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

Form 10-Q

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

For the quarterly period ended June 30, 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 at 30) 200683,400,866hares.

GLOSSARY OF TERMS

Frequently used abbreviations or acronyms:

National Fuel Gas Companies
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Data-Track

Distribution Corporation
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Highland
Horizon
Horizon LFG
Horizon Power
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NFR
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U.E.

Regulatory Agencies
FASB

FERC

NYPSC

PaPUC

SEC

NTSB

Other
2005 Form 10-K
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GLOSSARY OF TERMS (Cont.)
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Income Taxes
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Part I. Financial Information

Item 1. Financial Statements (Unaudited)

Consolidated Statements of Income and Earningsviesied in the Business - Three and Nine Months &ddae 30, 2006 and 2005 - Pages

6-7

ror Corrections

corporations.

has been separated from other services, with rates
eflect only the cost of the separated service.

zation clause; a clause in utility rates which adju

to allow a utility to recover its normal operating
normal temperatures. If temperatures during the

d are warmer than normal, customer rates are adjust
r to recover projected operating costs. If tempera
sured period are colder than normal, customer rates
ownward so that only the projected operating costs

Consolidated Balance Sheets - June 30, 2006 artdrSeer 30, 2005 - Pages 8-9

Consolidated Statement of Cash Flows - Nine MoEihded June 30, 2006 and 2005 - Page 10

Consolidated Statement of Comprehensive Incomeeerand Nine Months Ended June 30, 2006 and 2B@ge 11
Notes to Consolidated Financial Stateme Pages 12-24

Item 2. Management's Discussion and Analysis ofiftial Condition and Results of Operations - P&5e46

Item 3. Quantitative and Qualitative DisclosureAbMarket Risk - Page 46



Item 4. Controls and Procedures - Page 46

Part Il. Other Information

Item 1. Legal Proceedings - Pages 46-47

Item 1 A. Risk Factors - Pages 47-49

Item 2. Unregistered Sales of Equity Securitiesldad of Proceeds- Page 49

Item 3. Defaults Upon Senior Securities - The Comydaas nothing to report under this item.

Item 4. Submission of Matters to a Vote of SecuHblders - The Company has nothing to report utlgisritem.
Item 5. Other Information - The Company has nothimgeport under this item.

Item 6. Exhibits - Page 50

Signatures - Page 51
The Company has nothing to report under this i

Reference to the “Company” in this repodams the Registrant or the Registrant and its digloss collectively,
as appropriate in the context of the disclosuréreferences to a certain year in this report athé 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 statementikhbe read with the cautionary statements anaitapt
factors included in this Form 10-Q at Item 2 — MDg&énder the heading “Safe Harbor for Forward-Logkin
Statements.” Forward-looking statements are aiéstants 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 thelgvtanticipates,” “estimates,” “expects,” “intenti$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 E
June 30,

(Thousands of Dollars, Except Per Common Share Amou nts) 2006

INCOME
Operating Revenues $415,452 $400,359




Operating Expenses
Purchased Gas
Operation and Maintenance
Property, Franchise and Other Taxes
Depreciation, Depletion and Amortization
Impairment of Oil and Gas Producing Properties

Operating Income

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

Income (Loss) from Continuing Operations Before
Income Taxes
Income Tax Expense (Benefit)

Income from Continuing Operations

Loss from Discontinued Operations, Net of Tax

Net Income Available for Common Stock

EARNINGS REINVESTED IN THE BUSINESS
Balance at April 1

Share Repurchases
Dividends on Common Stock
(2006 - $0.30 per share; 2005 -

Balance at June 30

$0.29 per share)

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

Net Income Available for Common Stock

Diluted:
Income from Continuing Operations
Loss from Discontinued Operations

Net Income Available for Common Stock

Weighted Average Common Shares Outstanding:
Used in Basic Calculation

Used in Diluted Calculation

184,635
96,117
16,845
46,943
62,371
406,911
8,541 63,028
215
2,203
546
(18,135) (18
(1,026)
(7,656) 41,946
(7,767)
111
111
877,599
877,710
44,766
24,993
$807,951 $788,253
$ -
$ -
$ -
$ -
84,013,556
86,016,131

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

Consolidated Statements of Income and Earnings

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
Impairment of Oil and Gas Producing Properties

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 - $0.88; 2005 - $0.85)

Balance at June 30

National Fuel Gas Company
dated Statements of Income and Earnings

Reinvested in the Business

(Unaudited)

Nine Months E
June 30,
nts) 2006

1,187,952
320,821
54,147
134,267
62,371

1,759,558

2,199
4,301
1,535

(54,502) (54,

(4,266)

206,898
70,775

221,212

70,94¢

$788,253

Earnings Per Common Share:
Basic:
Income from Continuing Operations

$1.62



Income from Discontinued Operations

Net Income Available for Common Stock $1. 62
Diluted:
Income from Continuing Operations $1.58
Income from Discontinued Operations -
Net Income Available for Common Stock $1. 58
Weighted Average Common Shares Outstanding:
Used in Basic Calculation 84,231,490
Used in Diluted Calculation 86,150,927
See Notes to Condensed Consolidated Financialnstats
Item 1. Financial Statements (Cont.)
Consolidated Balance Sheets
Back to Table of Contents
National Fuel Gas Company
Consolidated Balance Sheets
(Unaudited)
June 30, Se
2006
(Thousands of Dollars)
ASSETS
Property, Plant and Equipment $4,638,247 $
Less - Accumulated Depreciation, Depletion
and Amortization 1,753,147
2,885,100
Current Assets
Cash and Temporary Cash Investments 121,626
Hedging Collateral Deposits 14,684
Receivables - Net of Allowance for Uncollectible Accounts of
$34,097 and $26,940, Respectively 233,150
Unbilled Utility Revenue 15,529
Gas Stored Underground 40,803
Materials and Supplies - at average cost 35,925 33
Unrecovered Purchased Gas Costs -
Prepayments and Other Current Assets 43,681
Deferred Income Taxes 51,239

556,637



Other Assets

Recoverable Future Taxes 84,667
Unamortized Debt Expense 16,000
Other Regulatory Assets 60,134
Deferred Charges 5,715
Other Investments 87,291
Investments in Unconsolidated Subsidiaries 10,206
Goodwill 5,476
Intangible Assets 40,305
Fair Value of Derivative Financial Instruments 8,266
Other 5,728
323,788
Total Assets $3,765,525 $3,722,652
See Notes to Condensed Consolidated Financialnistats
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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)
June 30, 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 - 83,309,093 Shares and
84,356,748 Shares, Respectively $ 83,309
Paid in Capital 553,081
Earnings Reinvested in the Business 807,951
Total Common Shareholder Equity Before
Items of Other Comprehensive Loss 1,444,341
Accumulated Other Comprehensive Loss (102,611)
Total Comprehensive Shareholders' Equity 1,341, 730
Long-Term Debt, Net of Current Portion 1,11 1,746




Total Capitalization

Current and Accrued Liabilities
Notes Payable to Banks and
Commercial Paper
Current Portion of Long- Term Debt
Accounts Payable
Amounts Payable to Customers
Dividends Payable
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-
Asset Retirement Obligation
Other Deferred Credits

Retirement Liabilities

Commitments and Contingencies

Total Capitalization and Liabilities

2,453,476 2,348,5!

9,502 9,
131,540
31,576
24,978
104,350
75,239

377,185

494,957
11,073
6,270
94,166
58,376
155,579 14
42,940
71,503

934,864

$3, 765,525

See Notes to Condensed Consolidated Financialnstaits

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:
Impairment of Oil and Gas Producing Proper
Depreciation, Depletion and Amortization

National Fuel Gas Company
nsolidated Statements of Cash Flows

Unaudited)

Nine Months
June 3
2006

$136,123

ties 62,371
134,267



Deferred Income Taxes (17,430)

Income from Unconsolidated Subsidiaries, N et of
Cash Distributions 2,452
Minority Interest in Foreign Subsidiaries -
Excess Tax Benefits Associated with Stock- Based
Compensation Awards (6,515)
Other (6,493)
Change in:
Hedging Collateral Deposits 63,100
Receivables and Unbilled Utility Revenue (72,496)
Gas Stored Underground and Materials and
Supplies 21,098
Unrecovered Purchased Gas Costs 14,817
Prepayments and Other Current Assets 21,800
Accounts Payable (24,650)
Amounts Payable to Customers 30,418
Other Accruals and Current Liabilities 49,950
Other Assets (15,753)
Other Liabilities 16,855
Net Cash Provided by Operating Activities 409, 914

INVESTING ACTIVITIES

Capital Expenditures (218,658)
Net Proceeds from Sale of Oil and Gas Producing Properties 4
Other (1,578)
Net Cash Used in Investing Activities (2 20,232)

FINANCING ACTIVITIES
Change in Notes Payable to Banks and Commercial Paper -
Excess Tax Benefits Associated with Stock-Based
Compensation Awards 6,515
Shares Repurchased under Repurchase Plan (76,540)
Reduction of Long- Term Debt (7,157) (20,7
Dividends Paid on Common Stock (73,275)
Dividends Paid to Minority Interest -
Proceeds from Issuance of Common Stock 23,399

Net Cash Used in Financing Activities ( 127,058)

Effect of Exchange Rates on Cash 1,395

Net Increase (Decrease) in Cash and Temporary Cash
Investments 64,019 (6,95

Cash and Temporary Cash Investments at October 1 57,607

Cash and Temporary Cash Investments at June 30 $121,626

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

National Fuel Gas Company
Consoli dated Statements of Comprehensive Income

(Unaudited)

Three Months Ended
June 30,
(Thousands of Dollars) 2006 20

Net Income Available for Common Stock $111 $1

Other Comprehensive Income (Loss), Before Tax:

Foreign Currency Translation Adjustment 8,292 (1
Unrealized Gain on Securities Available for Sale

Arising During the Period 1,126
Unrealized Loss on Derivative Financial Instruments

Arising During the Period (2,340) (
Reclassification Adjustment for Realized Losses on

Derivative Financial Instruments in Net Income 14,687 1
Other Comprehensive Income (Loss) Before Tax 21,765
Income Tax Benefit Related to Cumulative Translatio n

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

Securities Available for Sale Arising During the Period 391
Income Tax Benefit Related to Unrealized Loss on

Derivative Financial Instruments Arising During the Period (931) (
Reclassification Adjustment for Income Tax Benefit on

Realized Losses on Derivative Financial Instrume nts

In Net Income 5,668
Income Taxes - Net 5,128 5,312
Other Comprehensive Income (Loss) 16,637 (
Comprehensive Income $16,748 $1

Nine Months Ended

June 30,

(Thousands of Dollars) 2006 20
Net Income Available for Common Stock $136,123 $14
Other Comprehensive Income (Loss), Before Tax:
Foreign Currency Translation Adjustment 7,556
Unrealized Gain on Securities Available for Sale

Arising During the Period 3,388
Unrealized Gain (Loss) on Derivative Financial Inst ruments

Arising During the Period 60,275 (8
Reclassification Adjustment for Realized Gains on

Securities Available for Sale in Net Income -
Reclassification Adjustment for Realized Losses on

Derivative Financial Instruments in Net Income 78,412 5
Other Comprehensive Income (Loss) Before Tax 149,631 (2
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 1,183

Income Tax Expense (Benefit) Related to Unrealized Gain (Loss)

On Derivative Financial Instruments Arising Duri ng the Period 23,178 3
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 on Derivative Financial Instrume nts

In Net Income 30,253 2
Income Taxes - Net 54,614 (11,070)
Other Comprehensive Income (Loss) 95,017 (1
Comprehensive Income $231,140 $13

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

Notes to Condensed Consolidated Financial Statement

Back to Table of Contents

National Fuel Gas Company

Notes to Condensed Consolidated Financial Statament

(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 disclosui@atingent 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 atjhents that are necessary for a fair
statement of the results of operations for the nteplgoeriods. The consolidated financial statemantsnotes thereto,
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 tf% Fbrm 10-K. The consolidated financial statemémtshe year
ended September 30, 2006 will be audited by theg2oryis independent registered public accounting after the
end of the fiscal year.

The earnings for the nine months ended 30n2006 should not be taken as a prediction wifiegs 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 weatheaditons. Due to the seasonal nature of the hediursiness 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 yes



Consolidated Statement of Cash Flows:or purposes of the Consolidated Statement of Elsias, 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 collateraden positions on exchange-traded
futures contracts, exchange-traded options andttveecounter swaps and collars.

Gas Stored Underground — Current.In the Utility segment, gas stored undergroundrreru is carried at lower of
cost or market, on a LIFO method. Gas stored umdengl — current normally declines during the fast second
guarters of the year and is replenished duringdtting 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 $50.0 million aeJ80, 2006, is reduced to zero by September 8tedaventory i
replenished.

Property, Plant and Equipment. Oil and gas property acquisition, exploration apgelopment costs are capitalized
under the full-cost method of accounting. All caditectly associated with property acquisition, lexation and
development activities are capitalized, up to ¢erspecified limits. If capitalized costs exceedda limits at the end
of any quarter, a permanent impairment is requiodak charged to earnings in that quarter. The Goryip

capitalized costs exceeded the full-cost ceilinglie Company’s Canadian properties at June 3®.280such, the
Company recognized an impairment of $62.4 millioduane 30, 2006.

Accumulated Other Comprehensive Income (Loss)'he components of Accumulated Other Comprehensisenhe
(Loss), net of related tax effect, are as followsliousands):

12
Item 1. Financial Statements (Cont.)
At June 30, 2006 At Septemb

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

Translation Adjustment 35,565
Net Unrealized Loss on Derivative

Financial Instruments (38,083) (
Net Unrealized Gain on Securities

Available for Sale 7,751
Accumulated Other Comprehensive Loss $(102,611) $(

Earnings Per Common ShareBasic earnings per common share is computed bgidyincome available for
common stock by the weighted average number of acamshares 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 sttseynly
potentially dilutive securities the Company hasstariding are stock options. The diluted weighteztaye shares
outstanding shown on the Consolidated Statemeriteofme reflects the potential dilution as a restithese stock
options as determined using the Treasury Stock dktStock options that are antidilutive are exctutiem the
calculation of diluted earnings per common shaoe.tke quarters ended June 30, 2006 and 2005,29 4 657,7¢€
stock options, respectively, were excluded as bamglilutive. For the nine months ended June 8062and 2005,
57,143 and 226,322 stock options, respectivelyewecluded as being antidilutive.

Share RepurchasesThe Company considers all shares repurchased aslleghshares restored to the statu



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 discussafrthe 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 Coyrgpatock 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 tearyafter the date of each grant.

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

Effective October 1, 2005, the Company &edSFAS 123R, which requires the measurementeadynition of
compensation cost at fair value for all share-bgmgenents, including stock options. The Companydmasen to use
the modified version of prospective applicationaiswed by SFAS 123R. Using the modified prospecti
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 the Company’s disclosure using aBiial option-pricing model under SFAS 123. Any nawards,
modifications to awards, repurchases of awardsancellations of awards subsequent to Septemb@08®, will
follow the provisions of SFAS 123R, with compensatexpense being calculated using the
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Black-Scholes-Merton closed form model. The Compaay chosen the Black-Scholes-Merton closed formemno
since it is easier to administer than the Binoralon-pricing model. Furthermore, since the Conypdoes not have
complex stock-based compensation awards, it dogsatieve that compensation expense would be naditeri
different under either model. There were 300,008ksbased compensation awards granted during the qaeudenine
months ended June 30, 2006. There were 57,0001800 stock options granted during the quarterranel months
ended June 30, 2005, respectively. Stock-based@msagion expense for the quarters ended June G6,82@ June
30, 2005 totaled approximately $978,000 ($572,d08hich relates to the application of the non-sahste vesting
period approach discussed below) and $101,000ectsply. Stock-based compensation expense fomittemonths
ended June 30, 2006 and June 30, 2005 was apptekirsd,261,000 ($572,000 of which relates to tpeliaation of
the non-substantive vesting period approach discllsslow) and $416,000, respectively. Stock-basetpensation
expense is included in operation and maintenanpersses in the consolidated statement of incometdthkincome
tax benefit related to stock-based compensatiorresgduring the quarters ended June 30, 2006 ared3,) 2005
was approximately $362,000 and $40,000, respegtiVéle total income tax benefit related to stockduh
compensation expense during the nine months ended3D, 2006 and June 30, 2005 was approximat&®,$a0
and $166,000, respectively. There were no capédlstock-based compensation costs during the gsi@need

June 30, 2006 and June 30, 2005.

Prior to the adoption of SFAS 123R, the @any followed the nominal vesting period approactiar the
disclosure requirements of SFAS 123 for determitimggvesting period for awards with retirementielig provisions



which recognized stock-based compensation expameselte nominal vesting period. As a result ofdéldeption of
SFAS 123R, the Company currently applies the ndostsuntive vesting period approach for determiniregvesting
period of such awards. Under this approach, thentein of the award is not contingent on providsadpsequent
service and the vesting period would begin at tlaatgdate and end at the retirement-eligible date the quarter and
nine months ended June 30, 2006, the Company rizeaban additional $572,000 ($372,000 net of tdstack-
based compensation expense by applying the nonasiive vesting approach for awards granted imgtreater ended
June 30, 2006. For the quarter ended June 30, 2@fk-based compensation expense would have (24435000
($1,592,000 net of tax) for pro forma recognitiargoses had the non-substantive vesting periocbapprbeen used.
The pro forma stock-based compensation expensedwenlain unchanged under the non-substantive gegénod
approach for the nine months ended June 30, 20650Rna stock-based compensation expense follottiag
nominal vesting period approach is shown in thétaklow.

The following table illustrates the effect net income and earnings per share of the Compathyhe Company
applied the fair value recognition provisions ofA&-123 relating to stock-based employee compensétiothe three
and nine months ended June 30, 2005:
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Three Months Ended Nine Months
(Thousands of Dollars, Except Per June 30, June 30,
Common Share Amounts) 2005 2005

Net Income, Available for
Common Stock, as Reported $19,156 $14
Add:
Stock-Based Employee Compensation
Expense Included in Reported Net Income,
Net of Tax (1) 66
Deduct:
Total Stock-Based Employee Compensation
Expense Determined Under Fair Value
Based Method for all Awards, Net of
Related Tax Effects (2,073) (
Pro Forma Net Income Available
For Common Stock $17,149 $13
Earnings Per Common Share:
Basic - As Reported $0.23 $1.68
Basic - Pro Forma $0.21 $1.65
Diluted - As Reported $0.23 $1.65
Diluted - Pro Forma $0.20 $1.63

(1)  Stock-based compensation expense in 2005 représamgpensation expense related to restricted stock
awards. The pre-tax expense was $101,000 and ®06gxspectively, for the quarter and nine months
ended June 30, 20C

Stock Options

Transactions during the nine months endee 30, 2006 were as follows (in thousands, exaefbdn prices 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
Granted 300 35.11
Exercised (1,037) 22.68
Forfeited - -
Options Outstanding at June 30, 2006 9,749 $24.34 4.2
Options Exercisable at June 30, 2006 9,353 $24.01 4.0
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The total intrinsic value of stock optiageercised during the quarters ended June 30, 2@8umne 30, 2005
totaled approximately $13.2 million and $4.9 miljgespectively. The amount of cash received byCiiapany from
the exercise of such stock options was approxim&er.7 million during the quarter ended June 3@&and
approximately $7.3 million during the quarter endede 30, 2005. The total intrinsic value of stopkions exercised
during the nine months ended June 30, 2006 and3riZ005 totaled approximately $18.3 million ad@# million,
respectively. For the nine months ended June 315 28d June 30, 2005, the amount of cash recei#uebCompan
from the exercise of stock options was approxinye$@b.8 million and $15.5 million, respectively. g Eompany
realizes tax benefits related to the exerciseaufksbptions on a calendar basis as opposed toal fisar basis. As
such, for stock options exercised during the quagaded December 31, 2005 and December 31, 280 ampany
realized a tax benefit of $0.9 million and $1.1lioil, respectively. For stock options exercisedryithe period of
January 1, 2006 through June 30, 2006, the Compdinealize a tax benefit of approximately $6.5llion in the
guarter ended December 31, 2006. For stock opérercised during the period of January 1, 2005uiinaJune 30,
2005, the Company realized a tax benefit of appnakely $3.8 million in the quarter ended Decemtder2®05. The
weighted average grant date fair value of opticastgd during the quarters ended June 30, 2006w 30, 2005 is
$6.67 per share and $4.28 per share, respectivefithe nine months ended June 30, 2006, 150,664 eptions
became fully vested. The total fair value of theek options was approximately $887,000. For the months
ended June 30, 2005, 1,281,008 stock options befidipeested. The total fair value of these stogkions was
approximately $5.8 million. As of June 30, 2006regognized compensation expense related to stdaknsgotaled
approximately $1.2 million, which will be recognizever a weighted average period of one year.

