or as may be necessary inaextion with the enforcement of this
Agreement. Notwithstanding the previous sentenca,may disclose th

3



(b)

(©

(d)

(€)

provisions of this paragraph 6 and paragraphs Pdmeteof to any prospective employer or
any other person or entity for whom you proposprtvide services;

Notwithstanding anything to the contrary contaiimethis Agreement, or any other expres
implied agreement, arrangement or understandiegpdinties and their respective affiliates,
employees, representatives and other agents melgsisto any and all persons the tax
structure and any of the tax aspects of the traiosg{s) contemplated by this Agreement,
which are necessary to describe or support anyedi8tates federal income tax benefits that
may result therefrom or any materials necessacpoply with United States federal or state
securities laws. For the purposes of this provisitax structure” is limited to facts relevant
to the U.S. federal income tax treatment of theda&tion(s) and does not include informa
relating to the identity of the parties, their bdfies, agents or advisol

You hereby represent that you have returned t€tirapany any and all corporate
documents, records or copies of the same, infoomati property in your possession of
which you are aware, except those relating to eitbar own employment, such as payroll
stubs and benefits statements, or your sharehadingne Company. You agree to return to
the Company any and all such documents, recorgéesanformation and property which
are or become subject to your control in the futlitee Company acknowledges receipt from
you of corporate documents and information youldefiind on the Compa’s premises.
Your performance of the obligations set forth iis haragraph 6(c) is a condition precede
your receipt of any benefits under paragraph 3isfAgreement; however, upon a chang
control of the Company (within the meaning of Saci#09A of the U.S. Internal Revenue
Code as in effect on the date of this Agreemeit)y performance of this condition shall no
longer be such a condition precedent, and any gulesé¢ breach by you of this paragraph 6
(c) would render you subject only to the same raesethe Company would have for any
other material breach of this Agreeme

You shall hold in a fiduciary capacity for the béhef National Fuel any and all of the
Companys trade secrets and confidential and proprietdorimation in your possession. Y
shall not, without the prior written consent of NMatl Fuel, unless compelled pursuant to an
order of a court or other body having jurisdictmrer such matter (in which case you will
notify the Company as soon as possible of the iactwnd cooperate with the Company in
seeking relief from such compulsion), at any tintdize or communicate or divulge to
anyone other than the Company and those desighgtiedany of the Company’s trade
secrets and confidential and proprietary infornrat

The prohibition against your use of the Compansdglé secrets and confidential and
proprietary information, other than for the benefilNational Fuel, includes but is not limited
to the exploitation of any products or serviceg #rabody or are derived from the
Compan’s trade secrets or confidential and proprietargrinftion;



(f)

(9)

(h)

You agree to comply with (i) any and all applicalale/s and regulations regarding your
actions and omissions while in possession of angmahnonpublic information about the
Company which you may have at any time; and (iy) and all confidentiality agreements
that the Company entered into with third partidsylbich you were made aware during your
employment by the Company, under which the Compaagnised that its Representatives
(including you) would keep confidential certaindniation described in those confidentia
agreements

You represent, warrant and agree that you haveanriptary or ownership rights or title to
any of the Company’s trade secrets or confideatial proprietary information and no legal
right to use, disclose, disseminate, or publish@frthe Company's trade secrets or
confidential and proprietary information in any ddity. You acknowledge that if you were to
work for or advise any entity in connection witpatential acquisition of or merger with the
Company, you would in the course of that work itedvily use or disclose some of the
Compan’s trade secrets or confidential and proprietargrinftion;

The Company's "trade secrets" and "confidential@ogrietary information” include, but ¢
not limited to, any and all memoranda, softwaré¢ademses, computer programs, interface
systems, pricing and client information, recordd &mritings” as hereinafter defined
pertaining to the Company’s methods or practicedoirig business and marketing its
services and products, whether or not developguiegared by you during the term of your
employment with the Company. As used in the pregedentence, the term “writings” shall
mean and include all works, expressed in words,bbaimor other verbal or numerical
symbols, regardless of the physical manner in wttiely are embodied, including, but not
limited, to books, articles, manuscripts, memoraldaputer programs, computer software
systems, maps, charts, diagrams, technical drawingsuals, video and audio tape
recordings, and photographs. Notwithstanding thegoing, the Company's trade secrets and
confidential and proprietary information shall meamry such information or material not
generally known to the public (other than by acyadf or your representatives in breach of
this Agreement)

