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UNITED STATES

SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

FORM 10-Q

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

For the quarterly period ended December 31, 2009

OR
O TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES
EXCHANGE ACT OF 1934
For the transition period from to

Commission File Number 1-3880

NATIONAL FUEL GAS COMPANY

(Exact name of registrant as specified in its charter)

New Jersey 13-1086010
(State or other jurisdiction of (I.LR.S. Employer
incorporation or organization) Identification No.)

6363 Main Street
Williamsville, New York 14221

(Address of principal executive offices) (Zip Code)

(716) 857-7000
(Registrant’s telephone number, including area code)

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the Securities
Exchange Act of 1934 during the preceding 12 months and (2) has been subject to such filing requirements for the past 90 days.
YESM NOO

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if any, every
Interactive Data File required to be submitted and posted pursuant to Rule 405 of Regulation S-T (8232.405 of this chapter) during
the preceding 12 months (or for such shorter period that the registrant was required to submit and post such files). YES O NO O

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

Large Accelerated Filer @ Accelerated Filer O Non-Accelerated Filer O Smaller Reporting Company O
(Do not check if a smaller reporting company)

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act). YES O NO M

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

Common stock, $1 par value, outstanding at January 31, 2010: 81,109,235 shares.
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GLOSSARY OF TERMS

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

National Fuel Gas Companies

Company

Distribution Corporation

Empire

ESNE
Highland
Horizon
Horizon LFG
Horizon Power

Midstream Corporation

Model City
National Fuel

NFR

Registrant

Seneca

Seneca Energy
Supply Corporation

Regulatory Agencies

EPA
FASB
FERC
NYDEC
NYPSC
PaPUC
SEC

Other

2009 Form 10-K
Bbl

Bcf

Board foot

Btu

Capital expenditure

Degree day

Derivative

Development costs
Dth

Exchange Act

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

National Fuel Gas Distribution Corporation

Empire Pipeline, Inc.

Energy Systems North East, LLC

Highland Forest Resources, Inc.

Horizon Energy Development, Inc.

Horizon LFG, Inc.

Horizon Power, Inc.

National Fuel Gas Midstream Corporation

Model City Energy, LLC

National Fuel Gas Company

National Fuel Resources, Inc.

National Fuel Gas Company

Seneca Resources Corporation

Seneca Energy I, LLC

National Fuel Gas Supply Corporation

United States Environmental Protection Agency

Financial Accounting Standards Board

Federal Energy Regulatory Commission

New York State Department of Environmental Conservation
State of New York Public Service Commission
Pennsylvania Public Utility Commission

Securities and Exchange Commission

The Company’s Annual Report on Form 10-K for the year ended September 30, 2009

Barrel (of oil)

Billion cubic feet (of natural gas)

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

British thermal unit; the amount of heat needed to raise the temperature of one pound of
water one degree Fahrenheit.

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

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

A financial instrument or other contract, the terms of which include an underlying variable
(a price, interest rate, index rate, exchange rate, or other variable) and a notional
amount (number of units, barrels, cubic feet, etc.). The terms also permit for the
instrument or contract to be settled net and no initial net investment is required to enter
into the financial instrument or contract. Examples include futures contracts, options, no
cost collars and swaps.

Costs incurred to obtain access to proved reserves and to provide facilities for extracting,
treating, gathering and storing the oil and gas.

Decatherm; one Dth of natural gas has a heating value of 1,000,000 British thermal units,
approximately equal to the heating value of 1 Mcf of natural gas.

Securities Exchange Act of 1934, as amended
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GLOSSARY OF TERMS (Cont.)

Expenditures for long-lived assets Includes capital expenditures, stock acquisitions and/or investments in partnerships.

Exploration costs

Firm transportation and/or storage

GAAP
Goodwill

Hedging
Hub

Interruptible transportation
and/or storage

LIBOR
LIFO
Mbbl
Mcf
MD&A
MDth
MMBtu
MMcf
NGA

NYMEX

Open Season

Proved developed reserves

Proved undeveloped reserves

Reserves

Restructuring

S&P
SAR
Stock acquisitions
Unbundled service

VEBA

Costs incurred in identifying areas that may warrant examination, as well as costs incurred
in examining specific areas, including drilling exploratory wells.

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

Accounting principles generally accepted in the United States of America

An intangible asset representing the difference between the fair value of a company and
the price at which a company is purchased.

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

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

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

London Interbank Offered Rate

Last-in, first-out

Thousand barrels (of oil)

Thousand cubic feet (of natural gas)

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

Thousand decatherms (of natural gas)

Million British thermal units

Million cubic feet (of natural gas)

The Natural Gas Act of 1938, as amended; the federal law regulating interstate natural gas
pipeline and storage companies, among other things, codified beginning at 15 U.S.C.
Section 717.

New York Mercantile Exchange. An exchange which maintains a futures market for crude
oil and natural gas.

A bidding procedure used by pipelines to allocate firm transportation or storage capacity
among prospective shippers, in which all bids submitted during a defined time period are
evaluated as if they had been submitted simultaneously.

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

Reserves that are expected to be recovered from new wells on undrilled acreage, or from
existing wells where a relatively major expenditure is required to make these reserves
productive.

The unproduced but recoverable oil and/or gas in place in a formation which has been
proven by production.

Generally referring to partial “deregulation” of the pipeline and/or utility industry by statutory
or regulatory process. Restructuring of federally regulated natural gas pipelines resulted
in the separation (or “unbundling”) of gas commodity service from transportation service
for wholesale and large-volume retail markets. State restructuring programs attempt to
extend the same process to retail mass markets.

Standard & Poor’s Rating Service

Stock-settled stock appreciation right

Investments in corporations.

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

Voluntary Employees’ Beneficiary Association
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GLOSSARY OF TERMS (Concl.)

WNC Weather normalization clause; a clause in utility rates which adjusts customer rates to
allow a utility to recover its normal operating costs calculated at normal temperatures.
If temperatures during the measured period are warmer than normal, customer rates
are adjusted upward in order to recover projected operating costs. If temperatures
during the measured period are colder than normal, customer rates are adjusted
downward so that only the projected operating costs will be recovered.

-
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e The Company has nothing to report under this item.

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

This Form 10-Q contains “forward-looking statements” within the meaning of Section 21E of the Securities Exchange Act of
1934. Forward-looking statements should be read with the cautionary statements and important factors included in this Form 10-Q
at ltem 2 — MDG&A, under the heading “Safe Harbor for Forward-Looking Statements.” Forward-looking statements are all
statements other than statements of historical fact, including, without limitation, statements regarding future prospects, plans,
objectives, goals, projections, strategies, future events or performance and underlying assumptions, capital structure, anticipated
capital expenditures, completion of construction and other projects, projections for pension and other post-retirement benefit
obligations, impacts of the adoption of nhew accounting rules, and possible outcomes of litigation or regulatory proceedings, as well
as statements that are identified by the use of the words “anticipates,” “estimates,” “expects, plans,”
“predicts,” “projects,” “believes,” “seeks,” “will,” “may,” and similar expressions.

” o« ” HNTH

forecasts,” “intends,

” o«
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Part I. Financial Information

Iltem 1. Financial Statements

National Fuel Gas Company
Consolidated Statements of Income and Earnings
Reinvested in the Business

(Unaudited)

Three Months Ended
December 31,

(Thousands of Dollars, Except Per Common Share Amounts) 2009 2008
INCOME
Operating Revenues $ 457,011 $ 607,163
Operating Expenses
Purchased Gas 172,787 328,733
Operation and Maintenance 94,497 100,887
Property, Franchise and Other Taxes 18,659 18,762
Depreciation, Depletion and Amortization 44,955 42,342
Impairment of Oil and Gas Producing Properties — 182,811
330,898 673,535
Operating Income (Loss) 126,113 (66,372)
Other Income (Expense):
Income from Unconsolidated Subsidiaries 401 1,118
Impairment of Investment in Partnership — (1,804)
Interest Income 1,154 1,892
Other Income 356 4,880
Interest Expense on Long-Term Debt (22,063) (18,056)
Other Interest Expense (1,384) 375
Income (Loss) Before Income Taxes 104,577 (77,967)
Income Tax Expense (Benefit) 40,078 (35,289)
Net Income (Loss) Available for Common Stock 64,499 (42,678)
EARNINGS REINVESTED IN THE BUSINESS
Balance at October 1 948,293 953,799
1,012,792 911,121
Adoption of Authoritative Guidance for Defined Benefit Pension and Other Post-Retirement
Plans — (804)
Dividends on Common Stock (2009 - $0.335; 2008 - $0.325) (27,129) (25,841)
Balance at December 31 $ 985663 $ 884,476
Earnings Per Common Share:
Basic:
Net Income (Loss) Available for Common Stock $ 0.80 $ (0.54)
Diluted:
Net Income (Loss) Available for Common Stock $ 0.78 $ (0.53)
Weighted Average Common Shares Outstanding:
Used in Basic Calculation 80,612,303 79,289,005
Used in Diluted Calculation 82,172,649 80,167,893

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

National Fuel Gas Company
Consolidated Balance Sheets

(Unaudited)
December 31, September 30,
2009 2009
(Thousands of Dollars)
ASSETS
Property, Plant and Equipment $5,245,0560  $ 5,183,527
Less — Accumulated Depreciation, Depletion and Amortization 2,078,625 2,051,482
3,166,425 3,132,045
Current Assets
Cash and Temporary Cash Investments 404,401 408,053
Cash Held in Escrow 2,000 2,000
Hedging Collateral Deposits 1,092 848
Receivables — Net of Allowance for Uncollectible Accounts of $42,955 and $38,334,

Respectively 176,202 144,466
Unbilled Utility Revenue 55,012 18,884
Gas Stored Underground 49,042 55,862
Materials and Supplies — at average cost 28,501 24,520
Other Current Assets 64,052 68,474
Deferred Income Taxes 48,621 53,863