The fair value of options at the date @&frgrwas estimated using a Binomial option-pricinaded for options
granted prior to October 1, 2005 and the Black-&$ierton closed form model for options grantadrabeptember
30, 2005. The following weighted average assumptiere used in estimating the fair value of optianthe date of
grant:



2006 2005
Risk Free Interest Rate 4.79% 4.04%
Expected Life (years) 6.8 6.6
Expected Volatility 19.29% 21.16%
Expected Dividend Yield (Quarterly) 0.97% 1.10%

The risk-free interest rate is based ornytbkel of a Treasury Note with a remaining term coemsurate with the
expected term of the option. The expected life expkcted volatility are based on historical experge

For grants prior to October 1, 2005, thenpany used a forfeiture rate of 13.6% for calco@stock-based
compensation expense related to stock optionshasdate is based on the Company’s historical ezpee of
forfeitures on unvested stock option grants. Fergtant during the quarter ended June 30, 200&stassumed that
there would be no forfeitures, based on the veséng and the number of grantees.

Restricted Share Awards

Transactions during the nine months endee 30, 2006 were as follows (in thousands, exeaptalues):
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Number of Weigh
Restricted Fair
Share Awards
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
Granted 16
Vested -
Forfeited -
Restricted Share Awards Outstanding at
June 30, 2006 48

As of June 30, 2006, unrecognized compeansakpense related to restricted share awardetbégproximately
$650,000, which will be recognized over a weigtagdrage period of 2.1 yea



On June 20, 2006, a modification was maderestricted share award involving one employée. modification
accelerated the vesting date of 4,000 shares freaeiber 7, 2006 to July 1, 2006. The incrementalpemsation
expense, totaling approximately $32,000, was iredindith the total stockased compensation expense for the qu
and nine months ended June 30, 2006, as stated.abov

New Accounting Pronouncementsin March 2005, the FASB issued FIN 47, an inteigtien of SFAS 143. FIN 47
provides clarification of the term “conditional assetirement obligation” as used in SFAS 143, rdlias a legal
obligation to perform an asset retirement actiintyvhich the timing and/or method of settlement@vaditional on a
future event that may or may not be within the pardf 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 tsagcient information to reasonably estimate fine value of a
conditional asset retirement obligation. FIN 47drees 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. SHA& replaces APB 20 and SFAS 3 and changes theeatgnts
for the accounting for and reporting of a changadoounting principle. The Company is requireddop 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.

In June 2006, the FASB issued FIN 48, éerpretation of SFAS 109. FIN 48 clarifies the aguing for
uncertainty in income taxes and reduces the diyarscurrent practice associated with the finahsiatement
recognition and measurement of a tax position takerxpected to be taken in a tax return by defi@rimore-likely-
than-not” threshold regarding the sustainabilityhaf position. The Company is required to adopt &\by the first
guarter of fiscal 2008. The Company is currentlgleating the impact of FIN 48 on its consolidatezhncial
statements.
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Note 2 — Income Taxes

The components of federal, state and fargigome taxes included in the Consolidated Statésn&f Income are
as follows (in thousands):

Nine Months E

June 30,
2006
Operating Expenses:
Current Income Taxes
Federal $68,914
State 17,079
Foreign 2,212
Deferred Income Taxes
Federal 2,427
State 1,519
Foreign (21,376)
70,775
Other Income:
Deferred Investment Tax Credit (523)

Discontinued Operations



Total Income Taxes $70,252

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

Nine Months En

June 30,
2006
u.s. $248,226
Foreign (41,851)
$ 206,375

Total income taxes as reported differ fithhe amounts that were computed by applying ther&dscome tax
rate to income before income taxes. The followsg reconciliation of this difference (in thousands

Nine Months En

June 30,
2006
Income Tax Expense, Computed at
Statutory Rate of 35% $72,231
Increase (Reduction) in Taxes Resulting From:
State Income Taxes 12,089
Dividend from Foreign Subsidiary -
Foreign Tax Differential (5,211) (2)
Tax on Unremitted Earnings -
Reversal of Capital Loss Valuation Allowance (2,877)
Miscellaneous (5,980) (2)
Total Income Taxes $70,252

(1) Includes a $5.1 million deferred tax benefit redgtto additional future tax deductions forecastethe
Exploration and Production segm’s Canadian divisior

(2)  Includes a net reversal of $3.2 million relatingatax contingency reserve.
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Significant components of the Company’ssdefd tax liabilities (assets) were as followstfiousands):

At June 30, 2006 At Septemb
Deferred Tax Liabilities:
Property, Plant and Equipment $577,695 $567,
Other 39,459 52,

Total Deferred Tax Liabilities 617,154 620,



Deferred Tax Assets:

Minimum Pension Liability Adjustment (58,070) (58,

Capital Loss Carryover (9,812) (9,

Unrealized Hedging Losses (21,042) (75,

Other (84,512) (74,

(173,436) (217,

Valuation Allowance - 2,877
Total Deferred Tax Assets (173,436) (214,
Total Net Deferred Income Taxes $443,718 $405,
Presented as Follows:
Net Deferred Tax Asset - Current $(51,239 ) $(83,774)
Net Deferred Tax Liability - Non- Current 494,957 489,72(

Total Net Deferred Income Taxes $443,718 $405,

Regulatory liabilities representing theuetibn of previously recorded deferred income taxgh rate-regulated
activities that are expected to be refundable sdaruers amounted to $11.1 million and $11.0 miladdune 30, 2006
and September 30, 2005, respectively. Also, regryatssets representing future amounts collectibla customers,
corresponding to additional deferred income taxagreviously recorded because of prior ratemakiagtices,
amounted to $84.7 million and $85.0 million at J80e 2006 and September 30, 2005, respectively.

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 $28.0 millioxigted at June 30, 2006, which expires if not zeiti by September 30,
2008. Although realization is not assured, managemetermined during this quarter that it is makely than not
that the entire deferred tax asset associatedtingtcarryover will be realized during the carryoperiod. As such, tf
valuation allowance of $2.877 million was reverdedng the quarter.

Note 3 — Capitalization

Common Stock.During the nine months ended June 30, 2006, thep@agnissued 1,544,606 shares of common ¢
as a result of stock option exercises and 16,08€esHor restricted stock awards (n@sted stock as defined in SF.,
123R). The Company also issued 6,300 shares of constock to the non-employee directors of the Comzes
partial consideration for the directors’ servicesing the nine months ended June 30, 2006. Holafestock options
or restricted stock will often tender shares of own stock to the Company for payment of option eserprices
and/or applicable withholding taxes. During theenmonths ended June 30, 2006, 330,211 shares ohaorstock
were tendered to the Company for such purposesCohgany considers all shares tendered as cancbiteds
restored to the status of authorized but unisshatks, in accordance with New Jersey law.

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 ooulgh privately negotiated transactions. Duringriime months
ended June 30, 2006, the Company repurchased 252Bdhares
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under this program, funded with cash provided bgrapng activities. At June 30, 2006, the Compaay made
commitments to repurchase an additional 49,00Ceshaircommon stock. These commitments were settidd
recorded as a reduction of the Company’s outstgshares of common stock in July 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 evaluatids o
operations to identify potential environmental esyp@s and comply with regulatory policies and pdoces. It is the
Company’s policy to accrue estimated environmeriesn-up costs (investigation and remediation) wéerh
amounts can reasonably be estimated and it is pi®lizat the Company will be required to incur saokts. At June
30, 2006, the Company has estimated its remain@aneup costs related to former manufactured gas gites and
third party waste disposal sites will be $3.8 roilli This liability has been recorded on the Cousiéid Balance Sheet
at June 30, 2006. The Company expects to recavenitironmental clean-up costs from a combinatiansurance
proceeds and rate recovery. Other than as discusdéate G of the Company’s 2005 Form 10-K (refdrte below),
the Company is currently not aware of any matextlitional exposure to environmental liabilitieowever, adverse
changes in environmental regulations or other faatould impact the Company.

Other.  The Company is involved in other litigationdaregulatory matters arising in the normal couifseusiness.
These other matters may include, for example, gegtie claims and tax, regulatory or other govertat@udits,
inspections, investigations or other proceeding&s€ matters may involve state and federal taaéstys compliance
with regulations, rate base, cost of service, andhmsed gas cost issues, among other things. \tiese normal-
course matters could have a material effect oniegsrand cash flows in the quarterly and annuabpen which they
are resolved, they are not expected to change ialfteghe Company’s present liquidity position, riorhave a
material adverse effect on the financial condittdthe Company.

Note 5 — Discontinued Operations

On July 18, 2005, the Company completeds#ie of its entire 85.16 percent interest in Uakdistrict heating
and electric generation business in the Bohemi@megf the Czech Republic, to Czech Energy Holdirags. for 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, providingpportunity to
sell the U.E. operations at a profit for the Compahks a result of the decision to sell its majoritterest in U.E., the
Company began presenting the Czech Republic opasativhich are primarily comprised of U.E., as digmued
operations in June 2005. U.E. was the major commarfehe Company’s International segment. Witls thange in
presentation, the Company discontinued all repgffiom an International segment.

The following is selected financial infortiwan of the discontinued operations for U.E.:
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Three Months Ended Nine Months
Ended
June 30, June 30,
(Thousands) 2005 2005
Operating Revenues $22,626 $122,088

Operating Expenses 25,626 99,276



Operating Income (Loss) (3,000) 22,812

Other Income 918 2,059
Interest Expense (186) (507)
Income (Loss) before Income Taxes
and Minority Interest (2,268) 24,364
Income Tax Expense 5,412 16,392
Minority Interest, Net of Taxes (443) 2,899
Income (Loss) from Discontinued Operations $(7,237) $5,073

Note 6 — Business Segment Information

The Company has five reportable segmertibtyJPipeline and Storage, Exploration and Praittin, 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 rgebdc factors.

The data presented in the tables belowcetthe reportable segments and reconciliatioeetgolidated amoun
As stated in the 2005 Form 10-K, the Company evetusegment performance based on income beforentiisced
operations, extraordinary items and cumulativeat$fef changes in accounting (where applicable)el\these items
are not applicable, the Company evaluates perfocmbased on net income. There have been no chanipesbasis
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 ano@ssets for any operating segment from the ansalisclosed
in the 2005 Form 10-K.
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Quarter Ended June 30, 2006 (Thousands)
Pipeline Exploration Tot al Corp
and and Energy Reportable
Utility Storage Producti on Marketing Timber Segments All Other
Revenue from
External Customers  $186,661 $30,750  $86, 600 $94,747 $15,311 $414,069 $1,192
Intersegment
Revenues $2,514 $20,298 $ - % - $ 4 $22,816 $1,354 $(24,1
Segment Profit
(Loss):
Net Income (Loss) $827 $12,642  $(15, 127) $1,045 $1,529 $916 $(212)
Nine Months Ended June 30, 2006 (Thousands)
Pipeline Explorati on Total
and and Energy Reportable
Utility Storage Producti on Marketing Timber Segments All Other

Revenue from



External Customers $1,154,375 $104,835 $257,

Intersegment
Revenues $12,317 $61,304 $

Segment Profit

(Loss):
Net Income (Loss) $51,234 $45,384  $28,

Quarter Ended June 30, 2005 (Thousands)

Pipeline Explorati
and and
Utility Storage Producti

Revenue from
External Customers $189,175 $29,642 $77,

Intersegment
Revenues $2,734 $20,956 $

Segment Profit

(Loss):

Income (Loss) from

Continuing

Operations $(1,684) $10,843  $13

Nine Months Ended June 30, 2005 (Thousands)

Pipeline Explorati
and and
Utility Storage Producti

Revenue from
External Customers  $991,651 $98,117 $219,

Intersegment
Revenues $12,732 $63,071  $

Segment Profit

(Loss):

Income (Loss) from

Continuing

Operations $ 45,269 $41,577  $38,

406 $446,367 $51,377 $2,014,360 $2,250

- % - $ 4 $73625 $7,938

152 $ 5909 $5,235 $135,914 $404

on Total
Energy Reportable
on Marketing Timber Segments All Other

370 $88,048 $15,028 $399,263 $1,096

,830 $1,548 $555 $25,092 $270

on Total
Energy Reportable
on Marketing Timber Segments All Other

527 $276,106 $46,994 $1,632,395 $4,089

- $ - $ 1 $75804 $6,125

984 $ 4,909 $4,201 $134,940 $1,522

$23,690 $1,782

$(81,5

rn

$ (81,
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Note 7— Intangible Assets



The components of the Company's intangible assets were as follows (in thousands):

At

At June 30, 2006

Gross

Net

Carrying  Accumulated Carrying
Amount  Amortization Amount

Intangible Assets Subject to Amortization

Long- Term Transportation Contracts $8,5 80 $(3,653) $4,927 $5,729
Long- Term Gas Purchase Contracts 31,8 64 (4,628) 27,236 28,431
Intangible Assets Not Subject to Amortization
Retirement Plan Intangible Asset 8,142 - 8,142
$ 48,586 $(8,281) $40,305 $42

Aggregate Amortization Expense (Thousands)

Three Months Ended June 30, 2006 $666
Three Months Ended June 30, 2005 $666
Nine Months Ended June 30, 2006 $1,997
Nine Months Ended June 30, 2005 $1,997

Amortization expense for the long-term sortation contracts is estimated to be $0.3 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 loterm gas purchase contracts is estimated to bendilidn for the remainder ¢

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

Three months ended June 30,

Retirement Plan

2006 2005

Service Cost $4,104 $3,429
Interest Cost 10,049 10,520
Expected Return on Plan Assets ( 12,486) (12,386)
Amortization of Prior Service Cost 239 257
Amortization of Transition Amount - -
Amortization of Losses 5777 2,618
Net Amortization and Deferral

For Regulatory Purposes (Including

Volumetric Adjustments) (1) (2,232) 1,500
Net Periodic Benefit Cost $5,451 $5,938

Other Post -

2006

$2,007
6,701
(5,576)
1
1,782
5,850

(3,726)

$7,039
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Nine months ended June !

Retirement Plan Other Post- Re
2006 2005 2006
Service Cost $ 12,312 $10,285 $6,022
Interest Cost 30,147 31,559 20,103
Expected Return on Plan Assets ( 37,457)  (37,159) (16,727)
Amortization of Prior Service Cost 718 772 3
Amortization of Transition Amount - - 5,345
Amortization of Losses 17,331 7,855 17,552
Net Amortization and Deferral
For Regulatory Purposes (Including
Volumetric Adjustments) (1) (1,853) 5,060 (3,777)
Net Periodic Benefit Cost $ 21,198 $18,372 $28,521

@ The Company’s policy is to record retirement plad ather post-retirement benefit costs in the tytdegment
on a volumetric basis to reflect the fact thatlthity segment experiences higher throughput dgtired gas in the
winter months and lower throughput of natural gathe summer months.

Employer Contributions. During the nine months ended June 30, 2006, thep@agncontributed $20.9 million to its
retirement plan and $36.8 million to its other paattrement benefit plan. The Company does not exjpemake any
contributions to the retirement plan during the aexder of the fiscal year. In the remainder of 2466 Company
expects to contribute $2.2 million to its other patirement benefit plan.

24

Item 2. Management's Discussion and Analysis of Famcial Condition and Results of Operations

Back to Table of Contents
Item 2. Management’s Discussion and Analysis of Famcial Condition and Results of Operations
OVERVIEW

The Company is a diversified energy compaomsisting of five reportable business segmersthe quarter ar
nine months ended June 30, 2006 compared to thheegaad nine months ended June 30, 2005, the Qoniges
experienced an overall decrease in earnings ($tBlion and $4.2 million, respectively) primarilyué to the
Exploration and Production segment recording agra#tx impairment charge of $39.5 million relatedts Canadian
oil and gas assets during the quarter ended Jyr086, which is discussed below under Critical &atting Policies
The Company’s earnings are discussed further ilRR#slts of Operations section that follows.

From a capital resources and liquidity pecsive, the Company spent $218.7 million on capitaenditures
during the nine months ended June 30, 2006, wiphcagmately 73% being spent in the Exploration &ndduction
segment. This is in line with the Company’s expeates. The Company is still pursuing its Empire Gector project
to expand its natural gas pipeline operationsulp 4006, Empire revised the planned in-service dat the Empire
Connector to extend beyond November 2007, as @aflgireported. The new targeted in-service datéagember
2008, or sooner if feasible.* On July 20, 2006, EEBRsued a Preliminary Determination regardingribe-



environmental aspects of Empire’s application fBRE approval, which is discussed further in thei@apesources
and Liquidity section that follows. There are nbeatsignificant changes in the status of the pt@ed the Company
continues to await FERC approval to build and ojgettae project. The Company also began repurchasitgjanding
shares of common stock during the quarter endediVat, 2006 under a share repurchase program aetdry the
Company’s board of directors. The program autherthe Company to repurchase up to an aggregaterambd
million shares. Through June 30, 2006, the Comgeaayrepurchased 2,284,350 shares. These mattatsanssed
further in the Capital Resources and Liquidity secthat follows.

Lastly, on April 7, 2006, the NYPSC, PaPax@l Pennsylvania Office of Consumer Advocate fdesbmplaint
and motion for summary disposition against SuppypGration with the FERC. The complainants alldgd Supply
Corporation’s rates are unjust and unreasonabtkthert Supply Corporation is permitted to retairrengas from
shippers than it needs for fuel and loss. It ald@ &ERC to determine whether Supply Corporatianthea authority t
make sales of gas retained from shippers (whichedegred to under “Results of Operations” as “umtiad pipeline
sales”). The Company believes that Supply Corpon&irates are fair, reasonable and in the pubtarést and that it
is authorized to make the sales in question. Thigenis discussed more fully in the Rate and Reguty Matters
section that follows.

CRITICAL ACCOUNTING POLICIES

For a complete discussion of critical agdmg policies, refer to “Critical Accounting Paks” in Item 7 of the
2005 Form 1. There have been no material changes to thabdis® other than as set forth below. The inforare
presented below updates and should be read inreiiga with the critical accounting policies in tgorm 10-K.