7. In order to protect and safeguard the Companydetsacrets and confidential information, you agree
that, during the period beginning February 1, 2806 ending January 31, 20(

(@)

(b)

you will not, directly or indirectly and without éhprior written consent of National Fu
engage in or be interested in (as owner, parthargbolder, employee, director, agent,
consultant or otherwise), any business which iscaripetitor” of the Company, as hereafter
defined, except as otherwise permitted under papdg¥(c) below

for purposes of this Agreement, a “competitor”leé Company is any corporation, sole
proprietorship, partnership, joint venture, synt¢caérust or any other form of organization or
parent, subsidiary or division of any of 1
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(©

(d)

foregoing, which, during such period or the immésliapreceding fiscal year of such entity,
was engaged in (i) timber and sawmill operatiomgjipthe exploration, production,
gathering, transportation, distribution, purchdsekering, marketing, or trading of, and
construction and maintenance of facilities forunak gas, electricity or other energy products
or services which are competitive to the Compapytlucts or services, or in any energy
related project that is competitive to the Compspybducts, services or projects, provided
that such entity was engaged in such competitiginess within 50 miles of the geographic
area in which the Company is engaged in business;

the terms of this paragraph 7 shall not apply

0] your present or future investments in the secgritiecompanies listed on a natiol
securities exchange or traded on the over-the-eoundrket to the extent such
investments do not exceed 2% of the total outstansihares of such compai

(i) your engagement in or interest in any business thighprior written consent «
National Fuel

The parties acknowledge and agree that the forggeistrictions contain reasonable
limitations as to the time, geographical area, sgape of activity to be restrained and these
restrictions do not impose any greater restraiu fls necessary to protect the goodwill and
other legitimate business interests of the Comp

In consideration for your promises set forth irstAgreement, the Company agrees t

(@)

(b)

(©

any inquiries by prospective employers or thirdtiparwill be handled as per Company poli
that is, the dates of your employment and job titllébe the only information released by the
Company;

the contents of this Agreement are confidentia;@mmpany shall not disclose the contents
of this Agreement to anyone other than the diregtoificers, employees and agents of the
Company or its affiliates who need to know exceptemjuired, in the opinion of counsel, to
comply with applicable law, regulation or ord

the Company hereby knowingly and voluntarily reésaand unconditionally waives any and
all demands, claims and causes of action againstofavhatever kind or nature, which the
Company ever had, now has or which it or its susmesscan, shall or may have for any reason
as of the date you execute this Agreement, excemidims for fraud or other intentional
misconduct discovered by the Company’s officersrafte execution of this Agreement; the
Company does not release or waive any claim whiah amise after the execution of this
Agreement; an



(d) the Company shall not publicly or privately disgggg/ou, either personally or professionally;
the parties agree that nothing in this paragrapli bk construed to prevent any officer of the
Company or any subsidiary or affiliate from disdngsyour performance internally in the
ordinary course of busines

In further consideration for the promises set fantkthis Agreement, you agree th

(@) you will not publicly or privately disparage the @pany, or any of its subsidiaries, affiliat
directors, officers or employees including any aspé their respective business, products,
employees, management or Board of Directors, inmagner, including but not limited to in
any way which could materially adversely affect business of the Company or such
subsidiaries or affiliates; ar

(b) you will not, directly or indirectly, take any aeti with the intended purpose of interfer
with, damaging or disrupting the assets or busingssations or affairs of the Company ol
subsidiaries or affiliates; without limiting therégoing in any way, it shall be conclusively
presumed that you have breached this subparag(apkf,9vithout the prior written consent
of National Fuel or other than at National F's written request, yo