828,923 776,970

Other Assets
Recoverable Future Taxes 138,435 138,435
Unamortized Debt Expense 14,249 14,815
Other Regulatory Assets 522,669 530,913
Deferred Charges 3,507 2,737
Other Investments 77,692 78,503
Investments in Unconsolidated Subsidiaries 14,728 16,257
Goodwill 5,476 5,476
Intangible Assets 21,087 21,536
Fair Value of Derivative Financial Instruments 19,791 44,817
Other 4,719 6,625
822,353 860,114
Total Assets $4,817,701  $ 4,769,129

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

National Fuel Gas Company

Consolidated Balance Sheets

(Unaudited)
December 31, September 30,
(Thousands of Dollars) 2009 2009
CAPITALIZATION AND LIABILITIES
Capitalization:
Comprehensive Shareholders ' Equity
Common Stock, $1 Par Value Authorized — 200,000,000 Shares; Issued And Outstanding —
80,981,933 Shares And 80,499,915 Shares, Respectively $ 80,982 $ 80,500
Paid in Capital 620,601 602,839
Earnings Reinvested in the Business 985,663 948,293
Total Common Shareholder Equity Before Items of Other Comprehensive Loss 1,687,246 1,631,632
Accumulated Other Comprehensive Loss (52,702) (42,396)
Total Comprehensive Shareholders ' Equity 1,634,544 1,589,236
Long -Term Debt, Net of Current Portion 1,049,000 1,249,000
Total Capitalization 2,683,544 2,838,236
Current and Accrued Liabilities
Notes Payable to Banks and Commercial Paper — —
Current Portion of Long-Term Debt 200,000 —
Accounts Payable 108,404 90,723
Amounts Payable to Customers 94,468 105,778
Dividends Payable 27,129 26,967
Interest Payable on Long-Term Debt 17,203 32,031
Customer Advances 30,653 24,555
Customer Security Deposits 19,565 17,430
Other Accruals and Current Liabilities 19,451 18,875
Fair Value of Derivative Financial Instruments — 2,148
516,873 318,507
Deferred Credits
Deferred Income Taxes 670,989 663,876
Taxes Refundable to Customers 67,050 67,046
Unamortized Investment Tax Credit 3,814 3,989
Cost of Removal Regulatory Liability 120,797 105,546
Other Regulatory Liabilities 116,035 120,229
Pension and Other Post-Retirement Liabilities 401,737 415,888
Asset Retirement Obligations 91,538 91,373
Other Deferred Credits 145,324 144,439
1,617,284 1,612,386
Commitments and Contingencies — —
Total Capitalization and Liabilities $4,817,701  $4,769,129

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

National Fuel Gas Company

Consolidated Statements of Cash Flows

(Unaudited)

Three Months Ended
December 31,

(Thousands of Dollars) 2009 2008
OPERATING ACTIVITIES
Net Income (Loss) Available for Common Stock $ 64,499 $(42,678)
Adjustments to Reconcile Net Income (Loss) to Net Cash Provided by Operating Activities:
Impairment of Oil and Gas Producing Properties — 182,811
Depreciation, Depletion and Amortization 44,955 42,342
Deferred Income Taxes 21,092 (69,626)
Income from Unconsolidated Subsidiaries, Net of Cash Distributions 1,599 1,032
Impairment of Investment in Partnership — 1,804
Excess Tax Benefits Associated with Stock-Based Compensation Awards (13,437) (5,927)
Other 7,958 6,628
Change in:
Hedging Collateral Deposits (244) (3,742)
Receivables and Unbilled Utility Revenue (67,882) (98,914)
Gas Stored Underground and Materials and Supplies 2,839 20,971
Unrecovered Purchased Gas Costs — 10,992
Prepayments and Other Current Assets 17,859 14,958
Accounts Payable 11,408 3,705
Amounts Payable to Customers (11,310) 1,962
Customer Advances 6,098 (2,924)
Customer Security Deposits 2,135 1,354
Other Accruals and Current Liabilities (13,536) 29,053
Other Assets 16,967 12,560
Other Liabilities (22,667) (6,217)
Net Cash Provided by Operating Activities 68,333 100,144
INVESTING ACTIVITIES
Capital Expenditures (62,135) (84,268)
Investment in Partnership (70) —
Other (247) (632)
Net Cash Used in Investing Activities (62,452) (84,900)
FINANCING ACTIVITIES
Change in Notes Payable to Banks and Commercial Paper — 66,000
Excess Tax Benefits Associated with Stock-Based Compensation Awards 13,437 5,927
Dividends Paid on Common Stock (26,967) (25,714)
Net Proceeds from Issuance of Common Stock 3,997 6,989
Net Cash Provided by (Used in) Financing Activities (9,533) 53,202
Net Increase (Decrease) in Cash and Temporary Cash  Investments (3,652) 68,446
Cash and Temporary Cash Investments at October 1 408,053 68,239
Cash and Temporary Cash Investments at December 31 $404,401 $136,685

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

National Fuel Gas Company
Consolidated Statements of Comprehensive Income

(Unaudited)

Three Months Ended
December 31,

(Thousands of Dollars) 2009 2008
Net Income (Loss) Available for Common Stock $ 64,499 $ (42,678)
Other Comprehensive Income (Loss), Before Tax:

Foreign Currency Translation Adjustment 17 8

Unrealized Loss on Securities Available for Sale Arising During the Period (713) (10,032)

Unrealized Gain (Loss) on Derivative Financial Instruments Arising During the Period (4,853) 118,880

Reclassification Adjustment for Realized Gains on Derivative Financial Instruments in Net

Income (12,052) (28,792)

Other Comprehensive Income (Loss), Before Tax (17,601) 80,064
Income Tax Benefit Related to Unrealized Loss on Securities Available for Sale Arising During the

Period (271) (3,791)
Income Tax Expense (Benefit) Related to Unrealized Gain (Loss) on Derivative Financial

Instruments Arising During the Period (2,062) 48,128
Reclassification Adjustment for Income Tax Expense on Realized Gains from Derivative Financial

Instruments In Net Income (4,962) (11,411)
Income Taxes — Net (7,295) 32,926
Other Comprehensive Income (Loss) (10,306) 47,138
Comprehensive Income $ 54,193 $ 4,460

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

National Fuel Gas Company
Notes to Condensed Consolidated Financial Statements

(Unaudited)

Note 1 — Summary of Significant Accounting Policies

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

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

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

Earnings for Interim Periods. The Company, in its opinion, has included all adjustments that are necessary for a fair statement
of the results of operations for the reported periods. The consolidated financial statements and notes thereto, included herein,
should be read in conjunction with the financial statements and notes for the years ended September 30, 2009, 2008 and 2007
that are included in the Company’s 2009 Form 10-K. The consolidated financial statements for the year ended September 30,
2010 will be audited by the Company'’s independent registered public accounting firm after the end of the fiscal year.

The earnings for the three months ended December 31, 2009 should not be taken as a prediction of earnings for the entire
fiscal year ending September 30, 2010. Most of the business of the Utility and Energy Marketing segments is seasonal in nature
and is influenced by weather conditions. Due to the seasonal nature of the heating business in the Utility and Energy Marketing
segments, earnings during the winter months normally represent a substantial part of the earnings that those segments are
expected to achieve for the entire fiscal year. The Company’s business segments are discussed more fully in Note 7 — Business
Segment Information.

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

At December 31, 2009, the Company accrued $15.4 million of capital expenditures in the Exploration and Production segment,
the majority of which was in the Appalachian region. This amount was excluded from the Consolidated Statement of Cash Flows
at December 31, 2009 since it represented a non-cash investing activity at that date.

At September 30, 2009, the Company accrued $9.1 million of capital expenditures in the Exploration and Production segment,
the majority of which was in the Appalachian region. The Company also accrued $0.7 million of capital expenditures in the All
Other category related to the construction of the Midstream Covington Gathering System. These amounts were excluded from the
Consolidated Statement of Cash Flows at September 30, 2009 since they represented non-cash investing activities at that date.
These capital expenditures were paid during the quarter ended December 31, 2009 and have been included in the Consolidated
Statement of Cash Flows at December 31, 2009.

At December 31, 2008, the Company accrued $51.7 million of capital expenditures in the Exploration and Production segment,
the majority of which was for lease acquisitions in the Appalachian region. This amount was excluded from the Consolidated
Statement of Cash Flows at December 31, 2008 since it represented a non-cash investing activity at that date.
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At September 30, 2008, the Company accrued $16.8 million of capital expenditures related to the construction of the Empire
Connector project. This amount was excluded from the Consolidated Statement of Cash Flows at September 30, 2008 since it
represented a non-cash investing activity at that date. These capital expenditures were paid during the quarter ended
December 31, 2008 and have been included in the Consolidated Statement of Cash Flows at December 31, 2008.

Hedging Collateral Deposits.  This is an account title for cash held in margin accounts funded by the Company to serve as
collateral for open hedging positions. At December 31, 2009, the Company had hedging collateral deposits of $0.2 million related
to its exchange-traded futures contracts and $0.9 million related to its over-the-counter crude oil swap agreements. It is the
Company’s policy to not offset hedging collateral deposits paid or received against the derivative financial instruments liability or
asset balances.

Cash Held in Escrow. On July 20, 2009, the Company’s wholly-owned subsidiary in the Exploration and Production segment,
Seneca, acquired lvanhoe Energy’s United States oil and gas operations for approximately $39.2 million in cash (including cash
acquired of $4.3 million). The cash acquired at acquisition includes $2 million held in escrow at December 31, 2009 and
September 30, 2009. Seneca placed this amount in escrow as part of the purchase price, and in accordance with the purchase
agreement, this amount will remain in escrow for one year from the closing of the transaction provided there are no pending
disputes or actions regarding obligations and liabilities required to be satisfied or discharged by Ivanhoe Energy. If no disputes
occur, this cash will be released to lvanhoe Energy.