The Company, in its Exploration and Prodicsegment, follows the full cost method of acdmmfor
determining the book value of its oil and naturas groperties. In accordance with this methodoldgy Company is
required to perform a quarterly ceiling test. Unther ceiling test, which is performed on a courdyyeountry basis,
the present value of future revenues from the Caryipail and gas reserves based on current marlap(the
“ceiling”) is compared with the book value of thasserves at the balance sheet date. If the bdak wéthe reserves
in any country exceeds the ceiling, a non-cashgeharust be recorded reduce the book value of #exves to the
calculated ceiling. As disclosed in the Companyaréh 31, 2006 Form 1Q; at March 31, 2006, the Canadian oll
gas properties passed the quarterly ceiling testhieubook value of the Canadian reserves wasynequal to the
ceiling. Because of the decline in the price otirgtgas since March 31, 2006, the book value ®Gbmpany’s
Canadian oil and gas properties exceeded the geitidune 30, 2006. Consequently, SECI recordéchpairment
charge of $62.4 million ($39.5 million after-taxjrihg the quarter ended June 30, 2006. Furtheedses in the price
of natural gas, absent the addition of new resenadd result in future impairments.* For a mooenplete discussic
of the full cost method of accounting, refer to '@nd Gas Exploration and Development Costs” ut\@etical
Accounting Policies” in Item 7 of the Company’s B0Borm 10-K.
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RESULTS OF OPERATIONS
Earnings

The Company’s earnings were $0.1 milliontfe quarter ended June 30, 2006 compared tonegrof $19.2
million for the quarter ended June 30, 2005. Aviogsly discussed, the Company began presentirigzieeh
Republic operations as discontinued operationsime 2005. The Company’s earnings from continuingrajons
were $0.1 million for the quarter ended June 3@62€bmpared to earnings from continuing operatafrk26.4
million for the quarter ended June 30, 2005. Thaekse in earnings from continuing operations & $illion is
primarily the result of lower earnings in the Exaltton and Production segment offset somewhat glydriearnings i
the Utility, Pipeline and Storage, and Timber segitsieas shown in the table below. Earnings foqimarter ended
June 30, 2006 include a $62.4 million impairmerdrge ($39.5 million after-tax) for the Exploratiand Production
segmer’s Canadian oil and gas producing properties uraefuil cost method of accounting using natural gasing



at June 30, 2006, which happened to be lower tapricing at March 31, 2006, the last ceiling tasasurement
date. The Exploration and Production segment &sognized a $6.1 million benefit to earnings reldteincome
taxes recognized during the quarter ended Jun20B®.,

The Comparg/earnings were $136.1 million for the nine momhded June 30, 2006 compared to earr
of $140.3 million for the nine months ended JungZBM5. The Company’s earnings from continuing apens were
$136.1 million for the nine months ended June B062compared to earnings from continuing operatafril 35.2
million for the nine months ended June 30, 200% iRlgrease in earnings from continuing operatidr&® million is
primarily the result of higher earnings in the it§il Pipeline and Storage, Energy Marketing, aneifér segments,
largely offset by lower earnings in the Exploratenmd Production segment, as shown in the tablesb&arnings for
the nine months ended June 30, 2006 include a $6ilidn impairment charge ($39.5 million after-)aor the
Company’s Canadian oil and gas producing propeiriiise Exploration and Production segment, aschabt®ve, and
a $11.2 million benefit to earnings related to imeotaxes, also in the Exploration and Productigmet. In additior
earnings for the nine months ended June 30, 2@M%de a $2.6 million gain on the sale of base gake Pipeline an
Storage segment.

Additional discussion of earnings in eathhe business segments can be found in the bissssggnent
information that follows. Note that all amounts dise the earnings discussions are after tax amounts

Earnings (Loss) by Segment

Three Months Ended Nine M
June 30, June
Increase/ Increas
(Thousands) 2006 2005 (Decrease) 2006 2005
Utility $827 $(1,684) $2,511 $51,234 $45,
Pipeline and Storage 12,642 10,843 1,799 45,384 41,
Exploration and Production (15,127) 3,830 (28,957) 28,152 38,
Energy Marketing 1,045 1,548 (503) 5,909 4,
Timber 1,529 555 974 5,235 4,
Total Reportable Segments 916 25,092 (24,176) 135,914 134,94
All Other (212) 270 (482) 404 1,
Corporate (1) (593) 1,031 (1,624) (195) (1,
Total Earnings from
Continuing Operations $111 $26,393 $(26,282) $136,123  $135,
Earnings from Discontinued
Operations - (7,237) 7,237 -
Total Consolidated $111 $19,156 $(19,045) $136,123  $140,27

(1) Includes earnings from the former Internationainsent’s activity other than the activity from theeCh
Republic operations included in Earnings from Drggnued Operation:
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Utility

Utility Operating Revenues

Three Months Ended Nine M on



Jun e 30, June 30,

Increase/ Incre
( Thousands) 2006 2005 ( Decrease) 2006 2005 (Decre
Retail Sales Revenues:
Residential $144,690 $1 52,581 $(7,891) $912,058 $794,26
Commercial 22,362 23,676 (1,314) 155,010 134,82
Industrial 1,648 1,510 138 12,372 8,22
168,700 1 77,767 (9,067) 1,079,440 937,31
Transportation 16,930 17,986 (1,056) 76,205 69,54
Other 3,545 (3,844) 7,389 11,047 (2,47
$189,175 $1 91,909 $(2,734) $1,166,692 $1,004,38
Utility Throughput
Three Mo nths Ended Nine Months En
Jun e 30, June 30,
Increase/
(MET) 2006 2005 (Decrease) 2006 2005 (
Retail Sales:
Residential 8,740 10,698 (1,958) 55,071 63,12
Commercial 1,459 1,814 (355) 9,940 11,34
Industrial 114 120 (6) 900 72
10,313 12,632 (2,319) 65,911 75,18
Transportation 12,185 13,776 48,646 50,34
(1,591)
22,498 26,408 (3,910) 114,557 125,53
Degree Days
Percent
Three Months Ended (Warmer
June 30 Normal 2006 2005 Normal
Buffalo 927 731 911 (21.1)
Erie 885 812 952 (8.2)
Nine Months Ended
June 30
Buffalo 6,514 5,816 6,551 (20.7)
Erie 6,108 5,565 6,215 (8.9)

2006 Compared with 2005

Operating revenues for the Utility segmemtreased $2.7 million for the quarter ended JOnR@06 as
compared with the quarter ended June 30, 2005d&beease for the quarter is primarily attributabléower retail ga
sales revenue, offset partially by higher otherrafieg revenues. The $9.1 million decrease inlrgts sales revenues
was largely a function of lower throughput voluntiest reflect warmer weather as well as lower averegage per
customer stemming from customer conservation effdite impact of the decrease in volumes more dffagt the



impact of higher gas costs (gas costs are recovmiét for dollar in revenues). The impact of thexrease in
throughput more than offset the positive impadhefNew York rate case settlement that becameteffeAugust
2005, the impact of which was to increase operativgnues by $3.6 million (of which $3.5 millionrisflected in
other operating revenues). The rate case settlemaetse consisted of a base rate increase, fflermentation of a
merchant function charge, the elimination of certall credits, and the
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elimination of the gross receipts tax surchargeaddition, two out-of-period regulatory adjustmergsorded during
the quarter ended June 30, 2005, which did not iec2006, also increased operating revenues. if$tealdjustment
related to the final settlement with the Staffloé NYPSC of the earnings sharing liability for frsgal 2001 to 2003
time period. As a result of that settlement, thevN&rk rate jurisdiction recorded additional eagsrsharing expense
(as an offset to other operating revenues) of 80li8on. The second adjustment related to a reguyaliability
recorded for previous over-collections of New Y@&tate gross receipts tax. In preparing for the @mantation of the
recent settlement agreement in New York, the Compatermined that it needed to adjust that reguofdtability by
$2.7 million (recorded as a reduction of other aiag revenues) related to fiscal years 2004 aiwt.pn the
Pennsylvania jurisdiction, the impact of a base natrease, which became effective in mid-April 20@as to
increase operating revenues by $0.4 million.

Operating revenues for the Utility segmianteased $162.3 million for the nine months endlete 30, 2006 as
compared with the nine months ended June 30, ZOGbincrease is primarily attributable to highdailegas sales
revenues. The increase in retail gas sales reveri®isi2.1 million was largely a function of theoery of higher
gas costs, which more than offset the revenueteffdower retail sales volumes, as shown in thdetabove. The
increase in transportation revenues was primatily/td an out-of-period adjustment of $3.9 milliorcbrrect the New
York jurisdiction’s calculation of the symmetricgtharing component of the Gas Adjustment rate. Tesament
resulted when it was determined that certain csetidt had been included in the calculation shbaite been remow
during the implementation of a previous rate castesnent. The symmetrical sharing component igahanism
included in Distribution’s New York rate settlemehat shares with customers 90% of the differerstevéen actual
revenues received from large volume customerslamtevel of revenues that were projected to bevedealuring the
rate year. The impact of the New York rate caseeseént, discussed above, was to increase operavagmues by
$16.9 million (of which $11.1 million is an increat other operating revenues). In the Pennsyhjanigdiction, the
impact of the base rate increase, which becametifein mid-April 2005, was to increase operatirgenue by $7.5
million.

The Utility segment’s earnings for the daaended June 30, 2006 were $0.8 million, an as@ef $2.5 million
when compared with the loss of $1.7 million for thearter ended June 30, 2005. In the New Yorkdigimn,
earnings increased by $3.9 million principally dad¢he rate case settlement in this jurisdicticat thecame effective
in August 2005 ($2.4 million). In addition, two eof-period regulatory adjustments recorded durimgduarter ended
June 30, 2005, which did not recur in 2006, alsttrifouted to the earnings increase. The first ddjaest related to th
final settlement with the Staff of the NYPSC of #arnings sharing liability for the fiscal 20012003 time period. A
a result of that settlement, the New York ratesiGtion recorded additional earnings sharing egpeari $0.6 million.
The second adjustment related to a regulatorylitialbecorded for previous over-collections of N&wrk State gross
receipts tax. In preparing for the implementatibthe recent settlement agreement in New YorkGbmpany
determined that it needed to adjust that reguldtabylity, including accrued interest, by $3.5 haih ($0.6 million of
that adjustment related to the first six monthfisafal 2005 and $2.9 million related to fiscal y@2004 and prior). Tt
increase in earnings due to the New York rate saiiement and the impact of the out-of-period stripents recorded
in 2005 was partially offset by a decline in marggsociated with lower average usage per cust@®aes (nillion). In
the Pennsylvania rate jurisdiction, earnings desge&1.4 million primarily due to the impact of waar weather ($0.
million) and lower average usage per customer (80l&n). These decreases were partially offseth®y/impact of
the rate case settlement in this jurisdiction teatame effective in mid-April 2005 ($0.3 million).

The impact of weather variations on earsimgthe New York jurisdiction is mitigated by thatisdiction’s
WNC. The WNC in New York, which covers the ei-month period from October through May, has hadhikting



effect on earnings for the New York jurisdictiorarfhe quarter ended June 30, 2006 the WNC preseamings of
approximately $1.5 million, as the weather was warthan normal. For the quarter ended June 30, 2@0%/NC dic
not have a significant impact on earnings as thather was close to normal.

The Utility segment’s earnings for the nmenths ended June 30, 2006 were $51.2 milliomemease of $5.9
million when compared with the earnings of $45.8iam for the nine months ended June 30, 2005héNew York
rate jurisdiction, earnings increased by $6.9 onilldue primarily to the positive
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impact of the rate case settlement in this jurisolic($10.9 million), discussed above, the impddhe symmetrical
sharing adjustment ($2.9 million), and the two ofiperiod regulatory adjustments ($4.1 millions@tiscussed
above. These increases were partially offset bipeease in bad debt expense ($3.1 million), aregme in pension
expense ($2.1 million), a decline in margin assedavith lower average usage per customer ($3.Bomjiland highe
interest expense ($1.7 million). In the Pennsylaaate jurisdiction, earnings decreased by $1.0amiprincipally due
to the impacts on margin of warmer weather ($3lian), lower average usage per customer ($0.7ionjjland a
higher effective tax rate ($0.6 million). In additi, earnings decreased due to higher bad debt sxg®h.3 million).
These decreases were partially offset by the impfettte rate case settlement in this jurisdicti®s.® million).

For the nine months ended June 30, 2008WKHE preserved earnings of approximately $6.2 onillias the
weather was warmer than normal. For the nine magrtkhed June 30, 2005 the WNC did not have a sogmifiimpact
on earnings as the weather was close to normal.

Pipeline and Storage

Pipeline and Storage Operating Revenues

Three Months Ended Nine Mon
June 30, June 30,
Increase/ Increas
( Thousands) 2006 2005 (Decrease) 2006 2005 (Decr
Firm Transportation $27,756 $28,349 $(593) $90,579  $89,96
Interruptible Transportation 1,132 1,121 11 3,571 2,96
28,888 29,470 (582) 94,150 92
Firm Storage Service 17,149 16,297 852 49,804 48,76
Other 5,011 4,831 180 22,185 19,48
$ 51,048  $50,598 $450 $166,139 $1€
Pipeline and Storage Throughput
Three Months Ended Nine Mon
June 30, June 30,
Increase/ Increas
(MET) 2006 2005 (Decrease) 2006 2005
Firm Transportation 70,620 70,944 (324) 288,270 284,53
Interruptible Transportation 2,220 7,162 (4,942) 7,774 10,00

72,840 78,106 (5,266) 296,044 29




2006 Compared with 2005

Operating revenues for the Pipeline andag® segment increased $0.5 million for the quamneled June 30,
2006 as compared with the quarter ended June 88, dbie increase was primarily due to higher fitorage
revenues ($0.9 million) due to the renewal of gjereontracts at higher rates. In addition, therewecreased
revenues from unbundled pipeline sales ($0.2 mi)liceported as part of other revenues in the talbtee, due to
higher volumes. The increase was offset by a $@l&mdecrease in transportation revenue dueraeareduction in
firm gathering charges and the Utility segment’'saadlation of a portion of its firm transportatioapacity based on
lower usage in its service territory. Supply Cogimm believes it will be able to remarket this @eipy as
transportation and/or storage service.*

For the nine months ended June 30, 20G&5atipg revenues for the Pipeline and Storage segimereased $5.0
million as compared with the nine months ended B&005. This increase was primarily due to higheenues
from unbundled pipeline sales of $4.5 million, repd as part of

29

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

other revenues in the table above, due to highteradagas prices during the nine months ended 30n2006
compared to the same period last year. In addition,and interruptible transportation revenue eased by $0.6
million each ($1.2 million in total) due to additial contracts with customers and the renewal ofraots at higher
rates, both of which reflect the increased demandransportation services due to market conditresslting from th
effects of last fal hurricane damage to production and pipeline stfugture in the Gulf of Mexico. Storage reven
increased by $1.0 million due to the renewal ofagje contracts at higher rates. These increasesoffset by a $0.6
million decrease in cashout revenues includedheratevenues in the table above. Cashout revemaeompletely
offset by purchased gas expense.

Earnings in the Pipeline and Storage segfioetthe quarter ended June 30, 2006 increaseriillion as
compared with the quarter ended June 30, 2005irEhease can be attributed to lower operation aatht@nance
expenses ($0.9 million). The decrease in the ojperand maintenance expenses was largely due teaksm pension
costs ($0.6 million) and a decrease in prelimiramyey costs related to the Empire Connector Pr¢§&c2 million).
The decrease in pension costs stems from the 2€6@5aif of a regulatory asset for pensions thalt ot recur in
2006.

The Pipeline and Storage segment’s earriorgbe nine months ended June 30, 2006 were $dilidn, an
increase of $3.8 million when compared with theemmonths ended June 30, 2005. The main factorsilooting to
this increase were higher revenues from unbundfeelipe sales ($2.9 million), higher transportatiemenues ($0.8
million), higher storage service revenues ($0.7iom), and lower operation and maintenance exp€h3& million)
due mostly to decreases in preliminary survey aedéed to the Empire Connector Project. In addjtinterest
expense decreased by $0.5 million due to lower blalainces. The earnings increase was partiallgoliig the $2.6
million gain on the FERC approved sale of basedgasg the nine months ended June 30, 2005 thatatidecur in
2006.

Exploration and Production

Exploration and Production Operating Revenues

Three Months Ended Nine Mont
June 30, June 30,
Increase/ Increase/
( Thousands) 2006 2005 (Decrease) 2006 2005 (Decreas

Gas (after Hedging) $42,786 $ 47,117  $(4,331) $141,560 $132,381



Oil (after Hedging) 41,282 27,666 13,616 106,938 80,185

Gas Processing Plant 8,904 8,894 10 32,986 25,943
Other (406) 760 (1,166) 1,429 1,947
Intrasegment Elimination (1) (5,966) (7,067) 1,101 (25,507) (20,929)
$ 86,600 $77,370 $9,230  $257,406 $219,

(1) Represents the elimination of certain West Coastpgaduction revenue included in “Gas (after
Hedging)” in the table above that was sold to tag grocessing plant shown in the table above. An
elimination for the same dollar amount was madetiice the gas processing plant's Purchased G:
expense
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Production Volumes Three Months E nded Nine Months Ende
June 30, June
Increase/ Increas
20 06 2005  (Decrease) 2006 200
Gas Production (Mf)
Gulf Coast 2 ,109 3,365 (1,256) 6,529 9,4
West Coast 983 975 8 2,933 3,0
Appalachia 1 ,267 1,156 111 3,766 3.4
Canada 2 ,158 2,134 24 5,830 5,9

6,517 7,630  (1,113) 19,058 21,

Oil Production (Mobl)

Gulf Coast 192 251 (59) 479 8
West Coast 638 630 8 1,962 1,9
Appalachia 19 11 8 41
Canada 66 75 9) 221 2

915 967 (52) 2,703 2,96

Average Prices

Three Months Ended Nine Month
June 30, June
Increase/ Increase
2006 2005 (Decrease) 2006 2005

Average Gas Price/Mcf

Gulf Coast $6.97 $6.92 $0.05 $8.56 $6.

West Coast $6.06 $6.87 $(0.81) $8.42 $6.

Appalachia $7.26 $6.97 $0.29 $10.29 $7.

Canada $5.54 $6.08 $(0.54) $7.75 $5.

Weighted Average $6.41 $6.69 $(0.28) $8.64 $6.

Weighted Average After

Hedging $6.57 $6.18 $0.39 $7.43 $6.

Average QOil Price/bbl

Gulf Coast $67.52 $49.83 $17.69 $62.04 $47.

West Coast $61.51 $42.57 $18.94 $55.40 $39.

Appalachia $63.15 $50.95 $12.20  $61.92  $46.



Canada $57.88 $41.66 $16.22 $49.25 $40.

Weighted Average $62.54 $44.48 $18.06 $56.17 $41.
Weighted Average After

Hedging $45.13 $28.62 $16.51 $39.56 $27.

2006 Compared with 2005

Operating revenues for the Exploration Brnaduction segment increased $9.2 million for tharter ended June
30, 2006 as compared with the quarter ended Jur2088. Oil production revenue after hedging inseeb$13.6
million due primarily to higher weighted averagéps after hedging ($16.51 per barrel). Gas producevenue afte
hedging decreased $4.3 million due to a 1,113 Mi#écfrease in production, offset slightly by higheighted averac
prices after hedging ($0.39 per Mcf). Most of tleerkase in gas production occurred in the Gulf Oeason (a 1,256
MMcf decline), which is consistent with the expettiecline rates for the Company’s production is tieigion and
partially attributable to last fall’s hurricane dage.

Operating revenues for the Exploration Braduction segment increased $37.9 million forrtime months ende
June 30, 2006 as compared with the nine monthsdehd®e 30, 2005. Oil production revenue after heglgicreased
$26.8 million due to a $12.56 per barrel increaseeighted average prices after hedging. This aszevas offset
slightly by a decrease in production (266,000 Bgyr&as production revenue after hedging incre&8e2 million. An
increase in the weighted
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average price of gas after hedging ($1.38 per khefie than offset a decrease in gas production83#32MMcf. The
decrease in gas production occurred primarily eGulf Cost region (a 2,904 MMcf decline), whictpartly
attributable to last fall's hurricane damage andlypattributable to the expected decline ratesitier Company’s
production in this region.

The Exploration and Production segments lior the quarter ended June 30, 2006 was $1Hidérma decrease
of $28.9 million when compared with earnings of lillion for the quarter ended June 30, 2005. dbéerease for
the quarter is due primarily to impairment charge$39.5 million on this segment’s Canadian oil glag producing
properties, as previously discussed, as well dsehidepletion expense of $1.7 million. The incraasgepletion
expense resulted mainly from higher finding andeli@ment costs. Partially offsetting these decieasze higher o
and gas revenues of $6.0 million, discussed alm®$é,1 million benefit to earnings related to ineotaxes and highs
interest income ($0.7 million). This benefit resdltfrom the reversal of a valuation allowance ($8ifion) associate
with the capital loss carryforward that resultezhfirthe 2003 sale of certain of Seneca’s oil progerDuring the
guarter, the Company made the determination tleedpieécts to be in a position to fully utilize tlos$ carryforward ar
so a valuation allowance was no longer necessatgx Aenefit of $3.2 million also resulted from flagorable
resolution of certain open tax issues.