()  voluntarily participate in any of the following, kkectively referred to as a
“Proceeding™:any rate case, claim, litigation, arbitration, natidin or administrativ
proceeding affecting the revenue, expenses, assk#bilities of the Company oth
than any claim, litigation, arbitration, mediationadministrative proceeding that
does not relate to a rate matt

(i) voluntarily render any assistance in the prepamatiodevelopment of any position
in a Proceeding; ¢

(iii) submit any shareholder proposal, motion or resmiutib the Company to be
discussed or voted upon by the Company’s sharetmldeu hereby grant the
Secretary of National Fuel an irrevocable poweattdrney to withdraw for all
purposes any such shareholder propc

(c) you will not, directly or indirectly and without ¢éhprior written consent of National Fue
work for, consult with, advise or represent (as liyge, agent, consultant or otherwise), any
business which is a “customer” of the Company,asdifter defined, with respect to any
matter or activity which would tend to reduce thuantity or price of services or commaodit
provided by the Company to that busine

(d) for purposes of this Agreement, a “customer” of @@mpany is any corporation, sole
proprietorship, partnership, joint venture, synt¢caérust or any other form of organization or
parent, subsidiary or division of any of the foregp which, during such period or the
immediately preceding fiscal year of such entityrghased commodities, goods or services
from the Company; an



10.

11.

12.

(e) you will not induce or otherwise entice, directlyindirectly, any employee or officer of tl

Company to leave the Company, nor shall you atteémpire any of the Company's
employees or officer:

You waive any and all rights to employment at tleenPany, agree not to knowingly apply for,
solicit, seek or otherwise attempt to obtain empiewt with the Company, and further agree that
the Company is not or will not be at any time unaley obligation to employ you. You further ag
that if you should apply for employment at the Camy the Company will have no obligation to
process your employment application or to hire god that the failure to process your employment
application or to hire you shall not constituteialation of any federal, state or local law, redida

or order. Nothing in this Agreement shall preclyde, however, from soliciting, seeking or
otherwise attempting to obtain consulting work wilie Company as an independent contractor, or
from actually performing consulting services foe ompany if retained by the Company, it being
understood that the Company is not and will notib@er any obligation to engage you as a
consultant

National Fuel shall indemnify you to the fullestext permitted and in the manner provided by
laws of the State of New Jersey including, withiguattation, the indemnification permitted by
N.J.S. 14A:-5(8), against all liabilities (including amountaig or incurred in satisfaction of
settlements, judgments, fines and penalties) apdreses (including, without limitation, attorneys’
fees and disbursements) imposed upon or incurrgabyn connection with any pending,
threatened or completed civil, criminal, adminiStr@ or arbitrative action, suit or proceeding in
which you may become involved by reason of youndeir having been a director or officer of the
Company, or of serving or having served at the @stjaf the Company as a director, officer,
trustee, employee or agent of, or in any other cigpwith, another foreign or domestic corporat
or any partnership, joint venture, sole propridtggsemployee benefit plan, trust or other
enterprise, whether or not for profit. During trendency of any such proceeding, the Company
shall, to the fullest extent permitted by law, ppilym advance expenses (including, without
limitation, attorneys’ fees and disbursements) #ratincurred, from time to time, in connection
therewith by you, subject to the receipt by the @any of an undertaking of you as required by
law. Unless otherwise required by applicable lathat time, this undertaking shall be in the form
of a writing signed by you promising to immediatedpay the advanced amounts if it shall
ultimately be determined that you are not entiteéhdemnification under this section or under
applicable law at that time. The indemnificatiooyided by this paragraph 11 shall extend to your
estate or personal representat

The parties agree that the legal invalidity of @ngvision of this Agreement shall not make this
Agreement void or unenforceable, and that in sade ¢his Agreement shall be construed so as to
preserve as much as possible of the parties’ régpenterests which motivated them to execute
this Agreement. It is also agreed that this Agresrshall be construed and enforced in accordance
with the laws of the State of New York. The parteknowledge that they have mutually negoti

all provisions of this Agreement with the assistan€counsel. The provisions of this Agreement
shall be interpreted and construed in accordanttetiveir fair meanings, and not strictly for
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against either party, regardless of which party imaye drafted this Agreement or any specific
provisions.