Gas Stored Underground — Current.  In the Utility segment, gas stored underground — current is carried at lower of cost or
market, on a LIFO method. Gas stored underground — current normally declines during the first and second quarters of the year
and is replenished during the third and fourth quarters. In the Utility segment, the current cost of replacing gas withdrawn from
storage is recorded in the Consolidated Statements of Income and a reserve for gas replacement is recorded in the Consolidated
Balance Sheets under the caption “Other Accruals and Current Liabilities.” Such reserve, which amounted to $8.9 million at
December 31, 2009, is reduced to zero by September 30 of each year as the inventory is replenished.

Property, Plant and Equipment.  In the Company’s Exploration and Production segment, oil and gas property acquisition,
exploration and development costs are capitalized under the full cost method of accounting. Under this methodology, all costs
associated with property acquisition, exploration and development activities are capitalized, including internal costs directly
identified with acquisition, exploration and development activities. The internal costs that are capitalized do not include any costs
related to production, general corporate overhead, or similar activities. The Company does not recognize any gain or loss on the
sale or other disposition of oil and gas properties unless the gain or loss would significantly alter the relationship between
capitalized costs and proved reserves of oil and gas attributable to a cost center.

Capitalized costs include costs related to unproved properties, which are excluded from amortization until proved reserves are
found or it is determined that the unproved properties are impaired. All costs related to unproved properties are reviewed quarterly
to determine if impairment has occurred. The amount of any impairment is transferred to the pool of capitalized costs being
amortized.

Capitalized costs are subject to the SEC full cost ceiling test. The ceiling test, which is performed each quarter, determines a
limit, or ceiling, on the amount of property acquisition, exploration and development costs that can be capitalized. The ceiling
under this test represents (a) the present value of estimated future net cash flows, excluding future cash outflows associated with
settling asset retirement obligations that have been accrued on the balance sheet, using a discount factor of 10%, which is
computed by applying current market prices of oil and gas (as adjusted for hedging) to estimated future production of proved oll
and gas reserves as of the date of the latest balance sheet, less estimated future expenditures, plus (b) the cost of unevaluated
properties not being depleted, less (c) income tax effects related to the differences between the book and tax basis of the
properties. If capitalized costs, net of accumulated depreciation, depletion and amortization and related deferred income taxes,
exceed the ceiling at the end of any quarter, a permanent impairment is required to be charged to earnings in that quarter. The
Company’s capitalized costs exceeded the full cost ceiling for the Company’s oil and gas
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properties at December 31, 2008. As such, the Company recognized a pre-tax impairment of $182.8 million at December 31,
2008. Deferred income taxes of $74.6 million were recorded associated with this impairment. At December 31, 2009, the
Company'’s capitalized costs were below the full cost ceiling for the Company’s oil and gas properties. As such, an impairment
charge was not required at December 31, 2009.

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

At December 31, 2009 At September 30, 2009

Funded Status of the Pension and Other Post-Retirement Benefit Plans $ (63,802) $ (63,802)
Cumulative Foreign Currency Translation Adjustment (87) (104)
Net Unrealized Gain on Derivative Financial Instruments 8,610 18,491
Net Unrealized Gain on Securities Available for Sale 2,577 3,019
Accumulated Other Comprehensive Loss $ (52,702) $ (42,396)

Earnings Per Common Share. Basic earnings per common share is computed by dividing net income available for common
stock by the weighted average number of common shares outstanding for the period. Diluted earnings per common share reflect
the potential dilution that could occur if securities or other contracts to issue common stock were exercised or converted into
common stock. For purposes of determining diluted earnings per common share, the only potentially dilutive securities the
Company has outstanding are stock options and stock-settled SARs. The diluted weighted average shares outstanding shown on
the Consolidated Statement of Income reflects the potential dilution as a result of these stock options and stock-settled SARs as
determined using the Treasury Stock Method. Stock options and stock-settled SARs that are antidilutive are excluded from the
calculation of diluted earnings per common share. For the quarter ended December 31, 2009, there were no stock options and
24,000 stock-settled SARs excluded as being antidilutive. For the quarter ended December 31, 2008, there were 765,000 stock
options and 365,000 stock-settled SARs excluded as being antidilutive.

New Authoritative Accounting and Financial Reportin g Guidance. In September 2006, the FASB issued authoritative
guidance for using fair value to measure assets and liabilities. This guidance serves to clarify the extent to which companies
measure assets and liabilities at fair value, the information used to measure fair value, and the effect that fair-value measurements
have on earnings. This guidance is to be applied whenever assets or liabilities are to be measured at fair value. On October 1,
2008, the Company adopted this guidance for financial assets and financial liabilities that are recognized or disclosed at fair value
on a recurring basis. The FASB'’s authoritative guidance for using fair value to measure nonfinancial assets and nonfinancial
liabilities on a nonrecurring basis became effective during the quarter ended December 31, 2009. The Company’s nonfinancial
assets and nonfinancial liabilities were not impacted by this guidance during the quarter ended December 31, 2009. The
Company has identified Goodwill as being the major nonfinancial asset that may be impacted by the adoption of this guidance.
The impact of this guidance will be known when the Company performs its annual test for goodwill impairment at the end of the
fiscal year; however, at this time, it is not expected to be material. The Company has identified Asset Retirement Obligations as a
nonfinancial liability that may be impacted by the adoption of the guidance. The impact of this guidance will be known when the
Company recognizes new asset retirement obligations. However, at this time, the Company believes the impact of the guidance
will be immaterial.
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In December 2007, the FASB revised authoritative guidance that significantly changes the accounting for business
combinations in a number of areas including the treatment of contingent consideration, contingencies, acquisition costs, in
process research and development and restructuring costs. In addition, under this guidance, changes in deferred tax asset
valuation allowances and acquired income tax uncertainties in a business combination after the measurement period will impact
income tax expense. This authoritative guidance became effective for the Company as of October 1, 2009. The Company will
apply this guidance to future business combinations.

In December 2007, the FASB issued authoritative guidance that changes the accounting and reporting for minority interests,
which will be recharacterized as noncontrolling interests (NCI) and classified as a component of equity. This new consolidation
method significantly changed the accounting for transactions with minority interest holders. This authoritative guidance became
effective for the Company as of October 1, 2009. This guidance currently does not have an impact on the Company’s
consolidated financial statements.

In June 2008, the FASB issued authoritative guidance concerning whether certain instruments granted in share-based
payment transactions are participating securities. This guidance specified that unvested share-based payment awards that
contain nonforfeitable rights to dividends are participating securities and shall be included in the computation of earnings per
share pursuant to the “two-class” method. The “two class” method allocates undistributed earnings between common shares and
participating securities. The Company adopted this guidance during the first quarter of fiscal 2010 and determined that its
participating securities (restricted stock awards) have an immaterial impact on the Company’s earnings per share calculation.
Therefore, the Company has not presented its earnings per share pursuant to the “two class” method.

On December 31, 2008, the SEC issued a final rule on Modernization of Oil and Gas Reporting. The final rule modifies the
SEC'’s reporting and disclosure rules for oil and gas reserves and aligns the full cost accounting rules with the revised disclosures.
The most notable changes of the final rule include the replacement of the single day period-end pricing to value oil and gas
reserves to a 12-month average of the first day of the month price for each month within the reporting period. The final rule also
permits voluntary disclosure of probable and possible reserves, a disclosure previously prohibited by SEC rules. Additionally, on
January 6, 2010, the FASB amended the oil and gas accounting standards to conform to the SEC final rule on Modernization of
Oil and Gas Reporting. The revised reporting and disclosure requirements are effective for the Company’s Form 10-K for the
period ended September 30, 2010. Early adoption is not permitted. The Company is currently evaluating the impact that adoption
of these rules will have on its consolidated financial statements and MD&A disclosures.

In March 2009, the FASB issued authoritative guidance that expands the disclosures required in an employer’s financial
statements about pension and other post-retirement benefit plan assets. The additional disclosures include more details on how
investment allocation decisions are made, the plan’s investment policies and strategies, the major categories of plan assets, the
inputs and valuation techniques used to measure the fair value of plan assets, the effect of fair value measurements using
significant unobservable inputs on changes in plan assets for the period, and disclosure regarding significant concentrations of
risk within plan assets. The additional disclosure requirements are required for the Company’s Form 10-K for the period ended
September 30, 2010. The Company is currently evaluating the impact that adoption of this authoritative guidance will have on its
consolidated financial statement disclosures.

In June 2009, the FASB issued amended authoritative guidance to improve and clarify financial reporting requirements by
companies involved with variable interest entities. The new guidance requires a company to perform an analysis to determine
whether the company’s variable interest or interests give it a controlling financial interest in a variable interest entity. The analysis
also assists in identifying the primary beneficiary of a variable interest entity. This authoritative guidance is effective as of the
Company'’s first quarter of fiscal 2011. The Company is currently evaluating the impact that adoption of this authoritative guidance
will have on its consolidated financial statements.
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Note 2 — Fair Value Measurements

The FASB authoritative guidance regarding fair value measurements establishes a fair-value hierarchy and prioritizes the
inputs used in valuation techniques that measure fair value. Those inputs are prioritized into three levels. Level 1 inputs are
unadjusted quoted prices in active markets for assets or liabilities that the Company has the ability to access at the measurement
date. Level 2 inputs are inputs other than quoted prices included within Level 1 that are observable for the asset or liability, either
directly or indirectly at the measurement date. Level 3 inputs are unobservable inputs for the asset or liability at the measurement
date. The Company’s assessment of the significance of a particular input to the fair value measurement requires judgment, and
may affect the valuation of fair value assets and liabilities and their placement within the fair value hierarchy levels.