The Exploration and Production segmentisiegs for the nine months ended June 30, 2006 $282 million,
a decrease of $10.8 million when compared withiagmof $39.0 million for the nine months endedel30, 2005.
As noted above, the decrease is primarily the re$uhe impairment charges of $39.5 million orsteegment’s
Canadian oil and gas producing properties. Futbetributing to the decrease were higher leaseatipgrexpenses
($3.1 million) and higher depletion expense ($2illion). The increase in lease operating expenses pvimarily in
the West Coast region due to higher steaming essisciated with heavy crude oil production in tladifGrnia
Midway-Sunset and North Lost Hills fields. The higher stegay costs are due to the higher commodity priceabfira
gas, primarily in the second quarter of fiscal 20fimpared to the second quarter of fiscal 2008.ifbrease in
depletion expense was mainly due to higher findind development costs. Higher oil and gas reveo$23.3
million and the $6.1 million impact of tax benefiexorded in the quarter ended June 30, 2006 saastied above,
partially offset these decreases. In addition, .4 $illion benefit to earnings was realized in tharter ended March
31, 2006 for an adjustment to a deferred incomd&dance. Under GAAP, a company may recognize ¢nefit of



certain expected future income tax deductionsdeferred tax asset only if it anticipates suffitieniure taxable
income to utilize those deductions. As a resuthefrise in commodity prices, the Company increaisefbrecast of
future taxable income in the Exploration and Praidmcsegment’s Canadian division and, as a resdgrded a
deferred tax asset for certain drilling costs thabw expects to deduct on future income tax retur

Energy Marketing

Energy Marketing Operating Revenues

Three Months Ended Nine Mon
June 30, June 3
( Thousands) 2006 2005 (Decrease) 2006 2005 (Decr
Natural Gas (after Hedging) $94,516 $87,983 $6,533 $446,095 $276
Other 231 65 166 272
$ 94,747 $88,048 $6,699 $446,36 7 3
Energy Marketing Volumes
Three Months Ended Nine Mon
June 30, June 3
Increase/ Increase/
2006 2005 (Decrease) 2006 2005
Natural Gas - ( MMcf) 11,190 10,925 265 38,496 34,115 4,
32

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

2006 Compared with 2005

Operating revenues for the Energy Markesiagment increased $6.7 million and $170.3 millrespectively, fo
the quarter and nine months ended June 30, 20@®nasared with the quarter and nine months endee 30, 2005.
The increase for both the quarter and nine momtsd June 30, 2006 primarily reflects higher gésssa&venue due
to an increase in the price of natural gas and,l&sser extent, an increase in throughput. Threase in throughput
was due to the addition of certain large commeial industrial customers, which more than offsgtdecrease in
throughput due to warmer weather and greater ceasen by customers due to higher natural gas grice

The Energy Marketing segment’s earningdterquarter ended June 30, 2006 were $1.0 millialecrease of
$0.5 million when compared with earnings of $1.Hion for the quarter ended June 30, 2005. Theeates® reflects «
increase in operation expense due to credits redadrdthe prior year quarter that did not recur,dod lesser extent
decrease in gross margin for the quarter.

The Energy Marketing segmen€arnings for the nine months ended June 30, 2@06€ $5.9 million, an increa
of $1.0 million when compared with earnings of $¢hilion for the nine months ended June 30, 200&shite warme
weather and greater conservation by customers,insargreased due to a number of factors, inclutigger
volumes and the marketing flexibility associatethvgitored gas. The Energy Marketing segment’s aotgifor
significant storage and transportation volumes iolex operational flexibility resulting in increassales throughput
and earnings. The increase in gross margin moredfiget an increase in operation expe!



Timber

Timber Operating Revenues

Three Months Ended Nine Mc
Jun e 30, June 30,
Increase/ Incre
( Thousands) 2006 2005 (Decrease) 2006 2005 (Decre
Log Sales $4,063 $4,370 $18,586 $18,01
$(307)
Green Lumber Sales 2,097 2,424 5,527 5,73
(327)

Kiln Dry Lumber Sales 8,733 7,919 814 25,618 22,01
Other 422 315 107 1,650 1,23
Operating Revenues $15,315 $15,028 $287 $51,381 $46,99
Timber Board Feet

Three Months Ended Nine Mc

Jun e 30, June 30,
Increase/ Incre
( Thousands) 2006 2005 (Decrease) 2006 2005 (Decre
Log Sales 1,767 1,619 148 7,540 5,93
Green Lumber Sales 3,126 3,475 (349) 8,082 8,17
Kiln Dry Lumber Sales 4,240 4,110 130 13,239 11,37
9,133 9,204 (71) 28,861 25,

2006 Compared with 2005

Operating revenues for the Timber segmareased $0.3 million for the quarter ended Jun@306 as
compared with the quarter ended June 30, 2005irEhease for the quarter can largely be attribtweigher kiln dry
lumber sales of $0.8 million primarily due to acr@ase in the market price of kiln dry cherry lum@éis increase
was offset by a decline in both log and green lunsiaées revenue. The decrease in log sales revenue to a declir
in both cherry veneer and cherry export log volumdsch have the highest margin in the overall witharvested
timber and have the largest impact
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on overall log sales revenue. While there was amalvincrease in log volumes of 148,000 board, fele¢rry veneer
and cherry export log volumes declined by 110,088t feet. The decline in green lumber sales rexy@nimarily
reflects a decline in processing volumes, partitylagom poplar veneer green lumber sales whicheeigmced a
478,000 board foot decline.

Operating revenues for the Timber segmareased $4.4 million for the nine months ende@ B 2006 as
compared with the nine months ended June 30, ZU05.increase can be attributed to higher kilnldrgber sales
revenue of $3.6 million due to an increase in ghknmber sales volumes (2.5 million board feetaaesult of an
increase in processing capacity from the additiomvo new kilns in February 2005. Higher log salegenue of $0.!



million, the majority being cherry export log sakesa result of greater market demand, also caméabto the
increase.

The Timber segment’s earnings for the gquaghded June 30, 2006 were $1.5 million, an irsered $0.9 million
when compared with earnings of $0.6 million for therter ended June 30, 2005. The increase idyaagabutable
to the impact of lower operating costs ($0.4 mil)iand a decline in depletion expense ($0.3 mili@uring the
guarter ended June 30, 2006, the Timber segmengelats accounting procedures to properly incleeltain costs
associated with lumber production in inventory. Tingact of this change is reflected in operatingtsoSlightly
higher revenues due to an increase in cherry kiduinber sales also contributed to the increase.

The Timber segment’s earnings for the mmoaths ended June 30, 2006 were $5.2 million, erease of $1.0
million when compared with earnings of $4.2 millitmn the nine months ended June 30, 2005. Highemeges from
kiln dry lumber sales and cherry export log sadegdly contributed to this increase. The impadhefincrease in
revenues was patrtially offset by increases in cbgbod sold on lumber and log sales.

Corporate and All Other
2006 Compared with 2005

Corporate and All Other recorded a los$®8 million for the quarter ended June 30, 2006 mared with
earnings of $1.3 million for the quarter ended J80g2005. Earnings for the quarter ended Jun@@I5 benefited
from $1.3 million of reimbursed project costs that not recur in 2006. For the nine months endedd B0, 2006
compared with the nine months ended June 30, ZD&%orate and All Other earnings decreased $0.liomilAn
increase in interest income during 2006 resultmgifthe investment of proceeds received from thedaJ.E. in Jul’
2005 offset the earnings decrease resulting framtn-recurrence of the earnings benefit in 2085@&ated with
reimbursed project development costs.

Interest Income

Interest income increased $1.7 million &Adb million, respectively, for the quarter andenmonths ended June
30, 2006 as compared with the quarter and nine ima@mded June 30, 2005. These increases areikefletan
overall increase in the Company’s cash positionpgamed to the prior year. The Company’s cash pasiti?2 006 has
been stronger primarily because of the investmeptareeds received from the sale of U.E. in J@§Rcombined
with higher cash flow from operations in the Expliton and Production segment.

Interest Charges

Other interest charges decreased $3.5 million @@ iillion, respectively, for the quarter and nimenths ended
June 30, 2006 as compared with the quarter andmamths ended June 30, 2005. These decrease&desuitharily
from a regulatory true-up adjustment recorded engharter ended June 30, 2005 in the Utility sedismé&lew York
rate jurisdiction related to a regulatory liabiligcorded for previous oveollections of New York State gross recei
tax. No such adjustment was recorded in the cufiscdl year.
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Income Tax Expense (Benefit)

The Company's effective income tax rate for thetguanded June 30, 2006 was approximately 101%onp
approximately 37% for the quarter ended June 3052W/hile the Company experienced a loss of $7lifomifor the
quarter ended June 30, 2006, it recognized a tagfivef $7.8 million. The primary reason for theeiease in the
effective income tax rate was the income tax béonéf$6.1 million recognized in the Exploration aRcbduction
segment at June 30, 2006, as discussed a



CAPITAL RESOURCES AND LIQUIDITY

The Company'’s primary source of cash dutimggnine-month period ended June 30, 2006 codsidteash
provided by operating activities. This source cfftaas supplemented by issues of new shares of ooratack as a
result of the exercise of stock options. Duringtivee months ended June 30, 2006, the common sgmkto fulfill
the requirements of the Company’s 401(k) plansinelct Stock Purchase and Dividend Reinvestment Ris
obtained via open market purchases. During thetguended March 31, 2006, the Company began regsiruip
outstanding shares of its common stock under asleaurchase program, which is discussed belowrufidancing
Cash Flow.

Operating Cash Flow

Internally generated cash from operatirtgvaies consists of net income available for conmstock, adjusted fi
non-cash expenses, non-cash income, and changperating assets and liabilities. Non-cash iterokide
depreciation, depletion and amortization, impairtredroil and gas producing properties, deferredine taxes,
income or loss from unconsolidated subsidiariesohetsh distributions, and minority interest imeign subsidiaries.

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 ragsin.

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 dufiese periods from the balances receivable dedger 30.

The storage gas inventory normally declihasng the first and second quarters of the figealr and is
replenished during the third and fourth quartews.$torage gas inventory accounted for under tk®Linethod, the
current cost of replacing gas withdrawn from steregrecorded in the Consolidated Statements ahhecand a
reserve for gas replacement is recorded in the @idiased Balance Sheets under the caption “Otheruwsds and
Current Liabilities.” Such reserve is reduced asitiventory is replenished.

Cash provided by operating activities ia Exploration and Production segment may vary fpamod to period
as a result of changes in the commodity pricesatinal 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@shed $409.9 million for the nine months endedeJ8@, 2006, an
increase of $75.5 million compared with $334.4 imillprovided by operating activities for the ninemths ended
June 30, 2005. Higher oil and gas revenues in ¥pdoEation and Production segment and a decreasedging
collateral deposits at June 30, 2006 in the Expitmmaand Production and Energy Marketing segmeii®whe
primary reasons for this increase. Hedging colédteéeposits serve as collateral for open positmnexchange-traded
futures contracts, exchange-traded options andthessounter swaps and collars. These increases wetallyanffset
by the loss of positive cash flow from the Comparfgrmer Czech Republic operations, which were soltuly 2005

Investing Cash Flow

Expenditures for LondLived Assets

The Company’s expenditures for long-livedets totaled $218.7 million during the nine momrthded June 30,
2006. The table below presents these expenditures:
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Nine Months Ended June 30, 2006
(in mllions of dollars)

Total
Expenditures for
Long-Lived Assets

Utility $39.4
Pipeline and Storage 154
Exploration and Production 160.3
Timber 1.1
All Other and Corporate 25

$218.7
Utility

The majority of the Utility capital expeiulies for the nine months ended June 30, 2006 madke for
replacement of mains and main extensions, as wétirahe replacement of service lines.

Pipeline and Storage

The majority of the Pipeline and Storaggite expenditures for the nine months ended Jn&B06 were made
for additions, improvements, and replacementsitosgment’s transmission and storage systems.

The Company continues to explore varioysoofunities to expand its capabilities to transjgas to the East
Coast, either through the Supply Corporation or Eengystems or in partnership with others. In Oeta2005, Empir
filed an application with the FERC for the authptid build and operate the Empire Connector prdgexpand its
natural gas pipeline operations to serve new msauikdilew York and elsewhere in the Northeast bgmading the
Empire Pipeline. The application also asks that iEgexisting business and facilities be brougider FERC
jurisdiction, and that FERC approve rates for Eg’s existing and proposed services. Assuming thpgsed
Millennium Pipeline is constructed, the Empire Cector will provide an upstream supply link for tkidlennium
Pipeline and will transport Canadian and other mreéigas supplies to downstream customers, includmgSpan Gas
East Corporation, which has entered into precedgmements to subscribe for at least 150 MDth agrodl natural
gas transportation service through the Empire $tgdeline and the Millennium Pipeline systems.* Hrapire
Connector will be designed to move up to approxatya250 MDth of natural gas per day.* In July 2086)pire
revised the planned in-service date for the Empoenector to extend beyond its original Novembd¥72arget. The
new targeted in-service date is November 2008poner if feasible.* FERC issued on July 20, 20@8ediminary
determination regarding non-environmental aspefiseoapplication, in response to which Empire Wi# a request
for rehearing on various issues by August 21, 2@d8pire anticipates that FERC will issue a finatifieate
authorizing construction and operation of the prbgn or about November 2006, after which Empiri dve to
decide whether it will accept the final approvaltba terms contained therein.* The Company antiegpéinancing
this project with cash on hand and/or through e af the Company’s bi-lateral lines of credit.* ésJune 30, 2006,
the Company had incurred approximately $5.4 millimoosts (all of which have been reserved) relédetiis project.
Of this amount, $0.3 million and $1.4 million, resgively, were incurred during the quarter and mmaths ended
June 30, 2006.

The Company also has plans to extend Suppiporation’s pipeline system from the Tuscardoaagie field to
the intersection of the proposed Millennium and Em@onnector pipelines (the Tuscarora Extensionjé
Tuscarora Extension will be designed initially tove up to approximately 130 MDth of natural gasgeey.* The
project depends on market developments and ggiivice date will be contingent upon the Millennigampire projec
timeline. The Company has not yet filed an applocatvith the FERC for the authority to build andeogte the



Tuscarora Extension. The Company anticipates fingntis project with cash on hand and/or throdghuse of the
Company’s bi-lateral lines of credit.* There hawezh no costs incurred by the Company related sopiftject as of
June 30, 2006.
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Exploration and Production

The Exploration and Production segmentteipikpenditures for the nine months ended Jun@@W5 included
approximately $34.7 million for Canada, $79.3 roiflifor the Gulf Coast region ($78.7 million for tb#-shore
program in the Gulf of Mexico), $28.4 million fdn¢ West Coast region and $17.9 million for the Aaplaian region.
The significant amount spent in the Gulf Coastargs related to high commaodity prices, which haprioved the
economics of investment in the area, plus projeatgdlty relief. These amounts included approxinya$38.3 million
spent to develop proved undeveloped reserves.

Estimated capital expenditures in 200alerExploration and Production segment have bemeased from
$155.0 million to $207.0 million.* Estimated capiexpenditures for Canada remained unchanged ad $diflion.*
Estimated capital expenditures for the Gulf Coagtan have been increased from $58.0 million to.@9Gillion.*
Estimated capital expenditures for the West Caagibn have been increased from $28.0 million to.@4dillion and
estimated capital expenditures for the Appalachégion have been increased from $23.0 million t.@2nillion.*
The increase in the Gulf Coast region is due tmarease in drilling and completion activity, higtveorking interests
on new wells and facilities construction for newllaeThe increase in the West Coast region is dubé acquisition
of reserves and the addition of new wells and itaesl construction for those wells.

Timber

The majority of the Timber segment capgtgbenditures for the nine months ended June 3@ 2@0e made for
purchases of equipment for Highland’s sawmill arid &perations.

The Company continuously evaluates capitpenditures and investments in corporations, pestips, and
other business entities. The amounts are subjenbtbfication 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 outstandimmgtslerm notes payable to banks or commercial papéune 30,
2006. However, the Company continues to considert-¢érm debt (consisting of short-term notes p#y#ad banks
and commercial paper) an important source of castefporarily 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 cdtriygetarket rate:
Each of these credit lines, which aggregate to $4dbllion, are revocable at the option of the fingl 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 fagjlthe Company has agreed that its debt to caatedn ratio will
not exceed .65 at the last day of any fiscal quémen September 30, 2005 through September 3@).28(LJune 30,
2006, the Company’s debt to capitalization rat®dalculated under the facility) was .46. The c@msts specified in
the committed credit facility would permit an
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additional $1.37 billion in short-term and/or lotegm debt to be outstanding (further limited by ithdenture
covenants discussed below) before the Companyistdedapitalization ratio would exceed .65. If amhgrade in any
of the Company’s credit ratings were to occur, asde the commercial paper markets might not bsilples*
However, the Company expects that it could borrodeu its uncommitted bank lines of credit or rehon other
liquidity sources, including cash provided by opierss.*

Under the Company’s existing indenture cargs, at June 30, 2006, the Company would have fpe@nitted to
issue up to a maximum of $871 million in additiolaig-term unsecured indebtedness at then-currarkeninterest
rates in addition to being able to issue new ineldtess to replace maturing debt. The Company’sptdiguidity
position is believed to be adequate to satisfy kmdemands.*

The Company’s 1974 indenture pursuant tichv$8399.0 million (or 36%) of the Company’s loreg#h debt (as
of June 30, 2006) was issued contains a crossdtipfavision whereby the failure by the Company#&sform certain
obligations under other borrowing arrangementsatngger an obligation to repay the debt outstagdinder the
indenture. In particular, a repayment obligationldde triggered if the Company fails (i) to pay&acheduled
principal or interest on any debt under any othdenture or agreement or (ii) to perform any otean 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 dtréalcility also contains a cross-default provisighereby 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 toiggered if
() the Company or its significant subsidiariesd faimake a payment when due of any principal tergst on any oth
indebtedness aggregating $20.0 million or moreipaif event occurs that causes, or would perreittblders of any
other indebtedness aggregating $20.0 million oremiorcause, such indebtedness to become due @itsrstated
maturity. As of June 30, 2006, the Company hadeta dutstanding under the committed credit facility

The Company has an effective registrattatement on file with the SEC under which it hasikable capacity to
issue an additional $550.0 million of debt and ggsécurities under the Securities Act of 1933. Tloenpany may
sell all or a portion of the remaining registeredugities 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 &ecurities Act of 1933 and the rules and la@gns
thereunder.

The amounts and timing of the issuancesatel of debt or equity securities will depend onmkatconditions,
indenture requirements, regulatory authorizatiorthe 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 ocoulgh privately negotiated transactions. As of J8@e2006, the
Company has repurchased 2,284,350 shares underalgiam, funded with cash provided by operatingygies.
During the quarter ended June 30, 2006, the Compgmychased 1,459,100 shares. In the futureeitpected that
this share repurchase program will continue touneléd with cash provided by operating activitied/anthrough the
use of the Company’s bi-lateral lines of credit.islexpected that open market repurchases wilirmoa from time to
time depending on market condition
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OFF-BALANCE SHEET ARRANGEMENTS

The Company has entered into certain ofiize sheet financing arrangements. These finarmenaggements
are primarily operating and capital leases. The gamg’s consolidated subsidiaries have operating letdsesnajority
of which are with the Utility and the Pipeline aBtbrage segments, having a remaining lease commtitohe
approximately $44.4 million. These leases have leeered into for the use of buildings, vehicles)atruction tools,
meters, computer equipment and other items anda@unted for as operating leases. The Compang@nsolidated
subsidiaries, which are accounted for under thé&emethod, have capital leases of electric gemegaquipment
having a remaining lease commitment of approxinge®&l5 million. The Company has guaranteed 50%3d $
million of these capital lease commitments.

OTHER MATTERS

In addition to the legal proceedings diselbin Part I, tem 1 of this report, the Comp@iyvolved in other
litigation and regulatory matters arising in themal course of business. These other matters nuéyde, for
example, negligence claims and tax, regulatoryttoerogovernmental 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 coulclzamaterial
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.*

Market Risk Sensitive Instruments

For a complete discussion of market risisgeve instruments, refer to “Market Risk Sengtimstruments” 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 othengfs, repealed
PUHCA 1935 effective February 8, 2006. With repgfdPUHCA 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 companigslding company systems, provides (upon requestspate
commission or holding company system) for FERCaewof allocations of costs of non-power goods and
administrative services in electric utility holdisgmpany systems, and modifies the jurisdictioRERC over certain
mergers and acquisitions involving public utilitisholding companies. On December 8, 2005, the@-EBRBued
Order 667 to implement PUHCA 2005. The FERC cladifcertain aspects of Order 667 in Order 667-Aiedn
April 24, 2006. On June 15, 2006, the Company fdédotification of holding company status” withetirERC under
Order 667-A. Also on that date, the Company filadexemption request” with the FERC, requestingnegon from
the requirements of Order 667-A regarding FERC st books and records and record retention. Dimep@ny is
unable to predict at this time what the ultimatécome of these or future filings or legislativeregulatory changes
will be.