13. This Agreement constitutes the final, complete exdusive agreement between the Company and
you regarding your employment and its terminatidéou do not rely upon any oral promises
signing this Agreement, and the only promises ygy on are those set forth in writing herein. This

Agreement may be modified or amended only by ariinstrument signed by the Company and
you.

14. This Agreement is personal to Mr. Seeley and witlloe prior written consent of National Fuel
shall not be assignable by him other than by wilthe laws of descent and distribution. This
Agreement shall inure to the benefit of and be rxdfable by Mr. Seel¢s legal representative

15. This Agreement shall inure to the benefit of andieling upon National Fuel and its success

IN WITNESS WHEREOF , each party has executed this Agreement as afdteeindicated below.

DENNIS J. SEELEY

/s/ D. J. Seeley Date: 1/31/06

NATIONAL FUEL GAS COMPANY

By: /s/ P. C. Ackerman Date: 1/31/06
P. C. Ackermai
Presiden




Exhibit 10.4

Description of salaries of certain executive office

On February 15, 2006, the Compensation CommitteleeoBoard of Directors of National Fuel Gas Comypghe “Company”)
approved increases in the base salaries of Dav@ith and Ronald J. Tanski. Mr. Smith was ele&sgbkident and Chief Operating Officer
of the Company effective February 1, 2006. He alswes as President of National Fuel Gas Supplpdation and President of Empire
State Pipeline. His base salary increased from $850o $525,000. Mr. Tanski was elected PresidéNational Fuel Gas Distribution
Corporation effective February 1, 2006. In additiba serves as Treasurer and Principal Financfadeédfof the Company. His base salary
increased from $350,000 to $400,000. The baseysalahe Company’s Chairman of the Board and Chiedcutive Officer, Philip C.
Ackerman, is $825,000, and the base salary of J&mBeck, President of Seneca Resources Corporasi&450,000. None of these
executive officers and none of the other executiveon-executive officers of the Company or itssdiaries are employed pursuant to
employment agreements; instead, they are “at wiltployees. The Compensation Committee may, amdray ttings, adjust the base
salaries of executive officers at its discretion.



EARNINGS:

Income from Continuing Operations
Plus Income Tax Expense
Less Investment Tax Credit (1)
(Less Income) Plus Loss from Unconsolidated Subsi
Plus Distributions from Unconsolidated Subsidiari
Plus Interest Expense on Long- Term Debt
Plus Other Interest Expense
Less Amortization of Loss on Reacquired Debt
Plus (Less) Allowance for Borrowed Funds Used in
Plus Rentals (2)

FIXED CHARGES:

Interest & Amortization of Premium and
Discount of Funded Debt
Plus Other Interest Expense
Less Amortization of Loss on Reacquired Debt
Plus (Less) Allowance for Borrowed Funds Used i
Construction
Plus Rentals (2)

RATIO OF EARNINGS TO FIXED CHARGES

(1) Investment Tax Credit is included in Other |
(2) Rentals shown above represent the portion of
(3) Fiscal 2002 and 2005 include the Impairment

Fisca
For the Twelve

Months Ended

March 31, 2006 2005
$180,717 $153,515
101,063 92,978
(697) (697)
diaries (3) 51 796
es 3,620 1,990
72,917 73,244
7,955 9,069
(1,118) (1,066)
Construction 267 201
3,199 3,554
$367,974 $333,584
$72,917 $73,244
7,955 9,069
(1,118) (1,066)
n
267 201
3,199 3,554
$ 83,220 $85,002 $92
4.42 3.92
ncome.

all rentals (other than delay rentals) deemed repr
of Investment in Partnership of $15,167 and $4,158,