The following tables set forth, by level within the fair value hierarchy, the Company'’s financial assets and liabilities (as
applicable) that were accounted for at fair value on a recurring basis as of December 31, 2009 and September 30, 2009. Financial
assets and liabilities are classified in their entirety based on the lowest level of input that is significant to the fair value
measurement.

Recurring Fair Value Measures At fair value as of December 31, 2009
(Dollars in thousands) Level 1 Level 2 Level 3 Total
Assets:
Cash Equivalents $385,813 $ — $ — $385,813
Derivative Financial Instruments 2,625 17,315 (149) 19,791
Other Investments 23,809 — — 23,809
Hedging Collateral Deposits 1,092 — — 1,092
Total $413,339 $17,315 $ (149) $430,505
Recurring Fair Value Measures At fair value as of September 30, 2009
(Dollars in thousands) Level 1 Level 2 Level 3 Total
Assets:
Cash Equivalents $390,462 $  — $ — $390,462
Derivative Financial Instruments 5,312 12,536 26,969 44,817
Other Investments 24,276 — — 24,276
Hedging Collateral Deposits 848 — — 848
Total $420,898 $12,536 $26,969 $460,403
Liabilities:
Derivative Financial Instruments $ — $ 2,148 $ — $ 2,148
Total $ = $ 2,148 $ = $ 2,148

Cash Equivalents

The cash equivalents reported in Level 1 consist of SEC registered money market mutual funds.

Derivative Financial Instruments

At December 31, 2009, the derivative financial instruments reported in Level 1 consist of NYMEX futures contracts used in the
Company’s Energy Marketing and Pipeline and Storage segments (at September 30, 2009, the derivative financial instruments
reported in Level 1 consist of NYMEX futures used in the Company’s Energy Marketing segment). Hedging collateral deposits of
$0.2 million associated with these futures contracts have been reported in Level 1 as well. The derivative financial instruments
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reported in Level 2 consist of natural gas and some of the crude oil swap agreements used in the Company’s Exploration and
Production segment and natural gas swap agreements used in the Energy Marketing segment at December 31, 2009 (at
September 30, 2009, the derivative financial instruments reported in Level 2 consist of natural gas swap agreements used in the
Company’s Exploration and Production and Energy Marketing segments). The fair value of these swap agreements is based on
an internal model that uses observable inputs. At December 31, 2009, the derivative financial instruments reported in Level 3
consist of a majority of the Exploration and Production segment’s crude oil swap agreements (at September 30, 2009, all of the
Exploration and Production segment’s crude oil swap agreements were reported as Level 3). The fair value of the crude oil swap
agreements is based on an internal model that uses both observable and unobservable inputs. Based on an assessment of the
counterparties’ credit risk, the fair market value of the price swap agreements reported as Level 2 and 3 assets have been
reduced by $0.2 million and $0.9 million at December 31, 2009 and September 30, 2009, respectively. The fair market value of
the price swap agreements reported as Level 2 liabilities at September 30, 2009 has been reduced by less than $0.1 million
based on an assessment of the Company’s credit risk. These credit reserves were determined by applying default probabilities to
the anticipated cash flows that the Company is either expecting from its counterparties or expecting to pay to its counterparties.

At December 31, 2009, $0.9 million in hedging collateral deposits reported in Level 1 are associated with the Level 3 derivative
financial instruments used by the Exploration and Production segment. The Company’s internal model may yield a different fair
value than the fair value determined by the Company’s counterparties. The Company’s requirement to post hedging collateral
deposits is based on the fair value determined by the Company’s counterparties.

Other Investments

The other investments reported in Level 1 consist of publicly traded equity securities and a publicly traded balanced equity
mutual fund.

The tables listed below provide reconciliations of the beginning and ending net balances for assets and liabilities measured at
fair value and classified as Level 3 for the quarters ended December 31, 2009 and 2008, respectively.

Fair Value Measurements Using Unobservable Inputs (Level 3)

Total Gains/Losses — Realized and Unrealized
Included in Other Transfer

October 1, Included in Comprehensive In/Out of December 31,
(Dollars in thousands) 2009 Earnings Income Level 3 2009
Assets:
Derivative Financial Instruments $26,969 $ (3,135) @ $ (23983) $ — $ (149)
Total $26,969 $  (3,135) $ (23983 $ — $ (149)

@ Amounts are reported in Operating Revenues in the Consolidated Statement of Income for the three months ended
December 31, 2009.
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Fair Value Measurements Using Unobservable Inputs (Level 3)

Total Gains/Losses —
Realized and Unrealized

October 1, Included in Included in Other
(Dollars in thousands) 2008 Earnings Comprehensive Income Transfer In/Out of Level 3 December 31, 2008
Assets:
Derivative Financial Instruments $ 7110 $ (3,716) D $ 79,636 $ — $ 83,030
Total $ 7,110 $ (3,716) $ 79,636 $ — $ 83,030
Liabilities:
Derivative Financial Instruments $ (777) $(12,104) O $ 12,881 $ — $ —
Total $ (777) $(12,104) $ 12,881 $ —$ —

@ Amounts are reported in Operating Revenues in the Consolidated Statement of Income for the three months ended
December 31, 2008.

Note 3 — Financial Instruments

Long-Term Debt. The fair market value of the Company’s debt, as presented in the table below, was determined using a
discounted cash flow model, which incorporates the Company’s credit risk in determining the yield, and subsequently, the fair
market value of the debt. Based on these criteria, the fair market value of long-term debt, including current portion, was as follows:

December 31, 2009 September 30, 2009
Carrying Carrying
Amount Fair Value Amount Fair Value
Long-Term Debt $1,249,000  $1,345,127  $1,249,000  $1,347,368

Other Investments. Investments in life insurance are stated at their cash surrender values or net present value as discussed
below. Investments in an equity mutual fund and the stock of an insurance company (marketable equity securities), as discussed
below, are stated at fair value based on quoted market prices.

Other investments include cash surrender values of insurance contracts (net present value in the case of split-dollar collateral
assignment arrangements) and marketable equity securities. The values of the insurance contracts amounted to $53.9 million at
December 31, 2009 and $54.2 million at September 30, 2009. The fair value of the equity mutual fund was $16.4 million at
December 31, 2009 and $15.8 million at September 30, 2009. The gross unrealized loss on this equity mutual fund was
$0.7 million at December 31, 2009 and $1.0 million at September 30, 2009. Management does not consider this investment to be
other than temporarily impaired. The fair value of the stock of an insurance company was $7.2 million at December 31, 2009 and
$8.3 million at September 30, 2009. The gross unrealized gain on this stock was $4.8 million at December 31, 2009 and
$5.9 million at September 30, 2009. The insurance contracts and marketable equity securities are primarily informal funding
mechanisms for various benefit obligations the Company has to certain employees.

Derivative Financial Instruments

The Company is exposed to certain risks relating to its ongoing business operations. The primary risk managed by using
derivative instruments is commaodity price risk in the Exploration and Production, Energy Marketing and Pipeline and Storage
segments. The Company enters into futures contracts and over-the-counter swap agreements for natural gas and crude oil to
manage the price risk associated with forecasted sales of gas and oil. The Company also enters into futures contracts and swaps
to manage the
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risk associated with forecasted gas purchases, storage of gas, and withdrawal of gas from storage to meet customer demand. The
duration of the Company’s hedges do not typically exceed 3 years and the majority of the positions settle within one year.

The Company has presented its net derivative assets and liabilities on its Consolidated Balance Sheets at December 31, 2009
and September 30, 2009 as shown in the table below.

Fair Values of Derivative Instruments
(Dollar Amounts in Thousands)

Asset Derivatives Liability Derivatives
Derivatives
Designated as Consolidated Consolidated
Hedging Balance Sheet Balance Sheet
Instruments Location Fair Value Location Fair Value
Commaodity Contracts
— at December 31, Fair Value of Derivative Fair Value of Derivative
2009 Financial Instruments $19,791 Financial Instruments $ —
Commaodity Contracts
— at September 30, Fair Value of Derivative Fair Value of Derivative
2009 Financial Instruments $44,817 Financial Instruments $2,148

The following table discloses the fair value of derivative contracts on a gross-contract basis as opposed to the net-contract
basis presentation on the Consolidated Balance Sheets at December 31, 2009 and September 30, 2009.

Derivatives Fair Values of Derivative Instruments
Designated as (Dollar Amounts in Thousands)
Hedging Gross Asset Derivatives Gross Liability Derivatives
Instruments Fair Value Fair Value
Commodity Contracts — at December 31, 2009 $ 61,465 $ 41,674
Commodity Contracts — at September 30, 2009 $ 63,601 $ 20,932

Cash Flow Hedges

For derivative instruments that are designated and qualify as a cash flow hedge, the effective portion of the gain or loss on the
derivative is reported as a component of other comprehensive income (loss) and reclassified into earnings in the same period or
periods during which the hedged transaction affects earnings. Gains and losses on the derivative representing either hedge
ineffectiveness or hedge components excluded from the assessment of effectiveness are recognized in current earnings.