Utility Operation

Base rate adjustments in both the New Yamik Pennsylvania rate jurisdictions do not refieetrecovery o



purchased gas costs. Such costs are recoveredjtthoperation of the purchased gas adjustment cdaafdbe
appropriate regulatory authorities.
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New York Jurisdiction

On August 27, 2004, Distribution Corporatmmenced a rate case by filing proposed tan#rdments and
supporting testimony requesting approval to inaetsannual revenues beginning October 1, 200do\s parties
opposed the filing. On April 15, 2005, DistributiQorporation, the parties and others executed seeagent settling
all outstanding issues. In an order issued Jul\2@@5, the NYPSC, approved the April 15, 2005 setédnt 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 theredltermeturn on equity level above which earningstrbesshared with
rate payers is 11.5%.

Pennsylvania Jurisdiction

On June 1, 2006, Distribution Corporatited proposed tariff amendments with PaPUC to iaseeannual
revenues by $25.9 million to cover increases incthet of service to be effective July 30, 2006. Tte request was
filed to address increased costs associated wgtriBution Corporation’s ongoing construction pragras well as
increases in operating costs, particularly uncttde accounts. Following standard regulatory pcare, the PaPUC
issued an order on July 20, 2006 instituting a pateeeding and suspending the proposed tariff dments until
March 2, 2007.*

On June 8, 2006, the NTSB issued safetymatendations to Distribution Corporation as a tesiuan
investigation of a natural gas explosion that oemion Distribution Corporation’s system in Dubdtgnnsylvania in
August 2004. The explosion destroyed a residersg]ting in the death of two people who lived thared damaged
number of other houses in the immediate vicinity.

The NTSB and Distribution Corporation diffe their assessment of the probable cause afxtplsion. The
NTSB determined that the probable cause was thuf@of a defectivbutt-fusion joint” which had joined two
sections of plastic pipe, and the failure of Dimition Corporation to have an adequate programsjeect butt-fusion
joints and replace those joints not meeting itpéasion criteria. Distribution Corporation had sutied to the NTSB
proposed determination of probable cause that wastantially different, namely, that the probaldeise was the
improper excavation and backfill operations of iadtiparty working in the vicinity of Distribution @poration’s
pipeline. Distribution Corporation also had raiseglies concerning the testing standards employda:iNTSB
investigation. Distribution Corporation is presgmnttviewing alternatives by which to seek reviewshe NTSB'’s
findings and conclusions to ensure that the NTStsictered all relevant evidence, including the repbbDistribution
Corporation’s third-party plastic pipe expert ardes relevant evidence, in reaching its determamatif probable
cause.

The NTSB's safety recommendations to Dosttion Corporation involved revisions to its buision procedures
for joining plastic pipe, and revisions to its pedares for qualifying personnel who perform plagigions. Although
not required by law to do so, Distribution Corpaatis presently implementing those recommendations

The NTSB also issued safety recommendatmiise PaPUC and certain other parties. The reamdation to
the PaPUC was to require an analysis of the integfibutt-fusion joints in Distribution Corporatis system and
replacement of those joints that are determinddht@ unacceptable characteristics. DistributiorpGi@tion is
working cooperatively with the PaPUC staff to perthe PaPUC to undertake the analysis recommengéteb
NTSB. Specifically, Distribution has agreed to thkowing:

(1) Distribution Corporation will uncora limited number of bi-fusions at three locations designated by



PaPUC;
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(i) in a 30-day period commencing July 6, 20D&tribution Corporation will attempt to uncoverdiibnal
butt-fusions throughout its Pennsylvania servieaas it uncovers facilities for other purposesnva
butt-fusion is uncovered, Distribution Corporatiwitl notify the designated PaPUC representative to
permit inspection of the quality of the fusic

Distribution Corporation also agreed to imeigh the PaPUC following the end of the 30-dayiqe to discuss
further procedures to facilitate the analysis.iAs time, Distribution Corporation is unable to gict the outcome of
the analysis or of any negotiations or proceedihgsmay result from it. Distribution Corporatiomssponse to the
actions of the PaPUC will depend on its assessofahe validity of the PaPUC’s analysis and coniclos.

Without admitting liability, Distribution @poration has settled all significant third-pactgims against it related
to the explosion, for amounts that are immatendhe aggregate to the Company. Distribution Cafion has been
committed to providing safe and reliable servigetighout its service territory and firmly believessed on
information presently known, that its system camisi to be safe and reliable. According to the &§tipe Institute,
plastic pipe today accounts for over 90% of theepiystalled for the natural gas distribution indysh the United
States and Canada. Distribution Corporation, aleilg many other natural gas utilities operatinghia United States,
has relied extensively upon the use of plastic pipts natural gas distribution system since tB&Qs.

Pipeline and Storage

On April 7, 2006, the NYPSC, PaPUC and Bglvania Office of Consumer Advocate filed a comuiand 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. Asaltieghe
complainants allege, Supply Corporation has exaessal earnings of approximately $30 million to $3lion.

In their complaint, the complainants askREE() to find that Supply Corporation’s rates argust and
unreasonable, and (ii) to institute proceedingdeti@rmine the just and reasonable rates SupplyoCatipn will be
authorized to charge prospectively. The complamaigo ask FERC in their complaint (i) to determiatether
Supply Corporation has the authority to make salems retained from shippers, and (ii) if FERCaades that
Supply Corporation does not have such authoritgjriect Supply Corporation to show cause why itstimot be
required to disgorge profits associated with sudbss In their motion for summary disposition, doenplainants aske
FERC (i) to find summarily that the rate at whialpgly Corporation is permitted to retain gas frdmppers for fuel
and loss is unjust and unreasonable, (ii) to regaupply Corporation to make a compliance filingyiding detailed
information regarding its fuel and loss retentiowl ase, and (iii) to establish just and reasonfaldkand loss
percentages for Supply Corporation.

Supply Corporation filed answers on Apiil 2006, opposing the complaint and the motiorstonmary
disposition, asserting that its current rates asegqnd reasonable, and documenting its autharisgll retained gas.
Following another round of responses filed by thgips in May, FERC issued on June 7, 2006, ané0&etting
Complaint for Hearing, Suspending Hearing for etiént Procedures, and Denying Motion for Summary
Disposition.” Supply Corporation moved on June Brézonsideration and an extension of time. On A3&006,
FERC issued an “Order Granting Reconsideratioraim &#1d Granting Extension of Time.” Read togettierse two
FERC Orders provide:

(i) the complainants’ motion for summargmbsition was denied,;
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(i) the complaint was set for hearing and arestigation into Supply Corporation’s rates initdjt8upply
Corporation was required to file a cost and revestudy by July 24, 200t

(i) the complaint was referred to a settlem&dtninistrative Law Judge, who must report by Auge@t 2006
to FERC and FER’s Chief Administrative Law Judge on the statushefdettlement discussior

(iv) based on that report, the Chief AdministratLaw Judge will either provide the parties wittdeional
time to continue their settlement discussions ssiga the case to a presiding Administrative Ladgéu(a
different person than the settlement judge) farad-type evidentiary hearing; if settlement dissioss
continue, the settlement judge must continue tontegiatus at least every 60 da

(V) if settlement procedures fail, the Chief Adistrative Law Judge will designate a presidinggeiavho
must, within 15 days after being designated, coexaeprehearing conference to establish a procedural
schedule, and must issue an initial decision witfdnmonths after commencement of the hearing
procedures; among other things, the presiding jislgethorized “to determine whether it may be
appropriate to phase the proceeding and first iaauaitial decision to address the fuel retentgsue
raised in the Motion for Summary Disposition (Phhsend then later issue a separate initial decigio
address the other issues (Phas”

On June 13, 2006, FERC designated a settiejudge and scheduled an initial settlement genfee, which was
held on June 23, 2006. A second settlement cordeneas scheduled for, and held on, July 13, 2006J4ly 17, the
settlement judge issued an order scheduling thesstttement conference for August 7, 2006, andntegy that the
parties had agreed that the complainants would radkenal settlement offer by July 27, to which SlypCorporatiol
would respond by August 3, 2006. All discussiond affiers within the FERC settlement process ardidential and
privileged, although any settlement reached wilpbblicly submitted to FERC for approval.

On July 24, 2006, Supply Corporation puplfded at FERC the required cost and revenue\st&dipply
Corporation also filed in early July a requestrighearing of the portion of the June 7 Order wiaiathorizes the
presiding judge, if one is designated, to phasgtheeeding and issue a separate initial decisioiuel retention
without addressing Supply Corporation’s overallts@nd revenues.

This matter will be resolved by eithergiyettlement which would include the effective da#tany rate changes,
or (ii) the hearing process described above, ircthese of which the presiding judge would issu®nemended
decision(s) which would be considered by FERC.thiat event, FERC would issue an order that wotulteebe
consistent or inconsistent with any recommendedshey; after which any new rates would go into efffe

Supply Corporation is engaging in settletrtBscussions in good faith. If this matter goebeéaring, Supply
Corporation will vigorously oppose the complaint.*

On November 25, 2003, the FERC issued (z@@4. Order 2004 was clarified in Order 2004-AAqil 16,
2004, Order 2004-B on August 2, 2004 and Order 20@h December 21, 2004. Order 2004, which wenot éfitect
September 22, 2004, regulates the conduct of triasgm providers (such as Supply Corporation) \thtkir “energy
affiliates.” The FERC broadened the definition ehergy affiliates” to include any affiliate of atrsmission provider
if that affiliate engages in or is involved in teamission (gas or electric) transactions, or managesntrols
transmission capacity, or buys, sells, trades oriaidters natural gas or electric energy or engagésancial
transactions relating to the sale or transmissfaratural gas or electricity. Supply Corporatioargergy affiliates are
Seneca and NFR. Order 2004 also provides an examioti local distribution companies that are adfiéid with
interstate pipelines (such as Distribution Corgorgt but the exemption is limited, with very minexceptions, to
local distribution companies that do not make affysgstem sales. Distribution Corporation stopped
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making most off-system sales effective Septembe@@4; the Company does not expect that changave a
material effect on the Company’s results of operetj as margins resulting from off-system salesrangmal as a
result of profit sharing with retail customers.*dibution Corporation has continued making certdfrsystem sales
permitted by a prior FERC order; FERC required $u@wrporation to provide arguments justifying tentinued
effectiveness of that order. Order 2004 also prewithat companies may request waivers, which Supptgoration
did with respect to its relationship with Distribart Corporation. On July 20, 2006, FERC issuedraerogranting
Supply Corporation’s request for waiver and clasfion of the new rules, subject to a requiremieat Supply
Corporation must file by August 21, 2006 for FER&gproval a limited amendment to its proposed Canpé Plan
regarding the relationship between Supply Corponadind Distribution Corporation. The order approfestribution
Corporation’s continued sales of gas pursuantdgtior FERC order, and concluded that, so lonQiasibution
Corporation refrains from making other off-systeates of gas, Supply Corporation will not have &atrDistribution
Corporation as an energy affiliate. Compliance v@tider 2004 should not increase capital or opegaipenses to an
extent that would be material to the financial dtod of the Company.* Future periodic reports wiit include any
discussion of the Company’s compliance with Ord#2unless changed circumstances warrant.

Empire currently does not have a rate casie with the NYPSC. Management will continuentonitor its
financial position in the New York jurisdiction tletermine the necessity of filing a rate case énftiture. 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 facilitiesoiisiervice (currently targeted for November 200&awmner if
feasible), when Empire would become an interstgtelipe subject to FERC regulation.*

Environmental Matters

The Company is subject to various fedestalte and local laws and regulations relating éopttotection of the
environment. The Company has established procefurése ongoing evaluation of its operations tentify potentia
environmental exposures and comply with regulapmtycies and procedures. It is the Company’s padiicgccrue
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 BeS:
million.* This liability has been recorded on thersolidated Balance Sheet at June 30, 2006. Thep@uyrexpects
recover its environmental clean-up costs from aldoation of rate recovery and insurance procee@her than as
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@aitments 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 curyegniluating the
impact of FIN 47 on its consolidated financial staents. For further discussion of FIN 47 and itgant on the
Company, refer to Item 1 at Note 1 — Summary ohficant Accounting Policies.
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In May 2005, the FASB issued SFAS 154. SEA& 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 correctioesrofs in the
future. For further discussion of SFAS 154 andinitsact on the Company, refer to Item 1 at No— Summary o'



Significant Accounting Policies.

In June 2006, the FASB issued FIN 48, éerpretation of SFAS 109. FIN 48 clarifies the aguing for
uncertainty in income taxes and reduces the diyarscurrent practice associated with the finahsiatement
recognition and measurement of a tax position takesxpected to be taken in a tax return by defi@rmore-likely-
than-not” threshold regarding the sustainabilityref position. The Company is currently evaluatimgimpact of FIN
48 on its consolidated financial statements. Fahér discussion of FIN 48 and its impact on thenpany, refer to
Item 1 at Note 1 — Summary of Significant AccougtiPolicies.

Safe Harbor for Forward-Looking Statements

The Company is including the following dantiry statement in this Form 10-Q to make appleaind take
advantage of the safe harbor provisions of thea®iBecurities Litigation Reform Act of 1995 foryeorward-
looking statements made by, or on behalf of, then@any. Forward-looking statements include statesemmcerning
plans, objectives, goals, projections, stratedigare events or performance, and underlying assonmgand other
statements which are other than statements ofrlugtdacts. From time to time, the Company may|sbor
otherwise make available forward-looking statementis nature. All such subsequent forward-logkstatements,
whether written or oral and whether made by or endif of the Company, are also expressly qualifiethese
cautionary statements. Certain statements contamnds report, including, without limitation, tee which are
designated with an asterisk (“*”) and those whioh identified by the use of the words “anticipdtésstimates,”
“expects,” “intends,” “plans,” “predicts,” “projest’ and similar expressions, are “forward-lookirsgdtements as
defined in the Private Securities Litigation Refofdtt of 1995 and accordingly involve risks and utamties which
could cause actual results or outcomes to diffderraly from those expressed in the forward-logkstatements. The
forward-looking statements contained herein aredas various assumptions, many of which are basedin, upon
further assumptions. The Company’s expectationgfbend projections are expressed in good faithare believed
by the Company to have a reasonable basis, ingudithout limitation, management’s examinatiorhatorical
operating trends, data contained in the Compamgsrds and other data available from third parbesthere can be
no assurance that management’s expectations, eligiojections will result or be achieved or anpbtished. In
addition to other factors and matters discussezivdisre herein, the following are important factbes, in the view o
the Company, could cause actual results to diffatenmally from those discussed in the forward-logkstatements:

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

2. Changes in economic conditions, including eooic disruptions caused by terrorist activitiessaf war
or major accidents

3. Changes in demographic patterns and weather consljtincluding the occurrence of severe wea

4.  Changes in the availability and/or price aiunal gas or oil and the effect of such changethen
accounting treatment or valuation of derivativafinial instruments or the Company’s natural gasoind
reserves

5. Impairments under the SI's full cost ceiling test for natural gas and oflee/es
6. Changes in the availability and/or price of delivatfinancial instruments
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7.  Changes in the price differentials between vartgpss of oil;

8.  Failure of the price differential between hgawour crude oil and light sweet crude oil to ratto its
historical norm



10.
11.

12.
13.

14.
15.

16.

17.

18.
19.
20.

21.

22.

23.
24,
25.

26.

27.

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 structdranchise renewal, and environmental/safety requargs;

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 prajests 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 gpotential 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

Ability to successfully identify and finanaequisitions or other investments and ability terape and
integrate existing and any subsequently acquirethbss or propertie

Ability to successfully identify, drill for and pduce economically viable natural gas and oil ress
Significant changes from expectations in the Corg’s actual production levels for natural gas or

Regarding foreign operations, changes ireteatti monetary policies, inflation and exchangesraaxes,
operating conditions, laws and regulations relébefreign operations, and political and governraént
changes

Significant changes in tax rates or policies araites of inflation or interes

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

Changes in accounting principles or the applicatibsuch principles to the Compar
The cost and effects of legal and administratieena against the Compar

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

Increasing health care costs and the regudfilect on health insurance premiums and on thigailon to
provide pos-retirement benefits; ¢

Increasing costs of insurance, changes in covexadéhe ability to obtain insuranc
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The Company disclaims any obligation toatpdany forward-looking statements to reflect evemnt
circumstances after the date hereof.

ltem 3. Quantitative and Qualitative Disclosures About Market Risk




Back to Table of Contents

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

Item 4. Controls and Procedures

Back to Table of Contents
Evaluation of Disclosure Controls and Procedures

The term “disclosure controls and proceduigdefined in Rules 13a-15(e) and 15d-15(eheffExchange Act.
These rules refer to the controls and other praesdof a company that are designed to ensurertfraitation
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 informegapuired to be
disclosed is accumulated and communicated to thgaay’s management, including its principal exeaiind
principal financial officers, as appropriate tooattimely 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. Bageah that
evaluation, the Company’s Chief Executive Officed &rincipal Financial Officer concluded that then@pany’s
disclosure controls and procedures were effectivef éhe end of the period covered by this report.

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 thdilélfeof financial reporting and preparation ohéincial statements
for external purposes in accordance with GAAP. &hveere no changes in the Company’s internal cooiret
financial reporting that occurred during the quaeteded June 30, 2006 that have materially affectedre reasonab
likely to materially affect, the Company’s interrntrol over financial reporting.

Part Il. Other Information

Iltem 1. Legal Proceedings

Back to Table of Contents

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-Caohan, 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 deddelmuary
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. Obrkary 24,
2006, the Court granted Distribution Corporatiomastion for summary judgment dismissing plaintifflsims for
wrongful death and punitive damages. The CourtetkeBistribution Corporation’s motion for summaryggment 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 Ssatpreme Court, Appellate Division, Fourth Depanmé®n
March 29, 2006, Distribution Corporation filed @ss-appeal. A trial date has been scheduled faralpi5, 2007
(although it is possible that the Court may chathge date or that a trial may become unnecessasgdon the
progress or outcome of the pending appeals).
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Item 1. Legal Proceedings (Concl.)

On April 7, 2006, the NYPSC, PaPUC and Bglvania Office of Consumer Advocate filed a comuiagainst
Supply Corporation with the FERC under Section 6fahe Natural Gas Act and a motion for summaspdsition
against Supply Corporation under Section 13 oiNa&ural Gas Act. For a discussion of these mattefsy to Part I,
Item 2 — MD&A of this report under the heading “@thHVatters — Rate and Regulatory Matters.”

On June 8, 2006, the NTSB issued safetymatendations to Distribution Corporation, the PaRi@ certain
others as a result of its investigation of a ndtgaa explosion that occurred on Distribution Cogbion’s system in
Dubois, Pennsylvania in August 2004. For a disaussf this matter, refer to Part I, Item 2 — MD&A this report
under the heading “Other Matters — Rate and Reguldflatters.”

The Company believes, based on the infaamadresently known, that the ultimate resolutiémhe Fordham
case and the NTSB matter will not be material ®@dbnsolidated financial condition, results of @pens, or cash
flow of the Company.* No assurances can be givewdver, as to the ultimate outcome of these mat@igit is
possible that the outcome could be material tolteséi operations or cash flow for a particular qeaor annual
period.* In addition, regarding the complaint filagainst Supply Corporation at FERC, the Compaihig\es that
chances are remote that the complainants will fetgechallenging the authority of Supply Corparatio sell
retained gas.* Nevertheless, the resolution oféite aspects of the complaint could have a mateffiatt 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 matters disclosed abdve,Company is involved in other litigation andukatory matters
arising in the normal course of business. Theseratfatters 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 ftaws in the
guarterly and annual period in which they are ne=ah| they are not expected to change materiallCthrapany’s
present liquidity position, nor to have a mateaidVerse effect on the financial condition of ther(any.*

ltem 1 A. Risk Factors

Back to Table of Contents

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

National Fuel’s need to comply with comprehensivesomplex, and sometimes unpredictable government
regulations may increase its costs and limit its kenue growth, which may result in reduced earnings.