Exhibit 31.1

CERTIFICATION

[, P. C. Ackerman, certify that:
1. | have reviewed this quarterly regortForm 10-Q of National Fuel Gas Company;

2. Based on my knowledge, this repodsdiaot contain any untrue statement of a matex@ldr omit to state a
material fact necessary to make the statements,nmaliight of the circumstances under which suelieshents were
made, not misleading with respect to the perioceoed by this report;

3. Based on my knowledge, the finansiatements, and other financial information inctlidethis report,
fairly present in all material respects the finahcondition, results of operations and cash floithe registrant as of,
and for, the periods presented in this report;

4. The registrant’s other certifyingioffr and | are responsible for establishing anchiaaiing disclosure
controls and procedures (as defined in ExchangdrAids 13a-15(e) and 18d{e)) and internal control over financ
reporting (as defined in Exchange Act Rules 13d}6(d 15d-15(f)) for the registrant and have:

(@) Designed such disclosure controtsf@ocedures, or caused such disclosure contrdipmatedures to be
designed under our supervision, to ensure thatrrabileformation relating to the registrant, incing its consolidated
subsidiaries, is made known to us by others withase entities, particularly during the period ihieh this report is
being prepared,;

(b) Designed such internal control dweancial reporting, or caused such internal cdraxer financial
reporting to be designed under our supervisioprtwide reasonable assurance regarding the rafjabilfinancial
reporting and the preparation of financial statetséor external purposes in accordance with gelyeaatepted
accounting principles;

(c) Evaluated the effectiveness of ggistrant’s disclosure controls and procedurespaesiented in this report
our conclusions about the effectiveness of thealsice controls and procedures, as of the endegbdiniod covered |
this report based on such evaluation; and

(d) Disclosed in this report any chamgthe registrant’s internal control over finanai@porting that occurred
during the registrant’s most recent fiscal quaftiee registrant’s fourth fiscal quarter in the casan annual report)
that has materially affected, or is reasonablylyite materially affect, the registrant’s intermantrol over financial
reporting; and

5. The registrant’s other certifyingiofir and | have disclosed, based on our most resattiation of internal
control over financial reporting, to the registrarguditors and the audit committee of the regntsaboard of
directors (or persons performing the equivalentfioms):

(@) All significant deficiencies and reaal weaknesses in the design or operation ofnatecontrol over
financial reporting which are reasonably likelyaiversely affect the registrant’s ability to recgrtbcess, summarize
and report financial information; and

(b) Any fraud, whether or not materthhit involves management or other employees whe haignificant
role in the registrant’s internal control over fntgal reporting.

Date: May 5, 2006

/s/ P. C. Ackerma




P. C. Ackerman
Chairman of the Board and
Chief Executive Officer



Exhibit 31.Z

CERTIFICATION

I, R. J. Tanski, certify that:
1. | have reviewed this quarterly regortForm 10-Q of National Fuel Gas Company;

2. Based on my knowledge, this repodsdiaot contain any untrue statement of a matex@ldr omit to state a
material fact necessary to make the statements,nmaliight of the circumstances under which suelieshents were
made, not misleading with respect to the perioceoed by this report;

3. Based on my knowledge, the finansiatements, and other financial information inctlidethis report,
fairly present in all material respects the finahcondition, results of operations and cash floithe registrant as of,
and for, the periods presented in this report;

4. The registrant’s other certifyingioffr and | are responsible for establishing anchiaaiing disclosure
controls and procedures (as defined in ExchangdrAids 13a-15(e) and 18d{e)) and internal control over financ
reporting (as defined in Exchange Act Rules 13d}6(d 15d-15(f)) for the registrant and have:

(@) Designed such disclosure controtsf@ocedures, or caused such disclosure contrdipmatedures to be
designed under our supervision, to ensure thatrrabileformation relating to the registrant, incing its consolidated
subsidiaries, is made known to us by others withase entities, particularly during the period ihieh this report is
being prepared,;