As of December 31, 2009, the Company’s Exploration and Production segment had the following commodity derivative
contracts (swaps) outstanding to hedge forecasted sales (where the Company uses short positions (i.e. positions that pay-off in
the event of commaodity price decline) to mitigate the risk of decreasing revenues and earnings):
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Commodity Units
Natural Gas 33.0 Bcf (all short positions)
Crude Oill 2,665,000 Bbls (all short positions)

As of December 31, 2009, the Company’s Energy Marketing segment had the following commodity derivative contracts
(futures contracts and swaps) outstanding to hedge forecasted sales (where the Company uses short positions to mitigate the risk
associated with natural gas price decreases and its impact on decreasing revenues and earnings) and purchases (where the
Company uses long positions (i.e. positions that pay-off in the event of commodity price increases) to mitigate the risk of
increasing natural gas prices, which would lead to increased purchased gas expense and decreased earnings):

Commodity Units
Natural Gas 4.1 Bcf (3.7 Bcf short positions (forecasted storage withdrawals) and 0.4 Bcf long positions (forecasted

storage injections))

As of December 31, 2009, the Company’s Pipeline and Storage segment have the following commaodity derivative contracts
(futures contracts) outstanding to hedge forecasted sales (where the Company uses short positions to mitigate the risk associated
with natural gas price decreases and its impact on decreasing revenues and earnings):

Commodity Units
Natural Gas 0.3 Bcf (all short positions)

As of December 31, 2009, the Company’s Exploration and Production segment had $16.3 million ($9.6 million after tax) of
gains included in the accumulated other comprehensive loss balance. It is expected that $17.7 million ($10.4 million after tax) of
these gains will be reclassified into the Consolidated Statement of Income within the next 12 months as the sales of the underlying
commodities are expected to occur. See Note 1, under Accumulated Other Comprehensive Loss, for the after-tax gain pertaining
to derivative financial instruments (Net Unrealized Gain on Derivative Financial Instruments in Note 1 includes the Exploration and
Production, Energy Marketing and Pipeline and Storage segments).

As of December 31, 2009, the Company’s Energy Marketing segment had $1.7 million ($1.0 million after tax) of losses included
in the accumulated other comprehensive loss balance. It is expected that $1.8 million ($1.1 million after tax) of these losses will be
reclassified into the Consolidated Statement of Income within the next 12 months as the sales and purchases of the underlying
commodities occur. See Note 1, under Accumulated Other Comprehensive Loss, for the after-tax gain pertaining to derivative
financial instruments (Net Unrealized Gain on Derivative Financial Instruments in Note 1 includes the Exploration and Production,
Energy Marketing and Pipeline and Storage segments).

As of December 31, 2009, the Company’s Pipeline and Storage segment had less than $0.1 million of gains included in the
accumulated other comprehensive loss balance. It is expected that the full amount will be reclassified into the Consolidated
Statement of Income within the next 12 months as the sales with underlying commodities are expected to occur. See Note 1,
under Accumulated Other Comprehensive Loss, for the after-tax gain pertaining to derivative financial instruments (Net Unrealized
Gain on Derivative Financial Instruments in Note 1 includes the Exploration and Production, Energy Marketing and Pipeline and
Storage segments).
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The Effect of Derivative Financial Instruments on t
Three Months Ended December 31, 2009 (Dollar Amount

he Statement of Financial Performance for the

s in Thousands)

Amount of
Derivative Gain or
(Loss) Recognized

in Other
Comprehensive
Income (Loss) on
the Consolidated
Statement of
Comprehensive
Income (Effective
Portion) for the
Three Months Ended
December 31, 2009

Derivatives in Cash
Flow Hedging
Relationships

Location of
Derivative Gain or
(Loss) Reclassified
from Accumulated
Other Comprehensive
Income (Loss) on
the Consolidated
Balance Sheet into
the Consolidated
Statement of Income
(Effective Portion)

Amount of
Derivative Gain or
(Loss) Reclassified
from Accumulated
Other Comprehensive
Income (Loss) on
the Consolidated
Balance Sheet into
the Consolidated
Statement of Income
(Effective Portion)
for the Three
Months Ended
December 31, 2009

Location of
Derivative Gain or
(Loss) Recognized
in the Consolidated

Statement of Income
(Ineffective
Portion and Amount
Excluded from
Effectiveness
Testing)

Derivative Gain or
(Loss) Recognized
in the Consolidated

Statement of Income
(Ineffective
Portion and Amount
Excluded from
Effectiveness Testing)
for the Three Months

Ended
December 31, 2009

Commodity Contracts —
Exploration & Production

segment $ (7,910)
Commodity Contracts —

Energy Marketing

segment $ 3,024
Commodity Contracts —

Pipeline & Storage

segment $ 33

Total 3$ (4,853)

Fair value hedges

Operating Revenue

Purchased Gas

Operating Revenue

$ 12,040
$ 23
$ (11)
$ 12,052

Operating Revenue

Operating Revenue

Operating Revenue

The Company’s Energy Marketing segment utilizes fair value hedges to mitigate risk associated with fixed price sales
commitments, fixed price purchase commitments, and commitments related to the injection and withdrawal of storage gas. In

order to hedge fixed price sales commitments, the Company enters into long positions to mitigate the risk that after the Company
enters into fixed price sales agreements with its customers, the price of natural gas increases (thereby passing up the opportunity
for higher operating revenue). With fixed price purchase commitments, the Company enters into short positions to mitigate the risk
that after the Company locks into fixed price purchase deals with its suppliers, the price of natural gas decreases (thereby passing
up the opportunity for lower purchased gas expense). Fair value hedges related to the injection and withdrawal of storage gas
impact purchased gas expense. As of December 31, 2009, the Company’s Energy Marketing segment had fair value hedges
covering approximately 9.3 Bcf (7.6 Bcf of fixed price sales commitments (all long positions), 1.1 Bcf of fixed price purchase
commitments (all short positions), and 0.6 Bcf of commitments related to the withdrawal of storage gas (all short positions)). For
derivative instruments that are designated and qualify as a fair value hedge, the gain or loss on the derivative as well as the
offsetting gain or loss on the hedged item attributable to the hedged risk completely offset each other in current earnings, as
shown below.

Consolidated

Statement of Income Gain/(Loss) on Commitment

Gain/(Loss) on Derivative

$ 609,000
$ (629,000)

$ (609,000)

Operating Revenues
$ 629,000

Purchased Gas
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Amount of Derivative Gain or (Loss)
Recognized in the Consolidated

Location of Derivative Gain Statement of Income
or (Loss) Recognized in the for the Three Months Ended
Derivatives in Consolidated Statement of December 31, 2009
Fair Value Hedging Relationships Income (In thousands)
Commaodity Contracts — Energy Marketing segment @) Operating Revenues $ 609
Commodity Contracts — Energy Marketing segment @ Purchased Gas $ (685)
Commaodity Contracts — Energy Marketing segment () Purchased Gas $ 56
$ (20)
@ Represents hedging of fixed price sales commitments of natural gas.
@ Represents hedging of fixed price purchase commitments of natural gas.
® Represents hedging of storage withdrawal commitments of natural gas.

The Company may be exposed to credit risk on any of the derivative financial instruments that are in a gain position. Credit risk
relates to the risk of loss that the Company would incur as a result of nonperformance by counterparties pursuant to the terms of
their contractual obligations. To mitigate such credit risk, management performs a credit check, and then on a quarterly basis
monitors counterparty credit exposure. The majority of the Company’s counterparties are financial institutions and energy traders.
The Company has over-the-counter swap positions with ten counterparties. On average, the Company has $1.7 million of credit
exposure per counterparty. The Company had not received any collateral from the counterparties at December 31, 2009 since the
Company’s gain position on such derivative financial instruments had not exceeded the established thresholds at which the
counterparties would be required to post collateral.

As of December 31, 2009, eight of the ten counterparties to the Company’s outstanding derivative instrument contracts
(specifically the over-the-counter swaps) had a common credit-risk-related contingency feature. In the event the Company’s credit
rating increases or falls below a certain threshold (the lower of the S&P or Moody’s Debt Rating), the available credit extended to
the Company would either increase or decrease. A decline in the Company’s credit rating, in and of itself, would not cause the
Company to be required to increase the level of its hedging collateral deposits (in the form of cash deposits, letters of credit or
treasury debt instruments). If the Company’s outstanding derivative instrument contracts were in a liability position and the
Company’s credit rating declined, then additional hedging collateral deposits would be required. At December 31, 2009, the fair
market value of the derivative financial instrument assets related to these eight counterparties was $14.2 million according to the
Company’s internal model (discussed in Note 2 — Fair Value Measurements). The Company’s internal model may yield a different
fair value than the fair value determined by the Company’s counterparties. The Company’s requirement to post hedging collateral
deposits is based on the fair value determined by the Company’s counterparties. For its over-the-counter crude oil swap
agreements, the Company was required to pay $0.9 million in hedging collateral deposits at December 31, 2009. This is
discussed in Note 1 under Hedging Collateral Deposits.

For its exchange traded futures contracts, which are in an asset position, the Company had paid $0.2 million in hedging
collateral as of December 31, 2009. As these are exchange traded futures contracts, there are no specific credit-risk related
contingency features. The Company posts hedging collateral based on open positions (i.e. those positions that have been settled
for cash) and margin requirements. This is discussed in Note 1 under Hedging Collateral Deposits.
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Note 4 — Income Taxes

The components of federal and state income taxes included in the Consolidated Statement of Income are as follows (in

thousands):

Current Income Taxes
Federal
State

Deferred Income Taxes
Federal
State

Deferred Investment Tax Credit
Total Income Taxes

Presented as Follows:
Other Income
Income Tax Expense (Benefit)

Total Income Taxes

Three Months Ended
December 31,

2009 2008
$15,070 $ 26,518
3,916 7,819
17,335 (54,055)
3,757 (15,571)
40,078 (35,289)
(174) (174)
$39,904 $(35,463)
$ (174) $  (174)
40,078 (35,289)
$39,904 $(35,463)

Total income taxes as reported differ from the amounts that were computed by applying the federal income tax rate to income

(loss) before income taxes. The following is a reconciliation of this difference (in thousands):

Income (Loss) Before Income Taxes

Income Tax Expense (Benefit), Computed at Federal Statutory Rate of 35%

Increase (Reduction) in Taxes Resulting From:

State Income Taxes
Miscellaneous

Total Income Taxes
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Significant components of the Company’s deferred tax liabilities and assets were as follows (in thousands):

At December 31, 2009 At September 30, 2009

Deferred Tax Liabilities:

Property, Plant and Equipment $ 745,363 $ 733,581

Pension and Other Post-Retirement Benefit Costs 182,807 178,440

Other 45,627 54,977
Total Deferred Tax Liabilities 973,797 966,998
Deferred Tax Assets:

Pension and Other Post-Retirement Benefit Costs (211,143) (212,299)

Other (140,286) (144,686)
Total Deferred Tax Assets (351,429) (356,985)
Total Net Deferred Income Taxes $ 622,368 $ 610,013
Presented as Follows:
Net Deferred Tax Liability/(Asset) — Current $ (48,621) $ (53,863)
Net Deferred Tax Liability — Non-Current 670,989 663,876
Total Net Deferred Income Taxes $ 622,368 $ 610,013

As of September 30, 2009, the Company recorded a deferred tax asset relating to a federal net operating loss carryover of
$25.1 million, of which $24.7 million remains at December 31, 2009. This carryover, which is available as a result of an
acquisition, expires in varying amounts between 2023 and 2029. Although this loss carryover is subject to certain annual
limitations, no valuation allowance was recorded because of management’s determination that the amount will be fully utilized
during the carryforward period.