While National Fuel generally refers tolitslity segment and its Pipeline and Storage seygras its “regulated
segments,” there are many governmental regulati@tshave an impact on almost every aspect of NatiBuel’s
businesses. Existing statutes and regulations mag\sed or reinterpreted and new laws and regukmay be
adopted or become applicable to the Company, whiay affect its business in ways that the Companyagpredict

In its Utility segment, the operations as@ibution Corporation are subject to the jurisidic of the NYPSC and
the PaPUC. The NYPSC and the PaPUC, among otmgysthapprove the rates that Distribution Corporati@ay
charge to its utility customers. Those approvedsalso impact the returns that Distribution Coagion may earn on
the assets that are dedicated to those operaliddistribution Corporation is required in a ratepeeding to reduce
the rates it charges its utility customers, origtBbution Corporation is unable to obtain appidea rate increases
from these regulators, particularly
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when necessary to cover increased costs (inclutiaty that may be incurred in connection with gorental
investigations or proceedings or mandated infrasiire inspection, maintenance or replacement pnogjra
Distribution Corporation’s revenue growth will benlted and its earnings may decrease.

In addition to their historical methodsupility regulation, both the PaPUC and NYPSC hawaght to establish
competitive markets in which customers may purclsagplies of gas from marketers, rather than frditityu
companies. In June 1999, the Governor of Pennsisagned into law the Natural Gas Choice and Caditiqe Act.
The act revised the Public Utility Code relatinghie restructuring of the natural gas industry. phgose of the law
was to permit consumer choice of natural gas sefpliTo a certain degree, the early programs unstitto comply
with the Act have not been overly successful, aagiyrresidential customers currently continue tacpase natural
gas from the utility companies. In October 2005Pa®UC concluded that “effective competitiades not exist in tr
retail natural gas supply market statewide. ThelRaRas reconvened a stakeholder group to exploys taincrease
the participation of retail customers in choicegremms. In New York, in August 2004, the NYPSC iskiie Statemel
of Policy on Further Steps Toward Competition indle€Energy Markets. This policy statement hasnailar goal of
encouraging customer choice of alternative naiealproviders. In 2005, the NYPSC stepped up fitstefto
encourage customer choice at the retail residdetial. These new forms of regulation may incrdasgribution
Corporation’s cost of doing business, put an aoldi portion of its business at regulatory riskj areate uncertainty
for the future, all of which may make it more dsffit to manage Distribution Corporation’s busingssitably.

In its Pipeline and Storage segment, Natiéwiel is subject to the jurisdiction of the FER({h respect to Supp
Corporation, and to the jurisdiction of the NYPS@hwespect to Empire. These regulatory commissianmsng other
things, approve the rates that Supply Corporatiag aharge to its natural gas transportation anégéocustomers.
Those approved rates also impact the returns thatl$p Corporation may earn on the assets thatededted to those
operations. State commissions can also petitiofrERRC to investigate whether Supply Corporatioates are still
just and reasonable, and if not, to reduce thdses @ospectively. If Supply Corporation is reqdine a rate
proceeding to reduce the rates it charges its alagas transportation and storage customers,Supply Corporation
is unable to obtain approval for rate increasediquéarly when necessary to cover increased c&tpply
Corporation’s revenue growth will be limited ansl @arnings may decrease.

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 subjecthteerent hazards and risks such as: fires; natigasters; 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 hydrocarleongonmental pollution, claims for personal ijjudeath, property
damage or business interruption, or governmentasitigations, recommendations, claims, fines oafjties. As
protection against operational hazards, National Fmaintains insurance coverage against some,dbatlin potential
losses. In addition, many of the agreements thibha Fuel executes with contractors provide far division of
responsibilities between the contractor and Natiboal, and National Fuel seeks to obtain an indéoation from
the contractor for certain of these risks. Natidaal is not always able, however, to secure wristgreements with i
contractors that contain indemnification, and sames$ National Fuel is required to indemnify others.

Insurance or indemnification agreementsmiiteained 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 imposition of fines, p¢iealor mandated programs by governmental autbsyithe failure ¢
a contractor to meet its indemnification obligatipar the failure of an insurance company to pdig\@aims could
result in substantial losses to National Fuel.dditon,
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insurance may not be available, or if available malybe adequate, to cover any or all of theserisks also possible
that insurance premiums or other costs may rigafgigntly in the future, so as to make such insaeaprohibitively
expensive.

Due to large insurance losses caused bgiddnes Katrina and Rita, the insurance industsydignificantly
increased premiums for insurance on Gulf of Mexiomperties, and has reduced the limits typicallgilable for
windstorm damage. As a result, National Fuel hasrdened that it is not economical to purchasernasce 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. Sucigéition or
proceedings could result in substantial monetadgmoents, fines or penalties against National Fubkeaesolved on
unfavorable terms, the result of which could haveaterial adverse effect on National Fuel’'s resoiltgperations,
financial condition and cash flows.

Item 2. Unregistered Sales of Equity Securities andse of Proceeds

Back to Table of Contents

On April 3, 2006, the Company issued altot&,100 unregistered shares of Company comnmrkgb 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
June 30, 2006, pursuant to the Company’s RetaiolgyHor Non-Employee Directors. These transacioere
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 Shares Maxi
Purchased as Part of Share

Total Number of Publicly Announced  Purc
Shares Average Price Share Repurchase Plans Rep
Period Purchased (a) Paid per Share or Programs
Apr. 1 - 30, 2006 32,504 $32. 50 16,600 7,158,1
May 1- 31, 2006 631,305 $34 .45 515,400 6,642,
June 1- 30, 2006 1,031,512 $34. 33 927,100 5,715,6

Total 1,695,321 $34.34 1,459,100

(@) Represents (i) shares of common stock of the Coynparchased on the open market with Company “magchi
contributions” for the accounts of participantgshe Company’s 401(k) plans, (ii) shares of commntocksof the
Company tendered to the Company by holders of siptkns or shares of restricted stock for the payinof 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 publicly anoed share repurchase program. Shares purchésdian
through a publicly announced share repurchase gnogptaled 15,904 in April 2006, 115,905 in May @@thd
104,412 in June 2006 (a three month total of 23H,22f those shares, 29,821 were purchased faComepany’s 401
(k) plans and 206,400 were purchased as a ressiitawés tendered to the Company by holders of stoikns ol



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 mayds ffmom time to time in the open market or thropghate
transactions.
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(a) Exhibits
Exhibit
Number Description of Exhibit
10.1 Description of assignment of int erests in certain life insurance policies
10.2 Description of long- term performance incentives under the National Fuel
Gas Company Per formance Incentive Program.
10.3 Description of agreement between the Company and P. C. Ackerman
regarding death benefit.
10.4 Retirement Agre ement between the Company and J. A. Beck.
10.5 Contract for Co nsulting Services between the Company and J. A. Bec
12 Statements rega rding Computation of Ratios:
Ratio of Earnin gs to Fixed Charges for the Twelve Months Ended J
Ended September 30, 2001 through 2005.
31.1 Written statem ents of Chief Executive Officer pursuant to Rule
the Securities Exchange Act of 1934.
31.2 Written statem ents of Principal Financial Officer pursuantto
under the Secur ities Exchange Act of 1934.
32 Certification P ursuant to Section 906 of the Sarbanes- Oxley A
99 National Fuel Gas Company Consolidated Statement of Income for
2006 and 2005.
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Pursuant to the requirements of the SeesriExchange Act of 1934, the Registrant has dalysed this report to
be signed on its behalf by the undersigned theoedully authorized
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Exhibit 10.1

Description of assignment of interests in certdmihsurance policies

National Fuel Gas Company (the “Company”) and isi@nan and Chief Executive Officer, Philip C. Aoken, are parties to an
Amended and Restated Split Dollar Insurance andiDBanefit Agreement, dated September 17, 199@nas1ded by Amendment Numbe
thereto, dated March 23, 1999 (as amended, theekgent”). The Agreement recognizes that Mr. Ackerrbg an irrevocable trust
agreement, assigned to a trust all of his intenesto life insurance policies insuring his lifen@pril 27, 2006, the trustee assigned all of the
trust’s rights in one policy to the Company, intf@mprepayment of the amount due to the Compantemmination of the Agreement. The
policy has an approximate current cash surrendaevaf $388,262. The Company acknowledged recéigiteopolicy as partial prepayment
the amount it is entitled to receive from the truistler the Agreement and agreed to credit apprdgisn&388,262, without interest, against
such amount when it becomes due.



Exhibit 10.2

Description of lonegterm performance incentives under the National Bsd Company Performance Incentive Program

On May 10, 2006, the Compensation Committee (thari@ittee”) of the Board of Directors of Nationaldf@Gas Company (the
“Company”) approved long-term performance incergivader the National Fuel Gas Company Performammntive Program (the
“Program”). The Committee established levels of@®nance at which 50%, 100%, 150% and 200% of drgét Incentive will be payable,

as set forth below. For performance levels betvestablished levels, a portion of the Target Inesenivill be payable as determined by
mathematical interpolation.

The Committee designated a Performance Period wh@c1, 2005 to September 30, 2008. The Perforen@omdition is the

Company’s total return on capital as compared &b df a group of peer companies. Payment will bderia accordance with the Program if
the Company achieves performance as detailed below:

National Fuel Rank as a Percentage of

Percentile of Peer Group Target Incentive
Paid

Less than 45.01¢ 0%

45.01% 50.00%

60.00% 100.00%

75.00% 150.00%

100.00% 200.00%

For the October 1, 2005 to September 30, 2008 Pedgfiace Period, the Committee approved the followWiagget Incentives for the
following executive officers of the Company: P.AZkerman, $650,000; D. F. Smith, $375,000; R. Jhiskg $250,000; A. M. Cellino,
$85,000; J. R. Pustulka, $85,000; J. D. Ramsd@#,@0; P. M. Ciprich, $85,000; K. M. Camiolo, $300; and D. L. DeCarolis, $30,000.



Exhibit 10.3

Description of agreement between the Company a@l Rckerman regarding death benefit

On June 8, 2006, the Board of Directors of Natidhsl Gas Company (the “Company”) approved the sesfran agreement
between the Company and its Chairman and ChiefxecOfficer, Philip C. Ackerman. Under the ternfdhe agreement, the Company
will pay a death benefit to Mr. Ackerman if he diefore his 7" birthday. The amount of the death benefit will ddad two times the sum
of (i) Mr. Ackerman’s last annual salary plus iy last annual bonus, less (b) the death berefialpe to Mr. Ackerman under that certain
Amended and Restated Split Dollar Insurance andDBanefit Agreement between the Company and Mkefiman, dated September 17,
1997, as amended by Amendment Number 1 thereted ddarch 23, 1999 (as amended, the “Split Dollare&gent”). Currently the amount
of the death benefit payable under the agreemeambaed by the Board of Directors on June 8, 20G&tsnated to be $2,353,991.

If Mr. Ackerman is living on his 78 birthday, the Company’s agreement to pay a deatbftigerminates, and the Company will
make a cash payment to Mr. Ackerman in the amolui$968,905. This amount represents the differertevden the previously expected ¢
surrender value at age 70 of two insurance polizieterlying the Split Dollar Agreement (one of wihiguch policies was transferred to the
Company on April 27, 2006, as disclosed previoysgs the expected cash surrender value at ageti@ remaining insurance policy.



Exhibit 10.4

RETIREMENT AGREEMENT

THIS RETIREMENT AGREEMENT (the “Agreement”) is made by and among Seneca RessCorporation, a Pennsylvania
corporation having offices at 1201 Louisiana Sites400, Houston, Texas 77002-5604, (“Seneca”)iddat Fuel Gas Company, a New

Jersey corporation having offices at 6363 Main@&tré/illiamsville, New York 14221 (“National Fueldnd Mr. James A. Beck, 4112 Ruskin
Street, Houston, Texas 77005 (“Mr. Beck”) as ofyJul2006.

WHEREAS , National Fuel, Seneca and Mr. Beck (each a “pactllectively, the “parties”) mutually agree thedich party shall
receive certain consideration, on the terms seinothiis Agreement;

NOW THEREFORE, THE PARTIES HERETO AGREE AS FOLLOWS:

1. As used within this Agreement, the terms “Compariywg,” “our” or “us” collectively refer to NationaFuel Gas Company and its
subsidiary and affiliated companies, other relatetities, and successors or assigns. As used witlirAgreement, the terms
“Mr. Beck” “employee” “you” or “your’ refers to James A. Bec

2. You have voluntarily decided to apply for retirerheaffective July 1, 200¢
3. Consistent with your decision to retire, you heredsign, effective July 1, 2006, any and all posisi as an officer, director,

employee or equivalent of any Company entity. Yeeparation from employment is by mutual agreemetwéen you and the
Company. Your employment with the Company will terate on June 30, 200

4, The Company agrees to pay you, minus all applicebles and withholdings, your regular pay and bienep to and including June
30, 2006.
5. (&) You are entitled to certain accrued pension besefifective July 1, 2006, as provided under thmseof the National Fuel

Gas Company Retirement Plan (the “Retirement Plgr@yable upon such dates and in such amountswatst in
accordance with the terms and conditions of thér&aent Plan. Notwithstanding the foregoing, thadfi for the month of
July 2006, only, may be paid at any time duringrifanth of July 2006 and is dependent upon yourlyipeviding the
Retirement Plan Administrator with a benefit optoice under the Retirement Pl

(b) You are entitled to certain supplemental pensiarebits, effective July 1, 2006, as provided undherterms of the National
Fuel Gas Company Executive Retirement Plan (theP'ERayable upon such dates and in such amourgsmieted in
accordance with the terms and conditions of the HRigments of your ERP benefit will begin on thstfilay such
payments can be made without triggering the aduititaxes which would be required if such paymerese to

be deemed “deferred compensation” for purposesofi& 409A of the Internal Revenue Code.

6. The Company agrees to pay you by check mailed o §@n-current home address or via direct deposih account so designated,
in writing, by you, a lump sum of four hundred gifive thousand dollars ($465,000), less any ahdmlicable taxes and
withholding. Said lump sum payment shall be mademabout September 15, 2006. In the event of geath prior to September :
2006, this payment will be payable to your Estate whee. dNone of this payment is intended to constitut@m@us or other
compensation that would be included in the calaadf any of your pension benefits described irageaph 5 of this Agreemet

7. The Company will pay to your tax advisor for reasole assistance to you in tax planning and pregaxid filing your income tax
returns for tax year 2006, up to a maximum amotieight thousand dollars ($8,00!

8. (a) Beginning July 1, 2006 and ending June 30, 2008ilyamedical coverage under the Company’s Executheglical Plan
(which includes the basic medical coverage appléctbnon-executive supervisory employees of Natidtuel Gas
Distribution Corporation), Prescription Drug PlardaDental Plan will be made available to you andrygpouse Denise
Beck at your expense at the same monthly costiddbgan active Company executive, as that mornthbt is modified for
all active Company executives from time to time.chduly 1, 2006, that amount is $238 per monthu daothorize the
Company to withhold the then-current monthly cdnition from your monthly Retirement Plan benefiginming July 1,
2006 and ending on June 1, 2009. The provisiohexdd additional health care benefits will satibfy Company’s

responsibility under COBRA regulations to providerhionths of COBRA continuation coverage under tbem@any
Executive Medical, Prescription Drug and DentainBI

(b) Beginning July 1, 2009, family medical coverage emitie Company’s non-executive medical and presenrug plan to
the same extent, if any, and in the same forrmyf as it is then being provided to non-executiweesvisory employees of
National Fuel Gas Distribution Corporation, will breade available to you and your spouse Denise Begiur expense |
the same monthly cost as then paid by an activeemenutive supervisory employee of National Fues Gastribution



Corporation, as that monthly cost is modified fliisach employees from time to time. As of Jul\2@06, that amount is
$88 per month. You authorize the Company to withbe thensurrent monthly contribution from your monthly Retnen
Plan benefit beginning July 1, 20(

(c) When you and your spouse Denise Beck each attai®agyou will each enroll in Medicare Parts A @)grovide copies
of your Medicare Cards evidencing such coveradéatiional Fuels Director of Human Resources, and at your own resg
pay the premiums for that coverage, which will bienary over all medical coverage provided by thempany under either
paragraph 8(a), 8(b) or 8(t

10.

11.

(d) If you predecease your spouse Denise Beck, sheleanto continue to receive any medical and pigsen drug insurance
that was in effect for you under paragraph 8(b) &g above at the time of your death, to the sartent, if any, and in the
same form, if any, as it is then being providedao-executive supervisory employees of National Bas Distribution
Corporation, except that her continuing coveragdl &i® on a single life basis, at the same morthbt as then paid by a
single active non-executive supervisory employelational Fuel Gas Distribution Corporation, ag tmanthly cost is
modified for all such employees from time to tiny®u both each hereby authorize the Company to withthe then-
current monthly contribution from any monthly pemsbenefit she continues to receive after yourhds

You are also entitled to various benefits accruedien the Company’s Deferred Compensation Plan, dwoplan, Employee Stock
Ownership Plan, Tax-Deferred Savings Plan for Nateld Employees, 1993 Award and Option Plan, andL88¥ Award and
Option Plan. Payments of benefits under these plahbe available or begin no earlier than theffiday such payments can be m
without triggering the additional taxes which woblel required if such payments were to be deemeférigel compensation” for
purposes of Section 409A of the Internal RevenugeCExcept as provided in the preceding sentehieAgreement is not intended
to modify or waive any of the rights you have untherse benefit programs as an employee who resigostarily effective July 1,
2006, nor to create any new such rig

(&) You and National Fuel agree that 4,000 shares sfrieRted Stock awarded to you pursuant to the 1988rd and Option
Plan, as defined in National Fuel’'s January 310280ard letter to you, are hereby modified so aseti, notwithstanding
your resignation, on July 1, 2006, unless Natidnal terminates these awards as described in @antagi0(b) only fo
conduct or action occurring or first discoveredamy National Fuel officer after the execution astAgreement

(b) National Fuel and you acknowledge and agree thetid®e20 of the National Fuel Gas Company 1993 Alnand Optior
Plans presently gives National Fuel the right tdefib any unexercised, unearned or unpaid Awardkeuthat plan
(including Restricted Stock) if you perform any actengage in any activity which in the opiniortloed Compensation
Committee of the National Fuel Gas Company Boariodctors is inimical to the best interests of iNia&l Fuel or if you
engage in certain competitive activity. NationakFand you further agree that you will be considdrehave engaged in
conduct that constitutes grounds for National Faalxercise its right to forfeit unexercised, umeal or unpaid Awards
under that plan (including Restricted Stock) if ywreach this Agreement or the Contract for ConsglServices among the
parties signed concurrently herewith (“Consulting Contra”).

In consideration for the promises set forth in gaaghs 6, 7, 8 and 10 of this Agreement, you hekgloyvingly and voluntarily
release, unconditionally waive and fore

12.

discharge the Company and Seneca, their succemsmb@@ssigns, heirs, executors and administratbesydbfrom all, and all manner
of action and actions, cause and causes of acsaits, debts, dues, sums of money, accounts, néugabonds, bills, specialties,
covenants, contracts, controversies, agreemermsiges, variances, trespasses, damages, judgraxteists, executions, claims and
demands whatsoever, in law or in equity, basederEmployment Continuation and Noncompetition Agrest, dated December
11, 1998 and entered into among Mr. Beck, SeneddNational Fuel.

In further consideration for the promises set fantparagraphs 6, 7, 8 and 10 of this Agreement,hgreby knowingly and
voluntarily release and unconditionally waive amg @ll demands, claims and causes of action, ofeviea kind or nature, which y:
ever had, now have or which you, your successesig@as, heirs, executors or administrators carl, shemay have for any reason as
of the date you execute this Agreement againsCtrapany or any of the Company’s predecessors, SSG® assigns, executors,
administrators, directors, officers, employees ageints (collectively “Releasees”) regarding youpkryment and its termination,
including, but not limited ta

€)) all demands, claims and causes of action for wdggfits (including benefits based on your 200&&talncentive
Opportunity under the Performance Incentive Progranonuses, severance pay, accrued vacation, ipgegyor back



13.