(b) Designed such internal control dweancial reporting, or caused such internal cdraxer financial
reporting to be designed under our supervisioprtwide reasonable assurance regarding the rafjabilfinancial
reporting and the preparation of financial statetséor external purposes in accordance with gelyeaatepted
accounting principles;

(c) Evaluated the effectiveness of ggistrant’s disclosure controls and procedurespaesiented in this report
our conclusions about the effectiveness of thealsice controls and procedures, as of the endegbdiniod covered |
this report based on such evaluation; and

(d) Disclosed in this report any chamgthe registrant’s internal control over finanai@porting that occurred
during the registrant’s most recent fiscal quaftiee registrant’s fourth fiscal quarter in the casan annual report)
that has materially affected, or is reasonablylyite materially affect, the registrant’s intermantrol over financial
reporting; and

5. The registrant’s other certifyingiofir and | have disclosed, based on our most resattiation of internal
control over financial reporting, to the registrarguditors and the audit committee of the regntsaboard of
directors (or persons performing the equivalentfioms):

(@) All significant deficiencies and reaal weaknesses in the design or operation ofnatecontrol over
financial reporting which are reasonably likelyaiversely affect the registrant’s ability to recgrtbcess, summarize
and report financial information; and

(b) Any fraud, whether or not materthhit involves management or other employees whe haignificant
role in the registrant’s internal control over fntgal reporting.

Date: May 5, 2006

/s/ R. J. Tansk




R. J. Tanski
Treasurer and Principal Financial Officer



Exhibit 32
NATIONAL FUEL GAS COMPANY

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

Each of the undersigned, P. C. ACKERWhe Chairman of the Board and Chief ExecutivBd®f and R. J. TANSKI, the Treasu
and Principal Financial Officer of NATIONAL FUEL GACOMPANY (the "Company"), DOES HEREBY CERTIFY that

1. The Company’s Quarterly Report on Form 10-Q}tie quarter ended March 31, 2006 (the “Repoulyf
complies with the requirements of section 13(ahefSecurities Exchange Act of 1934, as amendet

2. Information contained in the Report fairly geats, in all material respects, the financial aoordand
results of operations of the Compa

IN WITNESS WHEREOF, each of the unagred has executed this statement this 5th dayayf, 4006.
/s/ P.C. Ackerman

Chairman of the Board and Chief
Executive Officel

/sl _R.J. Tanski
Treasurer and Principal Financial Offic

A signed original of this written statent required by Section 906 has been providdtet€ompany and will be retained by the
Company and furnished to the Securities and Exah&@uammission or its staff upon request.



Exhibit 99

INCOME
Operating Revenues

Operating Expenses
Purchased Gas
Operation and Maintenance
Property, Franchise and Other Taxes
Depreciation, Depletion and Amortizati

Loss on Sale of Timber Properties

Operating Income

Other Income (Expense):
Income from Unconsolidated Subsidiarie
Impairment of Investment in Partnershi
Interest Income
Other Income
Interest Expense on Long-
Other Interest Expense

Income from Continuing Operations Before Income Tax

Income Tax - Expense
Income from Continuing Operations

Discontinued Operations
Income (Expense) from Operations, Net
Gain on Disposal, Net of Tax

Net Income Available for Common Stock

Earnings Per Common Share:
Basic
Income from Continuing Operations
Income from Discontinued Operations

Net Income Available for Common Stock
Diluted

Income from Continuing Operations
Income from Discontinued Operations

NATIONAL FUEL GAS

CONSOLIDATED STATEMENTS OF INCOM

(UNAUDITED)

Twelve Months Ended
March 31

2006 200
(Thousands of Dollars)

$ 2,289,160 $19

1,266,734 9
426,206 3
69,425
on 179,751 1

1,942,116 1,5

[72)

»
RN
o
~

es 281,780 2
101,063

180,717 1

of Tax (2,111)

7

96,397



Net Income Available for Common Stock $ 2.38 $

Weighted Average Common Shares Outstanding:
Used in Basic Calculation 84,1 16,896 82,818,2!

Used in Diluted Calculation 85,810 ,270 84,143,9!