Regulatory liabilities representing the reduction of previously recorded deferred income taxes associated with rate-regulated
activities that are expected to be refundable to customers amounted to $67.1 million and $67.0 million at December 31, 2009 and
September 30, 2009, respectively. Also, regulatory assets representing future amounts collectible from customers, corresponding
to additional deferred income taxes not previously recorded because of prior ratemaking practices, amounted to $138.4 million at
December 31, 2009 and September 30, 2009.

The Company files federal and various state income tax returns. The Internal Revenue Service (IRS) is currently conducting an
examination of the Company for fiscal 2009 in accordance with the Compliance Assurance Process (“CAP”). The CAP audit
employs a real time review of the Company’s books and tax records by the IRS that is intended to permit issue resolution prior to
the filing of the tax return. While the federal statute of limitations remains open for fiscal 2006 and later years, IRS examinations
for fiscal 2008 and prior years have been completed and the Company believes such years are effectively settled.

The Company is also subject to various routine state income tax examinations. The Company’s operating subsidiaries mainly
operate in four states which have statutes of limitations that generally expire between three to four years from the date of filing of
the income tax return.
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Note 5 — Capitalization

Common Stock. During the three months ended December 31, 2009, the Company issued 728,523 original issue shares of
common stock as a result of stock option exercises. The Company also issued 3,200 original issue shares of common stock to the
eight non-employee directors of the Company who receive compensation under the Company’s Retainer Policy for Non-Employee
Directors, as partial consideration for the directors’ services during the three months ended December 31, 2009. Holders of stock
options or restricted stock will often tender shares of common stock to the Company for payment of option exercise prices and/or
applicable withholding taxes. During the three months ended December 31, 2009, 249,705 shares of common stock were
tendered to the Company for such purposes. The Company considers all shares tendered as cancelled shares restored to the
status of authorized but unissued shares, in accordance with New Jersey law.

Current Portion of Long-Term Debt.  Current Portion of Long-Term Debt at December 31, 2009 consists of $200 million of
7.50% medium-term notes that mature in November 2010.

Note 6 — Commitments and Contingencies

Environmental Matters. The Company is subject to various federal, state and local laws and regulations relating to the protection
of the environment. The Company has established procedures for the ongoing evaluation of its operations to identify potential
environmental exposures and to comply with regulatory policies and procedures. It is the Company’s policy to accrue estimated
environmental clean-up costs (investigation and remediation) when such amounts can reasonably be estimated and it is probable
that the Company will be required to incur such costs.

The Company has agreed with the NYDEC to remediate a former manufactured gas plant site located in New York. The
Company has received approval from the NYDEC of a Remedial Design work plan for this site and has recorded an estimated
minimum liability for remediation of this site of $15.2 million.

At December 31, 2009, the Company has estimated its remaining clean-up costs related to former manufactured gas plant
sites and third party waste disposal sites (including the former manufactured gas plant site discussed above) will be in the range
of $18.1 million to $22.3 million. The minimum estimated liability of $18.1 million, which includes the $15.2 million discussed
above, has been recorded on the Consolidated Balance Sheet at December 31, 2009. The Company expects to recover its
environmental clean-up costs from a combination of rate recovery and deferred insurance proceeds that are currently recorded as
a regulatory liability on the Consolidated Balance Sheet.

The Company is currently not aware of any material additional exposure to environmental liabilities. However, changes in
environmental regulations, new information or other factors could adversely impact the Company.

Other. The Company is involved in other litigation and regulatory matters arising in the normal course of business. These other
matters may include, for example, negligence claims and tax, regulatory or other governmental audits, inspections, investigations
and other proceedings. These matters may involve state and federal taxes, safety, compliance with regulations, rate base, cost of
service and purchased gas cost issues, among other things. While these normal-course matters could have a material effect on
earnings and cash flows in the quarterly and annual period in which they are resolved, they are not expected to change materially
the Company'’s present liquidity position, or have a material adverse effect on the financial condition of the Company.
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Note 7 — Business Segment Information

The Company has four reportable segments: Utility, Pipeline and Storage, Exploration and Production and Energy Marketing.
The division of the Company’s operations into the reported segments is based upon a combination of factors including differences
in products and services, regulatory environment and geographic factors.

The data presented in the tables below reflect the reported segments and reconciliations to consolidated amounts. As stated in
the 2009 Form 10-K, the Company evaluates segment performance based on income before discontinued operations,
extraordinary items and cumulative effects of changes in accounting (when applicable). When these items are not applicable, the
Company evaluates performance based on net income. There have been no changes in the basis of segmentation nor in the
basis of measuring segment profit or loss from those used in the Company’s 2009 Form 10-K. There have been no material
changes in the amount of assets for any operating segment from the amounts disclosed in the 2009 Form 10-K.

Quarter Ended December 31, 2009 (Thousands)

Exploration Total Corporate and
Pipeline and and Energy Reportable Intersegment Total
Utility Storage Production Marketing Segments  All Other Eliminations Consolidated
Revenue from External
Customers $232,404  $34,504 $106,351 $71,736 $444,995 $11,805 $ 211 $457,011
Intersegment Revenues $ 4,514  $20,257 $ — 3 — $24771 3 — $(24,771) $ —

Segment Profit:
Net Income (Loss) $ 23,013  $10,354 $ 29,779 $ 1,092 $ 64,238 $ 1,166 $ (905) $ 64,499

Quarter Ended December 31, 2008 (Thousands)

Exploration Total Corporate and
Pipeline and and Energy Reportable Intersegment Total
Utility Storage Production  Marketing Segments  All Other Eliminations Consolidated

Revenue from External

Customers $349,637  $35,267 $ 96,712 $115,007 $596,623 $10,325 $ 215 $607,163
Intersegment

Revenues $ 4,553 $20,837 $ — $ — $ 25,390 $ 2,322 $(27,712) $ —
Segment Profit:
Net Income (Loss) $ 22,088 $17,176 $(83,557) $ 599 $(43,694) $ (868) $ 1,884 $(42,678)
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Note 8 — Intangible Assets

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

At September 30,
At December 31, 2009 2009
Gross Net Net
Carrying Accumulated Carrying Carrying
Amount Amortization Amount Amount
Intangible Assets Subject to Amortization:
Long-Term Transportation Contracts $ 4,701 $ (2,729) $ 1,972 $ 2,071
Long-Term Gas Purchase Contracts 31,864 (12,749) 19,115 19,465

$36,565  $ (15,478)

$21,087 $ 21,536

Aggregate Amortization Expense:

(Thousands)
Three Months Ended December 31, 2009 $ 449
Three Months Ended December 31, 2008 $ 554

The gross carrying amount of intangible assets subject to amortization at December 31, 2009 remained unchanged from
September 30, 2009. The only activity with regard to intangible assets subject to amortization was amortization expense as shown
in the table above. Amortization expense for the long-term transportation contracts is estimated to be $0.3 million for the
remainder of 2010 and $0.4 million annually for 2011, 2012, 2013 and 2014. Amortization expense for the long-term gas purchase
contracts is estimated to be $1.1 million for the remainder of 2010 and $1.4 million annually for 2011, 2012, 2013 and 2014.

Note 9 — Retirement Plan and Other Post-Retirement  Benefits

Components of Net Periodic Benefit Cost (in thousands):

Retirement Plan

Other Post-Retirement Benefits

Three months ended December 31, 2009 2008 2009 2008
Service Cost $ 3,249 $ 2,728 $ 1,075 $ 950
Interest Cost 11,077 11,709 6,254 6,875
Expected Return on Plan Assets (14,585) (14,489) (6,584) (7,904)
Amortization of Prior Service Cost 164 183 (427) (268)
Amortization of Transition Amount — — 135 566
Amortization of Losses 5,410 1,419 6,470 2,318
Net Amortization and Deferral For Regulatory Purposes (Including

Volumetric Adjustments) @) (42) 3,240 (100) 4,339
Net Periodic Benefit Cost $ 5,273 $ 4,790 $ 6,823 $ 6,876

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

and lower throughput of natural gas in the summer months.
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Prior to the adoption of authoritative guidance related to accounting for defined benefit pension and other postretirement plans,
the Company used June 30th as the measurement date for financial reporting purposes. In 2009, in accordance with the current
authoritative guidance for defined benefit pension and other postretirement plans, the Company began measuring the Plan’s
assets and liabilities for its pension and other post-retirement benefit plans as of September 30th, its fiscal year end. In making
this change and as permitted by the current authoritative guidance, the Company recorded fifteen months of pension and post-
retirement benefits expense during fiscal 2009. As allowed by the authoritative guidance, these costs were calculated using
June 30, 2008 measurement date data. Three of those months pertained to the period of July 1, 2008 to September 30, 2008. The
pension and other post-retirement benefit costs for that period amounted to $3.8 million and were recorded by the Company
during the quarter ended December 31, 2008 as a $3.4 million increase to Other Regulatory Assets in the Company’s Utility and
Pipeline and Storage segments and a $0.4 million ($0.2 million after tax) adjustment to earnings reinvested in the business. In
addition, for the Company’s non-qualified benefit plan, benefit costs of $1.3 million were recorded by the Company during the
quarter ended December 31, 2008 as a $0.4 million increase to Other Regulatory Assets in the Company’s Utility segment and a
$0.9 million ($0.6 million after tax) adjustment to earnings reinvested in the business.