(b)

(©

(d)

wages, benefits or bonuses other than those gktifothis Agreement or in any benefit plan, pregrar policy of the
Company not specifically referred to in this Agrest

all demands, claims and causes of action under st&ederal civil rights and andiscrimination laws, regulations or orde
including Executive Order 11246, Title VII of thev Rights Act of 1964, the Age Discrimination Employment Act of
1967, the Americans with Disabilities Act of 1999 New York Human Rights Law and the Texas Comigrissn Human
Rights Act;

all demands, claims and causes of action that goyrioyment or its termination violated any allegedtractual
relationship with the Company or was in any wayeasonable, wrongful, or in violation of any Compaicy; and

all demands, claims and causes of action for mgpltgisical or emotional distress or harm, or def@onaelating in any
way to your employment or its terminatic

In conjunction with the provisions of paragraphhE2ein, the Company and you specifically acknowdedigd agree the

(@)
(b)

you do not waive any claim which may arise afterétxecution of this Agreemel
you do not waive any claim with respect to perfoncgby the Company of its obligations under thisesgnent

4

14.

(©

(d)
(€)

(f)

(9)

you do not waive any right of indemnification byantribution from the Company which arises undierrovisions o
paragraph 19 of this Agreement, under the Companylaws or under the corporate laws of New YoriNew Jersey
regarding the relationship between a corporatiahienofficers;.

but for this Agreement, you would not be entitledie benefits set forth in paragraphs 6, 7, 8ldhdf this Agreemen

the Company has advised you to review the Agreenaeut specifically the release contained in pagdytd herein, with
your attorney prior to signing this Agreeme

you were given this Agreement on June 1, 2006 yandunderstand you may review this Agreement fotoupventy-one
(21) days before being required to execute thissdgrent. You and the Company agree that the timeddfar you to
consider this Agreement before signing it will betrestarted if any changes, material or non-nafenie made to the
Agreement after the date you first received it. Yamd the Company also agree that, other than ttreeat pension benefits
provided under the Retirement Plan and the ERPgenefits provided under this Agreement shall beaplyunless and ur
the time periods referenced herein and in paragf@phereof expire and this Agreement becomes téfée:

you may terminate this Agreement and the Consulfiogtract at any time within seven (7) days aftauryexecution of thi
Agreement. These Agreements shall not become eféeantil the time to terminate has expir

As a part of the consideration for the compensatimvided in this Agreement and for the other caregs made by National Fuel in
this Agreement, you agree to the following confidl@ity provisions; provided, however, that you niythose things that are
specifically authorized by the Consulting Contri

(@)

You agree that the contents of this Agreement andidential until made public by National Fuel agjuired by law, and
until then will not be disclosed to any third partyher than your attorney, your wife, tax advidorancial advisor(s), the
Internal Revenue Service, or the tax authorityrof state or locality in which you are, or may hahject to income tax,
unless you are compelled to do so by a court hguingdiction over such matter (in which case yall motify the Compan'
as soon as possible of the activity and cooperdtetive Company in seeking relief from such comjmulsor as may be
necessary in connection with the enforcement af Agjreement. Notwithstanding the previous senteyme may disclose
the provisions of this paragraph 14 and paragraphend 17 hereof to any prospective employer orcdngr person or
entity for whom you propose to provide servic

(b)

Notwithstanding anything to the contrary contaiirethis Agreement, or any other express or impéigteement
arrangement or understanding, the parties andriagdective affiliates, employees, representativesother agents may
disclose to any and all persons the tax structndeaay of the tax aspects of the transaction(shecoplated by this



(©

(d)

(€)

Agreement, which are necessary to describe or suppg United States federal income tax benefis thay result
therefrom or any materials necessary to comply Witited States federal or state securities lawst@purposes of this
provision, “tax structure” is limited to facts rghnt to the U.S. federal income tax treatment eftthnsaction(s) and does
not include information relating to the identitytble parties, their affiliates, agents or advis

You hereby represent that you have returned t€thrapany any and all corporate documents, recordspies of the same,
information or property in your possession of whytlu are aware, except those relating to either gaun employment,
such as payroll stubs and benefits statementguorshareholdings in the Company. You agree tamgtuthe Company al
and all such documents, records, copies, informaditd property which are or become subject to goutrol in the future.
The Company acknowledges receipt from you of ca@odocuments and information you left behind @enGlompany’s
premises. Your performance of the obligations sghfin this paragraph 13(c) is a condition precgde your receipt of an
benefits under paragraphs 6, 7, 8 and 10 of thieément; however, upon a change of control of th@any (within the
meaning of Section 409A of the U.S. Internal Rewe@ode as in effect on the date of this Agreemgot)r performance of
this condition shall no longer be such a condipoecedent, and any subsequent breach by you gfahégraph 14(c) wou
render you subject only to the same remedies tlmep@ay would have for any other material breacthisf Agreement

You shall hold in a fiduciary capacity for the b&nhef National Fuel any and all of the Companyade secrets and
confidential and proprietary information in yourgsession. You shall not, without the prior writtemsent of National Fue
unless compelled pursuant to an order of a cousttmr body having jurisdiction over such mattaerwhich case you will
notify the Company as soon as possible of the iactiwnnd cooperate with the Company in seeking félen such
compulsion), at any time, utilize or communicatelimulge to anyone other than the Company and tbesignated by it,
any of the Compar’s trade secrets and confidential and proprietdforimation.

The prohibition against your use of the Compansdslé secrets and confidential and proprietary mé&dion, other than for
the benefit of National Fuel, includes but is notifed to the exploitation of any products or seed that embody or are
derived from the Compa’s trade secrets or confidential and proprietargrimftion.

(f)

(9)

(h)

(i)

You agree to comply with (i) any and all applicalales and regulations regarding your actions angssions while in
possession of any material nonpublic informatioowtthe Company which you may have at any time;(@pdny and all
confidentiality agreements that the Company entaredwith third parties, of which you were madeasesduring your
employment by the Company, under which the Compmasnised that its Representatives (including yooyld keep
confidential certain information described in thesafidentiality agreement

You represent, warrant and agree that you haveaqriptary or ownership rights or title to any bétCompany’s trade
secrets or confidential and proprietary informatéom no legal right to use, disclose, dissemiratpublish any of the
Company'’s trade secrets or confidential and pragryenformation in any locality. You acknowleddet if you were to
work for or advise any entity in connection witpatential acquisition of or merger with the Compaygu would in the
course of that work inevitably use or disclose safiihe Company’s trade secrets or confidential piagrietary
information.

The Company’s “trade secrets” and “confidential anaprietary information” include, but are not lbed to, any and all
memoranda, software, data bases, computer proghatgisace systems, pricing and client informatithve specific projects
on which you work or worked for the Company as astitant or employee, any information, ideas, aasions, progress of
or regarding such projects, any other informatibtamed in the course of your consultations, adnes and “writings” as
hereinafter defined pertaining to the Company’shods or practices of doing business and marketinggeirvices and
products, whether or not developed or prepareddoyduring the term of your employment with the Camyp As used in
the preceding sentence, the term “writings” shabmand include all works, expressed in words, rarsbr other verbal or
numerical symbols, regardless of the physical mamehich they are embodied, including, but natited, to books,
articles, manuscripts, memoranda, computer prograomputer software systems, maps, charts, diagitactmical
drawings, manuals, video and audio tape recordanys photographs. Notwithstanding the foregoing,Glompany’s trade
secrets and confidential and proprietary infornragball mean only such information or material geerally known to the
public (other than by act of you or your represtéwés in breach of this Agreemer

The parties agree that the inclusion of any confidéty requirement or other restriction in thig#eement or in the
Consulting Contract, or any unsigned draft thersbll not be construed as either (1) an admidbiata written agreement
is necessary to protect the Compantyade secrets and confidential and proprietdorimation, or (2) a waiver of any rigt
the Company may have at common law or otherwitt@sfAgreement does not become or remain effectegarding
protection of the Compa’s trade secrets and confidential and proprietdnrimation.
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15. In order to protect and safeguard the Companydetsecrets and confidential information, you agine¢, during the period
beginning July 1, 2006 and ending June 30, 2

(@) you will not, directly or indirectly and without ¢hprior written consent of National Fuel, engageribe interested in (&
owner, partner, shareholder, employee, direct@nagonsultant or otherwise), any business which‘icompetitor” of the
Company, as hereafter defined, except as othepeigaitted under paragraph 15(c) bel

(b) for purposes of this Agreement, a “competitor”toé Company is any corporation, sole proprietorghgptnership, joint
venture, syndicate, trust or any other form of aigation or parent, subsidiary or division of arfythee foregoing, which,
during such period or the immediately precedingdigear of such entity, was engaged in the exploraproduction,
gathering, processing, transportation, distribytfmurchase, brokering, marketing, or trading ofiretgas, oil, electricity or
other energy products or services which are corniypetio the Company’s products or services, omn @nergy related
project that is competitive to the Company'’s prdduservices or projects, provided that such emtdag engaged in such
competitive business within 50 miles of the geobrajarea in which the Company is engaged in busii

(c) the terms of this paragraph 15 shall not appl

0] your present or future investments in the secgritiecompanies listed on a national securities @xgh or trade
on the over-the-counter market to the extent smebstments do not exceed 2% of the total outstgrshiares of
such company

(i) your engagement in or interest in any business thighprior written consent of National Fuel; thenSulting
Contract constitutes National Fuel’s prior writansent regarding the activities expressly perohitiethe
Consulting Contrac

(iii) Offshore areas outside the Exclusive Project Aasalefined in the Consulting Contract, nor to Cotitgrs’
onshore activities affecting lands and leases aesx of 50 miles from Company’s exploration andipobion
operations

(d) The parties acknowledge and agree that the forggeistrictions contain reasonable limitations athétime, geographical
area, and scope of activity to be restrained aeskethestrictions do not impose any greater restifzém is necessary to
protect the goodwill and other legitimate businessrests of the Compan

8

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

(@) any inquiries by prospective employers or thirdigarwill be handled as per Company policy; thathie dates of your
employment and job title will be the only infornati released by the Compai

(b) the contents of this Agreement are confidentiall amade public by National Fuel as required by lawd until then the
Company shall not disclose the contents of thise&grent to anyone other than the directors, offieargployees and agents
of the Company or its affiliates who need to knowept as required, in the opinion of counsel, tmply with applicable
law, regulation or orde

(c) the Company hereby knowingly and voluntarily reésaand unconditionally waives any and all demacidéns and causes
of action against you, of whatever kind or natuvkich the Company ever had, now has or which itsosuccessors can,
shall or may have for any reason as of the dateeyxeaute this Agreement, except for claims fordrau other intentional
misconduct discovered by the Company’s officersrdfie execution of this Agreement; the Companysdm release or
waive any claim which may arise after the executibthis Agreement; an

(d) the Company shall not publicly or privately disgggg/ou, either personally or professionally; theipa agree that nothing
this paragraph shall be construed to prevent afigeofof the Company or any subsidiary or affiliitem discussing your
performance internally in the ordinary course afibhass

17. In further consideration for the promises set fantthis Agreement, you agree th

€)) you will not publicly or privately disparage the @pany, or any of its subsidiaries, affiliates, dioes, officers or employe
including any aspect of their respective businpssjucts, employees, management or Board of Dirgdito any manner,



including but not limited to in any way which coutthterially adversely affect the business of then@any or such
subsidiaries or affiliates; ar

(b) you will not, directly or indirectly, take any aeti with the intended purpose of interfering witapthging or disrupting tr
assets or business operations or affairs of thepaasnor its subsidiaries or affiliates; without iiimng the foregoing in any
way, it shall be conclusively presumed that youehbreached this subparagraph 17(b) if, withouptier written consent ¢
National Fuel or other than at National F's written request, yo

0] voluntarily participate in any of the following, kbectively referred to as a “Proceeding”: any redse, claim,
litigation, arbitration, mediation or administratiproceeding affecting the revenue, expenses sasskabilities of
the Company other than any claim, litigation, agtion,

9

18.

19.

mediation or administrative proceeding that dogg@late to a rate matter;
(i) voluntarily render any assistance in the prepanatiodevelopment of any position in a Proceedim¢

(iii) submit any shareholder proposal, motion or resmiutd the Company to be discussed or voted updhdy
Company'’s shareholders. You hereby grant the Sagref National Fuel an irrevocable power of ateyrio
withdraw for all purposes any such shareholder gsap

(c) you will not, directly or indirectly and without ¢hprior written consent of National Fuel, work foonsult with, advise ¢
represent (as employee, agent, consultant or otb&xvany business which is a “customer” of the @any, as hereafter
defined, with respect to any matter or activity @thivould tend to reduce the quantity or price ofises or commodities
provided by the Company to that busine

(d) for purposes of this Agreement, a “customer” of @@mpany is any corporation, sole proprietorshgstrership, joint
venture, syndicate, trust or any other form of aigation or parent, subsidiary or division of arfythee foregoing, which,
during such period or the immediately precedingdiyear of such entity, purchased commoditiesdgaw services from
the Company; an

(e) you will not induce or otherwise entice, directlyindirectly, any employee or officer of the Compada leave the Compar
nor shall you attempt to hire any of the Comy’s employees or officer

You waive any and all rights to employment at tleerpany, agree not to knowingly apply for, solisgek or otherwise attempt to
obtain employment with the Company, and furtheeaghat the Company is not or will not be at ametunder any obligation to
employ you. You further agree that if you shoulglggor employment at the Company, the Company hale no obligation to
process your employment application or to hire god that the failure to process your employmentiegipon or to hire you shall

not constitute a violation of any federal, statéogal law, regulation or order. Nothing in this egment shall preclude you, howe'
from soliciting, seeking or otherwise attemptingtmiain consulting work with the Company as an petelent contractor, or from
actually performing consulting services for the Quamy if retained by the Company, it being underdtib@at the Company is not and
will not be under any obligation to engage you asmsultant

National Fuel shall indemnify you to the fullestenxt permitted and in the manner provided by theslaf the State of New Jers
including, without limitation, the indemnificatigmermitted by N.J.S. 14A:3-5(8), against all liaielé (including amounts paid or
incurred in satisfaction of settlements, judgmefitgs and penalties) and expenses (including,outttimitation, attorneys’ fees and
disbursements) imposed up
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or incurred by you in connection with any penditigeatened or completed civil, criminal, administra or arbitrative action, suit or
proceeding (“Proceeding”) in which you may becomeplved by reason of your being or having beerrectior or officer of the
Company, or of serving or having served at the estjaf the Company as a director, officer, truséeeployee or agent of, or in any
other capacity with, another foreign or domestipooation, or any partnership, joint venture, goieprietorship, employee benefit
plan, trust or other enterprise, whether or nopfwfit. During the pendency of any such proceedihg Company shall, to the fullest
extent permitted by law, promptly advance expefisetuding, without limitation, attorneys’ fees adébursements) that are
incurred, from time to time, in connection therdwlty you, subject to the receipt by the Compangrotindertaking of you as
required by law. Unless otherwise required by ayaflie law at that time, this undertaking shallrbéhie form of a writing signed by
you promising to immediately repay the advancedwantwoif it shall ultimately be determined that yane not entitled to
indemnification under this section or under appiledaw at that time. The indemnification providedthis paragraph 19 shall exte
to your estate or personal representa



20.

21.

22.

23.

24,

This Agreement is made subject to approval anfiaation by the Board of Directors of National Fi&hs Company of this
Agreement and the Consulting Contract, to whom sugrkements will be presented and favorably recamder by management ¢
meeting of that Board scheduled for June 8, 2

Any breach of the Consulting Contract shall alsatesidered a breach of this Agreem:

The parties agree that the legal invalidity of angvision of this Agreement shall not make this @gment void or unenforceable,
and that in such case this Agreement shall be rgtso as to preserve as much as possible ohtties) respective interests which
motivated them to execute this Agreement. It is algreed that this Agreement shall be construeceafaiced in accordance with
the laws of the State of New York. The parties agledge that they have mutually negotiated all fmiowns of this Agreement with
the assistance of counsel. The provisions of tigiedment shall be interpreted and construed inrdaoge with their fair meanings,
and not strictly for or against either party, retjess of which party may have drafted this Agregnoemny specific provision:

This Agreement constitutes the final, complete exdusive agreement between Seneca and you regarim employment and its
termination. You do not rely upon any oral promisesigning this Agreement, and the only promises sely on are those set forth
in writing herein. This Agreement may be modifiedamended only by a written instrument signed hye8a, National Fuel and
you.

This Agreement is personal to Mr. Beck and withibet prior written consent of National Fuel shalt he assignable by him other
than by will or the laws of descent and distribati®uring his life Mr. Beck may also make inter @évtransfers of some or all of his
rights under this Agreement to members of his familentities established fi
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25.

their benefit, but Mr. Beck shall remain fully regsible for performance of all his obligations unttés Agreement, and the quant
and nature of all obligations of the Company andeBa under this Agreement shall be interpreteti@sgh such transfer had not
occurred. This Agreement shall inure to the berdéfénd be enforceable by Mr. Beck’s legal représares.

This Agreement shall inure to the benefit of andiveling upon National Fuel, Seneca and their sssmrs,

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

NATIONAL FUEL GAS COMPANY

By: Is/ P. C. Ackerma Date: 6/20/06

P. C. Ackermai
Chief Executive Office

SENECA RESOURCES CORPORATION

By: Is/ P. C. Ackerma Date: 6/20/06

P. C. Ackermat
Chairman

JAMES A. BECK

/s/ James A. Beck Date:6/20/06

DENISE E. BECK
(MRS. JAMES A. BECK)
(only with respect to Paragraph 8)

/s/ Denise E. Bec Date:6/20/06

12



Exhibit 10.5

CONTRACT FOR CONSULTING SERVICES

This Contract sets forth the terms under which James A. Beck (“Beck”), whose address is 4112 Ruskin Street,
Houston, Texas 77005, shall provide offshore geological and geophysical consulting services and other reasonable services that
may be requested by Seneca Resources Corporation (“Seneca”) , a Pennsylvania corporation with an office at 1201 Louisiana
St., Suite 400, Houston, Texas 77002-5604, which is a wholly-owned subsidiary of National Fuel Gas Company (“NFG”), a New
Jersey corporation with an office at 6363 Main Street, Williamsville, NY 14221. Except as otherwise specifically stated, “National
Fuel” means NFG and all its direct and indirect subsidiaries.

1. EFFECTIVE DATE . This Contract shall be effective from and after July 1, 2006 if it has been approved by the
Board of Directors of NFG whether before or after such date,

2. SERVICES AND TERM . For a period of three (3) years beginning on the effective date, Beck shall personally
provide to National Fuel geological and geophysical consulting services, including consultation on well placement,
well design and prospect evaluation, relating to offshore oil and gas exploration and production, and such other
personal services that are reasonably related thereto as requested orally or in writing by Seneca or another NFG
subsidiary. The amount of consulting to be requested and performed will be no more than one thousand (1000)
hours in each consecutive twelve-month period beginning on the effective date nor more than 100 hours in any
calendar month, and Beck shall submit monthly statements to Seneca showing the number of hours of work
performed for Seneca or another NFG subsidiary under this provision 2 and the amount of any expenses and
disbursements to be reimbursed hereunder, all in accordance with the terms of this Contract. In the event Beck
fails or refuses to perform consulting services as reasonably requested by National Fuel (including any failure
because of death or disability), then National Fuel may in its sole discretion terminate this Contract upon thirty
(30) days’ notice to Beck, if he has not cured such failure or refusal within that thirty-day period. Unless and until
such failure or refusal is cured within that thirty-day period, National Fuel shall

not be obligated to make any payment which is payable after notice of termination is given. If this Contract is so
terminated, then:

€)) National Fuel shall not be obligated to make any payments which are payable thereafter, other than for (i)
work performed under provision 4 before the notice of termination was given, and (i) expenses
reasonably incurred under provision 6 before the notice of termination was given; and

(b) the obligations in provisions 11, 13, and 16 shall survive any such termination.

3. ANNUAL FEE . As consideration for such services, Seneca shall pay or cause other subsidiaries of NFG to pay
Beck an annual fee of $200,000, payable in monthly increments of one-twelfth (1/12) of the annual fee.