Employer Contributions.  During the three months ended December 31, 2009, the Company contributed $20.2 million to its tax-
qualified, noncontributory defined-benefit retirement plan (Retirement Plan) and $6.2 million to its VEBA trusts and 401(h)
accounts for its other post-retirement benefits. In the remainder of 2010, the Company does not expect to contribute to the
Retirement Plan. It is likely that the Company will have to fund larger amounts to the Retirement Plan subsequent to fiscal 2010 in
order to be in compliance with the Pension Protection Act of 2006. In the remainder of 2010, the Company expects to contribute in
the range of $19.0 million to $20.0 million to its VEBA trusts and 401(h) accounts.

Note 10 — Subsequent Events

In accordance with the authoritative guidance for subsequent events, the Company has evaluated subsequent events through
February 5, 2010, which represents the filing date of this Form 10-Q with the SEC, in order to ensure that this Form 10-Q includes
appropriate disclosure of events both recognized in the financial statements as of December 31, 2009, and events which occurred
subsequent to December 31, 2009 but were not recognized in the financial statements. As of February 5, 2010, there were no
subsequent events which required recognition or disclosure.
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OVERVIEW

The Company is a diversified energy company consisting of four reportable business segments. For the quarter ended
December 31, 2009 compared to the quarter ended December 31, 2008, the Company experienced an increase in earnings of
$107.2 million, primarily due to higher earnings in the Exploration and Production segment. During the quarter ended
December 31, 2008, the Company recorded an impairment charge of $182.8 million ($108.2 million after tax) that did not recur
during the quarter ended December 31, 2009. In the Company’s Exploration and Production segment, oil and gas property
acquisition, exploration and development costs are capitalized under the full cost method of accounting. Such costs are subject to
a quarterly ceiling test prescribed by SEC Regulation S-X Rule 4-10 that determines a limit, or ceiling, on the amount of property
acquisition, exploration and development costs that can be capitalized. At December 31, 2008, due to significant declines in crude
oil and natural gas commaodity prices, the book value of the Company’s oil and gas properties exceeded the ceiling, resulting in
the impairment charge mentioned above. For further discussion of the ceiling test results at December 31, 2009 and a sensitivity
analysis to changes in crude oil and natural gas commodity prices, refer to the Critical Accounting Estimates section below. For
further discussion of the Company’s earnings, refer to the Results of Operations section below.

From a capital resources and liquidity perspective, the Company spent $67.7 million on capital expenditures during the three
months ended December 31, 2009, with approximately 70% being spent in the Exploration and Production segment.
Approximately 82% of the Exploration and Production segment capital expenditures were spent in the Appalachian region, where
the Company continues to emphasize the development of its acreage in the Marcellus Shale. The Company was recently the high
bidder on two tracts of land in the Appalachian region of Pennsylvania at approximately $71.8 million. This transaction is expected
to close in March 2010. With this expenditure and other factors, it is expected that Exploration and Production segment capital
expenditures in 2010 will be $345 million, compared to the previously reported amount of $255 million. The emphasis on
Marcellus Shale development will carry over into the Pipeline and Storage segment, which is anticipating the need for pipeline and
storage capacity as Marcellus Shale production comes on line. While capital expenditures in the Pipeline and Storage segment
were only $7.0 million during the three months ended December 31, 2009, the Company continues to see strong interest for
pipeline and storage capacity in the Marcellus Shale region. If such projects in the Pipeline and Storage segment are to go
forward, the most significant expenditures are expected to occur in 2011 and 2012. For further discussion of the Company’s
capital expenditures, refer to the Capital Resources and Liquidity section below.

CRITICAL ACCOUNTING ESTIMATES

For a complete discussion of critical accounting estimates, refer to “Critical Accounting Estimates” in Item 7 of the Company’s
2009 Form 10-K. There have been no material changes to that disclosure other than as set forth below. The information
presented below updates and should be read in conjunction with the critical accounting estimates in that Form 10-K.

Oil and Gas Exploration and Development Costs. The Company, in its Exploration and Production segment, follows the full
cost method of accounting for determining the book value of its oil and natural gas properties. In accordance with this
methodology, the Company is required to perform a quarterly ceiling test. Under the ceiling test, the present value of future
revenues from the Company’s oil and gas reserves based on current market prices (the “ceiling”) is compared with the book value
of the Company’s oil and gas properties at the balance sheet date. If the book value of the oil and gas properties in any country
exceeds the ceiling, a non-cash charge must be recorded to reduce the book value of the oil and gas properties to the calculated
ceiling. At December 31, 2009, the ceiling exceeded the book value of the oil and gas properties by approximately $417 million.
The quoted Cushing, Oklahoma spot price for West Texas Intermediate oil at December 31, 2009 was $79.39. The quoted Henry
Hub spot price for natural gas at December 31, 2009 was $5.79. (Note — Because actual pricing of the Company’s various
producing properties varies depending on their location, the actual various prices received for such production is utilized to
calculate the ceiling, rather than the Cushing oil and Henry Hub prices, which are only indicative of current prices.) If natural gas
prices used in the ceiling test calculation at December 31, 2009 had been $1 per MMBtu lower, the ceiling would have exceeded
the book value of the Company’s oil and gas properties by approximately $360 million. If crude oil prices used in the ceiling test
calculation at
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December 31, 2009 had been $5 per Bbl lower, the ceiling would have exceeded the book value of the Company’s oil and gas
properties by approximately $366 million. If both natural gas and crude oil prices used in the ceiling test calculation at

December 31, 2009 were lower by $1 per MMBtu and $5 per Bbl, respectively, the ceiling would have exceeded the book value of
the Company’s oil and gas properties by approximately $309 million. These calculated amounts are based solely on price
changes and do not take into account any other changes to the ceiling test calculation. For a more complete discussion of the full
cost method of accounting, refer to “Oil and Gas Exploration and Development Costs” under “Critical Accounting Estimates” in
Item 7 of the Company’s 2009 Form 10-K.

RESULTS OF OPERATIONS

Earnings

The Company earnings were $64.5 million for the quarter ended December 31, 2009 compared to a loss of $42.7 million for
the quarter ended December 31, 2008. The increase in earnings of $107.2 million is primarily the result of higher earnings in the
Exploration and Production segment. Higher earnings in the Utility and Energy Marketing segments as well as the All Other
category also contributed to the increase. Lower earnings in the Pipeline and Storage segment and a loss in the Corporate
category slightly offset these increases. The Company’s loss for the quarter ended December 31, 2008 includes a non-cash
$182.8 million impairment charge ($108.2 million after tax) for the Exploration and Production segment’s oil and gas producing
properties.

Additional discussion of earnings in each of the business segments can be found in the business segment information that
follows. Note that all amounts used in the earnings discussions are after-tax amounts, unless otherwise noted.

Earnings (Loss) by Segment

Increase

Three Months Ended December 31 (Thousands) 2009 2008 (Decrease)
Utility $ 23,013 $ 22,088 $ 925
Pipeline and Storage 10,354 17,176 (6,822)
Exploration and Production 29,779 (83,557) 113,336
Energy Marketing 1,092 599 493

Total Reportable Segments 64,238 (43,694) 107,932
All Other 1,166 (868) 2,034
Corporate (905) 1,884 (2,789)

Total Consolidated $ 64,499 $ (42,678) $ 107,177
Utility

Utility Operating Revenues

Three Months Ended December 31 (Thousands) 2009 2008 Decrease
Retail Sales Revenues:
Residential $176,597 $272,418 $ (95,821)
Commercial 24,406 41,333 (16,927)
Industrial 1,288 2,106 (818)
202,291 315,857 (113,566)
Transportation 30,695 32,011 (1,316)
Off-System Sales 1,691 3,732 (2,041)
Other 2,241 2,590 (349)

$ 236,918 $ 354,190 $(117,272)
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Utility Throughput

Increase

Three Months Ended December 31 (MMcf) 2009 2008 (Decrease)
Retail Sales:
Residential 16,824 18,166 (1,342)
Commercial 2,490 2911 (421)
Industrial 158 143 15
19,472 21,220 (1,748)
Transportation 17,061 17,473 (412)
Off-System Sales 356 512 (156)

36,889 39,205 (2,316)

Degree Days

Percent
Three Months Ended Colder (Warmer) Than
December 31 Normal 2009 2008 Normal Prior Year
Buffalo 2,260 2,246 2,313 (0.6) (2.9)
Erie 2,081 2,048 2,067 (1.6) (0.9)

2009 Compared with 2008

Operating revenues for the Utility segment decreased $117.3 million for the quarter ended December 31, 2009 as compared
with the quarter ended December 31, 2008. This decrease largely resulted from a $113.6 million decrease in retail gas sales
revenues, a $2.0 million decrease in off-system sales revenues, and a $1.3 million decrease in transportation revenues. The
decrease in retail gas sales revenues of $113.6 million was largely a function of the recovery of lower gas costs (subject to certain
timing variations, gas costs are recovered dollar for dollar in revenues) and warmer weather. The recovery of lower gas costs
resulted from a much lower cost of purchased gas. The Utility segment’s average cost of purchased gas, including the cost of
transportation and storage, was $7.08 per Mcf for the three months ended December 31, 2009, a decrease of 27% from the
average cost of $9.70 per Mcf for the three months ended December 31, 2008.

The decrease in off-system sales revenues was largely due to a decrease in off-system sales volume. Due to profit sharing
with retail customers, the margins resulting from off-system sales are minimal and there was not a material impact to margins. The
decrease in transportation revenues of $1.3 million was primarily due to a 0.4 Bcf decrease in transportation throughput, largely
the result of warmer weather.