4. ADDITIONAL FEES . In addition, Seneca or another subsidiary of NFG may request that Beck provide onshore
geological and geophysical consulting services. In the event that Beck has available time and performs such
services, Seneca or another subsidiary of NFG shall pay Beck an additional fee of $200 per hour for each hour of
requested onshore services performed. During periods of such additional services, Beck shall submit monthly
statements to Seneca showing the number of hours of work performed for Seneca or another NFG subsidiary
under this provision 4, the charges therefor, and the amount of any expenses and disbursements to be
reimbursed hereunder, all in accordance with the terms of this Contract.

5. SERVICES FOR OTHER ENTITIES .

@) Subject to provision 2, Beck may perform similar services as provided for hereunder for third parties
relating to areas other than that portion of the Gulf of Mexico identified as the “Exclusive Project Area” on
the plat included as an exhibit in the Consulting Agreement between Seneca and F.F. Foster and
Associates dated as of December 1, 2005, (the “Foster Agreement”). However, until July 1, 2009, Beck
shall not accept employment from, nor provide contract services to, any party if such



employment or services could reasonably be construed to be in competition with NFG or any of its
subsidiaries. Notwithstanding the foregoing, Beck shall not be deemed to be in violation of this Agreement
by providing evaluation and analysis of proposed, ongoing or completed exploration or drilling operations
on onshore property controlled exclusively by others than Seneca or NFG.

(b) In the event that Beck independently generates or acquires rights to sell or farm-out a prospect or a
portion thereof, separate from his work under this Contract, Seneca shall have a first right of refusal to
acquire all or a portion of the prospect or interest to be sold or farmed-out, on terms at least as favorable
as those offered and/or sold to third parties. If Seneca or NFG decline to participate in acquiring a
prospect or interest in a prospect recommended by Beck, either independently or under this contract,
Beck shall be free to sell such prospect or interest to any third party without further obligation hereunder.
However, in the event that such prospect or interest is presented under the Foster Agreement, such sale
or farm-out shall be controlled by the terms of the Foster Agreement.

EXPENSES . In addition to the fees for services rendered, Seneca or another NFG subsidiary shall reimburse
Beck’s out of pocket expenses incurred in connection with performance of services hereunder. Beck shall not
incur expenses in excess of Two Hundred and No/00 Dollars ($200.00) in any day without Seneca’s prior written
approval.

LANDMARK . In order to maximize the efficiency of Beck’s consulting services, Seneca agrees to pay the tuition
and costs of a one (1) week Landmark school in 3D seismic interpretation in Houston, Texas.

COMPUTER . To provide for continuous availability of data related to Beck’s offshore consulting services, Beck
shall be entitled to keep the laptop computer that he is using in his current employment, provided that he purge all
NFG and subsidiaries’ data from that computer that does not relate directly to NFG’s and its subsidiaries’ offshore
operations.

10.

11.

INDEPENDENT CONTRACTOR . It is understood and agreed that, in performing all work hereunder, Beck shall
be an independent contractor, responsible for accomplishing the results contracted for under this Contract, and,
as such, shall control the detail, manner and means of providing consulting services pursuant to this Contract.
Accordingly, Beck shall not be required to work any particular schedule, but shall use his best efforts to meet
Seneca’s deadlines. Further, Beck shall not, within reason, be required to work at any particular location.
However, Seneca shall provide reasonable and sufficient temporary office space and clerical and office services
support when Beck’s presence is required at any of National Fuel’s offices in North America. Neither party shall in
any way represent that it is an employer or employee of the other party. As an independent contractor, Beck is not
authorized to make any contract, agreement, warranty or representation on behalf of Seneca or National Fuel,
unless specifically authorized in writing by the Chief Executive Officer, Chief Operating Officer or President of
NFG to do so.

PROHIBITION AGAINST SUBCONTRACTING . Beck shall not subcontract out any of the work to be performed
by him under this Contract without the prior written consent of Seneca.

INDEMNITY .

€)) Beck will indemnify and hold National Fuel harmless from and against any and all loss, damage, injury,
suits, penalties, costs, liabilities and expenses (including, but not limited to, legal expenses) arising out of
any claim for loss of or damage to property, including property of National Fuel or Beck, liability to, injury
to, or death of any person, including Beck, or an employee of National Fuel or Beck, caused by the
reckless, intentionally tortious or grossly negligent acts or omissions of Beck, or his officers, employees,
subcontractors or other agents, including but not limited to such acts or omissions which fail to comply
with federal, state and local laws, ordinances and regulations, both foreign and domestic, applicable to
services to be performed hereunder and all other applicable local, state and federal laws, ordinances and



regulations, both foreign and domestic. For purposes of this provision 11 only, “National Fuel” shall
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12.

include National Fuel Gas Company and all of its direct and indirect subsidiaries, along with any director,
officer or employee of these entities.

(b) Seneca will indemnify and hold Beck harmless from and against any and all loss, damage, injury, suits,
penalties, costs, liabilities and expenses (including, but not limited to, legal expenses) arising out of any
claim related to the services performed under this Contract for loss of or damage to property, including
property of National Fuel or Beck, liability to, injury to, or death of any person, including Beck, or an
employee of National Fuel or Beck, unless caused by the reckless, grossly negligent or intentionally
tortious acts or omissions of Beck, or his officers, employees, subcontractors or other agents, including
but not limited to such acts or omissions which fail to comply with federal, state and local laws,
ordinances and regulations, both foreign and domestic, applicable to services to be performed hereunder
and all other applicable local, state and federal laws, ordinances and regulations, both foreign and
domestic.

INSURANCE . Seneca shall carry statutory workers’ compensation insurance coverage, commercial general

liability insurance coverage and executive risk insurance coverage in an amount not less than $5,000,000.
Seneca shall have Beck named as additional insured (with the exception of the workers’ compensation policy)
under the above insurance policies in connection with any claims arising out of the services provided under this
Contract. Each insurance policy provided by Seneca shall contain a waiver of the right of subrogation, and the
coverage will be provided (except as otherwise described in the immediately following sentence) on a primary
non-contributing basis and the limits will be exhausted before any other insurance is to apply. The commercial
general liability insurance policy will also contain a severability of interest clause, so that each party shall be
treated separately under that policy. The coverage provided by Seneca will, however, be on a secondary non-
contributing basis excess of any other applicable primary auto insurance policies carried by Beck or his Assignee
(as defined in provision 20) and the limits of any such primary auto insurance will be exhausted before the
coverage provided by Seneca hereunder is to apply.
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13.

Seneca shall maintain this insurance at all times during performance of this Contract.

CONFIDENTIALITY .

€)) In performing his obligations under this Contract, Beck and his employees, officers, members and agents,
if any, shall maintain all information gathered, developed or communicated to Beck by National Fuel or
any of their directors, officers, employees or agents, in connection with the work performed hereunder in
a confidential manner, whether or not identified as a trade secret or as proprietary and confidential by
National Fuel. Beck agrees that Beck and his employees, officers, members and agents, if any, will not
duplicate, distribute, disclose, or otherwise provide such information, or National Fuel's trade secrets or
proprietary and confidential information to anyone without prior written authorization of a Seneca officer.
The obligations created by this paragraph shall survive the termination of this Contract.

(b) National Fuel's “trade secrets” and “confidential and proprietary information” include information and
material concerning National Fuel which is not generally known to the public, including but not limited to,
any and all memoranda, software, data bases, computer programs, interface systems, pricing and client
information, the specific projects on which Beck is working or has worked for National Fuel, any
information, ideas, conclusions, progress of or regarding such projects, any other information obtained in
the course of Beck’'s employment or consultations, and records pertaining to National Fuel's methods or
practices of doing business and marketing its services and products, whether or not developed or
prepared by Beck during the term of his employment with National Fuel or in connection with his providing
consulting service to National Fuel. National Fuel's trade secrets and confidential and proprietary



information also include “writing” or “writings” which shall mean and include all works, expressed in
words, numbers or other verbal or numerical symbols, regardless of the physical manner in which they
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14.

are embodied, including, but not limited to, books, articles, manuscripts, memoranda, computer
programs, computer software systems, maps, charts, diagrams, technical drawings, manuals, video and
audio tape recordings, and photographs, whether or not developed or prepared by Beck during the term
of his employment with National Fuel or in connection with his providing consulting services to National
Fuel. National Fuel's trade secrets and confidential and proprietary information do not include any
information or material which is or becomes generally known to the public (other than by act of Beck or
his representatives in breach of this Contract).

(c) The confidentiality obligation contained in this provision 13 shall continue until the first to occur of the
following:
0] the confidentiality obligation is terminated by written notice from NFG;
(i) one (1) year after termination of Beck’s consulting services under this Contract with respect

to information regarding the Gulf of Mexico offshore and New York;

(iii) two (2) years after termination of Beck’s consulting services under this Contract with respect
to information regarding on shore other than Appalachia; or

(iv) three (3) years after termination of Beck’s consulting services under this Contract with
respect to information regarding Pennsylvania.

BOARD APPROVAL . This Contract is made subject to approval and ratification by the Board of Directors of

National Fuel Gas Company of this Agreement and the Retirement Agreement among the parties which is being
executed concurrently herewith, to whom such agreements will be presented and
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15.

favorably recommended by management at a meeting of that Board scheduled for June 8, 2006.

COMMUNICATIONS . All natices under this Contract shall be in writing and shall be given by hand delivery to the

other party or by registered or certified mail, return receipt requested, postage prepaid, to the appropriate party at
the addresses specified below or at such other addresses as either party shall have furnished to the other in
writing in accordance herewith. However, communications regarding specific wells, prospects, and other day to
day services may be communicated to Barry McMahan or such other party designated by Dave Smith. Notices
and communications shall be effective when actually received by the addressee.

(@) With respect to Beck:

James A. Beck
4112 Ruskin Street
Houston, Texas 77005

(b) With respect to Seneca and NFG:

David F. Smith, Chief Operating Officer
National Fuel Gas Company

6363 Main Street

Williamsville, NY 14221



16.

17.

18.

AUDIT . Seneca shall have the right, upon reasonable notice, to examine and audit all of Beck’s billings and all of
the backup support data for those billings, and all of Beck’s records showing compliance with applicable laws,
rules, regulations and orders related to this Contract. Beck shall make available said information to Seneca, upon
request, at the offices of National Fuel.

SOCIAL SECURITY AND FAIR LABOR STANDARDS . Beck covenants and agrees that he is bound by and will
observe and perform all duties required under the Social Security Act and the United States Fair Labor Standards
Act, and all other applicable local, state, and federal laws, ordinances, and regulations.

EQUAL EMPLOYMENT OPPORTUNITY . The Equal Opportunity clause in Section 202, Paragraphs 1 through 7
of Executive Order 11246, as amended;

19.

20.

and Section 503 of the Rehabilitation Act of 1973, 29 U.S.C. §793, as amended; and Section 402 of the Vietnam
Era Veterans Readjustment Assistance Act of 1974, 38 U.S.C. §84211-12; and the Americans with Disabilities Act
of 1990, 42 U.S.C. 812101, et . seq ., as amended, relating to equal employment opportunity; and the
implementing Rules and Regulations of the Office of Federal Contracts Compliance Programs as set forth in 41
C.F.R. Chapter 60 are incorporated herein by specific reference.

NON-WAIVER . Failure of either party to act or exercise its rights under this Contract upon the breach of any of
the terms hereof by the other party shall not be construed as a waiver of such a breach or prevent said party from
thereafter enforcing strict compliance with any or all of their terms hereof.

NON-ASSIGNABILITY . The obligations of Beck hereunder are personal and cannot be assigned or delegated to
subcontractors or employees except as provided in this provision 20. Beck may assign this Contract to a limited
liability company or other entity wholly owned by Beck (“Assignee”), effective upon notice to Seneca signed by
both Beck and the Assignee, which notice must include:

@) the full legal name, address and state of organization of the Assignee;
(b) evidence of Beck’s sole ownership of the Assignee; and
(c) the Assignee’s commitments that (i) the Assignee assumes all rights and obligations under this Contract,

and (ii) all the Assignee’s services under this Contract must be performed by Beck individually unless
Seneca expressly consents otherwise in writing.

Upon the effective date of such an assignment, Beck shall individually be relieved of all direct obligations under
this Contract, which shall become the direct obligations of the Assignee (although Beck as an officer/employee of
Assignee will continue to comply and help Assighee comply with the confidentiality provisions of provision 13 of
this Contract). Neither Seneca nor

21.

NFG may assign this Contract, other than as part of a merger or the acquisition of Seneca or NFG by an
unrelated third party, without the express written consent of Beck. Said consent shall not be unreasonably
withheld. During his life Beck may also make inter vivos transfers of some or all of his rights under this Contract to
members of his family or entities established for their benefit, but Beck shall remain fully responsible for
performance of all his obligations under this Contract, and the quantity and nature of all obligations of Beck under
this Contract shall be interpreted as though such transfer had not occurred.

GOVERNING LAW . This Contract shall be governed by the laws of the State of Texas without giving effect to the




22.

23.

24,

25.

26.

conflict of laws provisions thereof.

SEVERABILITY . If any clause, sentence, paragraph, provision or other part hereof shall be adjudged by any

court of competent jurisdiction to be invalid, the remainder hereof shall be interpreted so as to achieve as closely
as possible the intent of the parties as originally expressed in this Contract.

CAPTIONS AND HEADINGS . The captions and headings herein are for convenience only and are not to be

construed as a part of this Contract, nor shall the same be construed as defining or limiting in any way the scope
or intent of the provisions hereof.

ENTIRE AGREEMENT . This Contract contains and states the entire agreement of the parties hereto and

supersedes and cancels all prior written and oral agreements and understandings with respect to the subject
matter of this Contract. Any modification to this Contract must be agreed upon in writing and signed by both
parties.

BINDING CONSIDERATION . Beck understands, represents, warrants, and agrees that the consideration

provided under this Contract is in addition to anything of value to which he is entitled.

BINDING AGREEMENT . This Contract is and shall be binding upon and inure to the benefit of the parties hereto

and their respective successors, heirs, executors, administrators and assigns. Beck represents, warrants and
agrees
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27.

28.

29.

30.

that he has read, understands and intends to be bound by this Contract and its recitals, terms, conditions and
representations.

NO BENEFITS . Included in the fees payable under provision 3 hereof is an amount available to Beck for the
payment by Beck for the purchase of life, medical and disability insurance and other National Fuel compensation
benefits that might otherwise be required of National Fuel by law, rule, order or regulation of any governmental
agency or authority if Beck were an employee. However, although compensation has been included for such
benefits, Beck may elect not to purchase such benefits. Beck hereby waives any claims that such benefits should
be furnished by National Fuel.

SAFETY . Beck shall take all necessary and advisable precautions for the safety of persons and property in, on or
about National Fuel’s property as may be required or appropriate by the conditions and progress of the work, and
shall conform with National Fuel's published policies and safety rules.

CROSS-DEFAULT . Any breach of this Contract shall also be considered a breach of the Retirement Agreement
among the parties of even date herewith.

ARBITRATION . ANY DISPUTE, CONTROVERSY, OR CLAIM ARISING OUT OF OR RELATING TO THIS
CONTRACT OR THE BREACH OR VALIDITY THEREOF (“DISPUTE”) SHALL BE REFERRED TO AND
FINALLY SETTLED BY FINAL AND BINDING ARBITRATION IN HOUSTON, TEXAS. THE TERM “CONTRACT”
INCLUDES THE CONTRACT ITSELF AND ALL EXHIBITS AND ATTACHMENTS. THE PARTIES AGREE TO
APPLY TEXAS LAW, BUT IGNORE ANY CONFLICTS OF LAW THAT WOULD REFER TO THE LAW OF
ANOTHER JURISDICTION. UPON THE REQUEST OF ANY PARTY, WHETHER MADE BEFORE OR AFTER
THE INSTITUTION OF ANY LEGAL PROCEEDINGS, ANY DISPUTE SHALL BE RESOLVED BY BINDING
ARBITRATION BY THREE ARBITRATORS. THE PARTIES AGREE TO USE THE COMMERCIAL
ARBITRATION RULES OF THE AMERICAN ARBITRATION ASSOCIATION AND, TO THE MAXIMUM EXTENT
POSSIBLE, THE FEDERAL ARBITRATION ACT (TITLE 9 OF THE UNITED STATES
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CODE). IF THE FEDERAL ARBITRATION ACT DOES NOT APPLY, THE PARTIES SELECT THE
ARBITRATION LAW OF THE STATE HAVING THE MOST SIGNIFICANT CONTACTS WITH THE DISPUTE AS
DETERMINED BY THE ARBITRATORS. THE TRANSACTIONS CONTEMPLATED BY THIS CONTRACT ARE
TRANSACTIONS INVOLVING OR RELATED TO COMMERCE. IN ANY ARBITRATION, EACH PARTY SHALL
DESIGNATE ONE ARBITRATOR WITHIN TEN (10) DAYS AFTER ONE PARTY PROVIDES THE OTHER WITH
WRITTEN NOTICE OF AN INTENTION TO ARBITRATE AND THOSE TWO ARBITRATORS SHALL SELECT A
THIRD, BUT, IF THEY CANNOT AGREE, THE ADMINISTRATOR OF THE AMERICAN ARBITRATION
ASSOCIATION SHALL APPOINT THE THIRD ARBITRATOR AND, SHOULD ANY PARTY FAIL TO APPOINT
AN ARBITRATOR, THEN SUCH ADMINISTRATOR SHALL DO SO. THE ARBITRATORS SHALL BASE THEIR
DECISION ON THE APPLICABLE LAW, INCLUDING ANY LAWS RELATED TO STATUTES OF LIMITATION.
THE ARBITRATORS SHALL NOT HAVE THE AUTHORITY TO AWARD, AND THE TRIBUNAL SHALL NOT
AWARD, ANY DAMAGES OR COMPENSATION FOR PUNITIVE OR EXEMPLARY DAMAGES. THE
ARBITRATORS SHALL HAVE NO AUTHORITY TO AWARD, AND THE TRIBUNAL SHALL NOT AWARD, ANY
ATTORNEY’S FEES, EXPERT WITNESS, OR OTHER SUCH FEES OR COSTS.

IN WITNESS WHEREOF, the parties have executed this Contract.

National Fuel Gas Company Seneca Resources Corporation
/sl James A. Beck By: /s/ P. C. Ackerman By: /s/ P. C. Ackerman
James A. Beck P. C. Ackerman P. C. Ackerman
Chief Executive Officer Chairman
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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

June 30, 2006 2005
$154,435 $153,515
77,744 92,978
(697) (697)
diaries (3) 511 796
es 5,101 1,990
72,757 73,244
4,424 9,069
(1,118) (1,066)
Construction 309 201
2,994 3,554
$316,460 $333,584
$72,757 $73,244
4,424 9,069
(1,118) (1,066)
n
309 201
2,994 3,554
$79,366 $85,002
3.99 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: August 4, 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: August 4, 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-CXHie quarter ended June 30, 2006 (the “Reportly fu
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 4th dayugiat, 2006.
/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 providdiet€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
Impairment of Oil and Gas Producing Pr

Operating Income

Other Income (Expense):

Income from Unconsolidated Subsidiarie
Impairment of Investment in Partnershi
Other Income

Interest Expense on Long-

Other Interest Expense

Income Tax Expense

Income from Continuing Operations

Income (Loss) from Discontinued Operations

Net Income Available for Common Stock

Earnings Per Common Share:

Basic
Income from Continuing Operations
Income (Loss) from Discontinued Operat

Net Income Available for Common Stock
Diluted

Income from Continuing Operations

Income (Loss) from Discontinued Operat

Net Income Available for Common Stock

Weighted Average Common Shares Outstanding:

Used in Basic Calculation

Term Debt

Income from Continuing Operations Before Income Tax

NATIONAL FUEL GAS

CONSOLIDATED STATEMENTS OF INCOM

(UNAUDITED)

Twelve Months Ended
June 30

2006

$ 2,304,253

on
operties

2,011,696 1,5

2}

es

$ 185,335

200
(Thousands of Dollars)

$19

1,270,268 9

427,789 3
69,672
181,596 1
62,371

ions

ions

84,205,652

83,1

7



Used in Diluted Calculation 86,063,076 84,5