The Utility segment’s earnings for the quarter ended December 31, 2009 were $23.0 million, an increase of $0.9 million when
compared with earnings of $22.1 million for the quarter ended December 31, 2008. In the New York jurisdiction, earnings
increased $0.5 million. The positive earnings impact associated with lower operating expenses of $0.7 million (primarily a
decrease in bad debt expense due to lower gas costs) and routine regulatory adjustments of $0.9 million were the main factors in
the earnings increase. These factors were offset by an increase in interest expense ($0.9 million) stemming from the borrowing of
a portion of the Company’s April 2009 debt issuance. The April 2009 debt was issued at a significantly higher interest rate than
the interest rates on debt that had matured in March 2009. In the Pennsylvania jurisdiction, earnings increased $0.4 million. The
positive earnings impact associated with lower operating costs of $1.5 million (primarily a decrease in bad debt expense due to
lower gas costs) and lower income tax expense of $1.3 million (due to a lower effective tax rate) were the main factors in the
earnings increase. These factors were largely offset by lower usage per account ($0.9 million), higher interest expense
($0.9 million), the negative earnings impact of warmer weather ($0.2 million), and routine regulatory adjustments ($0.1 million). As
with the New York jurisdiction, the increase in interest expense in the Pennsylvania jurisdiction is attributable to the Company’s
April 2009 debt issuance and the fact that it was issued at a significantly higher interest rate than the interest rates on debt that
had matured in March 2009.
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The impact of weather variations on earnings in the New York jurisdiction is mitigated by that jurisdiction’s weather
normalization clause (WNC). The WNC in New York, which covers the eight-month period from October through May, has had a
stabilizing effect on earnings for the New York rate jurisdiction. For the quarter ended December 31, 2009, the WNC preserved
$0.2 million of earnings, as it was warmer than normal. For the quarter ended December 31, 2008, the WNC did not have a
significant impact on earnings as the weather was close to normal. In periods of colder than normal weather, the WNC benefits
Distribution Corporation’s New York customers.

Pipeline and Storage

Pipeline and Storage Operating Revenues

Increase

Three Months Ended December 31 (Thousands) 2009 2008 (Decrease)
Firm Transportation $ 36,428 $ 33,105 $ 3,323
Interruptible Transportation 305 1,103 (798)
36,733 34,208 2,525
Firm Storage Service 16,623 16,686 (63)
Interruptible Storage Service 56 7 49
Other 1,349 5,203 (3,854)

$54,761 $ 56,104 $ (1,343)

Pipeline and Storage Throughput

Three Months Ended December 31 (MMcf) 2009 2008 Decrease

Firm Transportation 80,639 102,253 (21,614)

Interruptible Transportation 755 1,619 (864)
81,394 103,872 (22,478)

2009 Compared with 2008

Operating revenues for the Pipeline and Storage segment decreased $1.3 million in the quarter ended December 31, 2009 as
compared with the quarter ended December 31, 2008. The decrease was primarily due to a decline in efficiency gas revenues
($3.5 million) reported as part of other revenues in the table above. This decease was primarily due to lower gas prices and lower
transportation volumes retained during the quarter ended December 31, 2009 as compared with the quarter ended December 31,
2008. It also reflects a lower gain, quarter over quarter, on the sale of such retained efficiency gas volumes held in inventory.
Under Supply Corporation’s tariff with shippers, Supply Corporation is allowed to retain a set percentage of shipper-supplied gas
to cover compressor fuel costs and other operational purposes. To the extent that Supply Corporation does not need all of the gas
to cover such operational needs, it is allowed to keep the excess gas as inventory. That inventory is later sold to customers. The
excess gas that is retained as inventory as well as any gains resulting from the sale of such inventory represent efficiency gas
revenue to Supply Corporation. Interruptible transportation revenues also decreased $0.8 million due primarily to a decrease in
the gathering rate Supply Corporation is allowed to charge. Partially offsetting the decreases was an increase in firm
transportation revenues of $3.3 million. This increase was primarily the result of higher revenues from the Empire Connector,
which was placed in service in December 2008. While transportation volume decreased by 22.5 Bcf largely due to warmer
weather and lower industrial demand, volume fluctuations generally do not have a significant impact on revenues as a result of
Supply Corporation and Empire’s straight fixed-variable rate design.

The Pipeline and Storage segment’s earnings for the quarter ended December 31, 2009 were $10.4 million, a decrease of
$6.8 million when compared with earnings of $17.2 million for the quarter ended December 31, 2008. The earnings decrease was
primarily due to lower efficiency gas revenues of $2.3 million, as discussed above. Higher depreciation expense ($0.6 million),
higher interest expense ($1.9 million), higher property taxes ($0.6 million), higher operating expenses ($0.6 million) and a
decrease in the allowance for funds used during construction ($2.7 million) all contributed to the decrease in earnings. The
decrease in allowance for funds used during construction (equity component) is a result

-31-




Table of Contents

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

of the construction of the Empire Connector, which was completed and placed in service on December 10, 2008. The increase in
both depreciation expense and property taxes is primarily a result of the Empire Connector being placed in service in

December 2008. The increase in operating expenses can primarily be attributed to higher pension expense. The increase in
interest expense can be attributed to higher debt balances and a higher average interest rate on borrowings combined with a
decrease in the allowance for borrowed funds used during construction resulting from the completion of the Empire Connector.
The increase in the average interest rate stems from the Company’s April 2009 debt issuance. The decreases were patrtially offset
by the earnings impact associated with higher transportation revenues of $1.6 million, as discussed above.

Exploration and Production

Exploration and Production Operating Revenues

Increase

Three Months Ended December 31 (Thousands) 2009 2008 (Decrease)
Gas (after Hedging) $ 40,868 $ 41,093 $ (225)
Qil (after Hedging) 62,695 53,071 9,624
Gas Processing Plant 7,208 7,328 (120)
Other a7 417 (370)
Intrasegment Elimination () (4,467) (5,197) 730
$ 106,351 $ 96,712 $ 9,639

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

Production Volumes

Increase

Three Months Ended December 31 2009 2008 (Decrease)
Gas Production (MMcf)
Gulf Coast 2,690 1,746 944
West Coast 997 1,022 (25)
Appalachia 2,801 1,851 950
Total Production 6,488 4,619 1,869
Oil Production (Mbbl)
Gulf Coast 146 128 18
West Coast 684 682 2
Appalachia 11 15 4)
Total Production 841 825 16

Average Prices

Increase

Three Months Ended December 31 2009 2008 (Decrease)
Average Gas Price/Mcf
Gulf Coast $ 4.84 $ 7.04 $ (2.20)
West Coast $ 4.64 $ 5.02 $ (0.38)
Appalachia $ 5.07 $ 8.3 $ (3.46)
Weighted Average $ 491 $ 7.19 $ (2.28)
Weighted Average After Hedging $ 6.30 $ 8.90 $ (2.60)
Average QOil Price/Bbl
Gulf Coast $ 72.78 $ 56.19 $ 16.59
West Coast $ 70.32 $ 48.01 $ 2231
Appalachia $ 84.05 $ 69.06 $ 1499
Weighted Average $ 70.94 $ 49.66 $ 21.28
Weighted Average After Hedging $ 74.53 $ 64.34 $ 10.19
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2009 Compared with 2008

Operating revenues for the Exploration and Production segment increased $9.6 million for the quarter ended December 31,
2009 as compared with the quarter ended December 31, 2008. Oil production revenue after hedging increased $9.6 million. An
increase in the weighted average price of oil after hedging ($10.19 per Bbl) was the primary cause, as production levels in the
Gulf Coast and West Coast regions were marginally higher in the current period. Gas production revenue was relatively flat when
comparing the quarter ended December 31, 2009 to the quarter ended December 31, 2008. Increases in Gulf Coast and
Appalachian production were largely offset by price decreases in those regions.

The Exploration and Production segment’s earnings for the quarter ended December 31, 2009 were $29.8 million compared
with a loss of $83.6 million for the quarter ended December 31, 2008, an increase of $113.4 million. The increase in earnings is
primarily the result of the non-recurrence of an impairment charge of $108.2 million that was recorded in the quarter ended
December 31, 2008, as discussed above. Higher crude oil prices and marginally higher crude oil production increased earnings by
$5.6 million and $0.7 million, respectively. Lower lease operating expenses ($0.6 million) and lower interest expense ($0.6 million)
also contributed to the increase in earnings. The decrease in lease operating expenses is primarily due to lower production taxes
related to the lower production revenue from High Island 24 and 23 fields in the Gulf Coast region and lower well operating costs
related to High Island 356, which is in the process of being plugged. The decrease in interest expense is primarily due to a lower
average amount of debt outstanding. The increase in earnings is partially offset by higher depletion expense ($0.5 million), lower
interest income ($0.8 million), higher general and administrative and other operating expenses ($0.6 million), and the earnings
impact associated with higher income tax expense ($0.5 million). The increase in depletion expense is primarily due to an
increase in production partially offset by a lower full cost pool balance after the impairment charge taken during the quarter ended
December 31, 2008. The decrease in interest income is primarily due to lower temporary cash investment balances and lower
interest rates. The increase in general and administrative and other operating expenses is mainly due to higher personnel costs.

Energy Marketing

Energy Marketing Operating Revenues

Three Months Ended December 31 (Thousands) 2009 2008 Decrease

Natural Gas (after Hedging) $71,713 $114,984 $(43,271)

Other 23 23 —
$71,736 $115,007 $(43,271)

Energy Marketing Volume

Three Months Ended December 31 2009 2008 Increase
Natural Gas — (MMcf) 14,101 13,136 965

2009 Compared with 2008

Operating revenues for the Energy Marketing segment decreased $43.3 million for the quarter ended December 31, 2009 as
compared with the quarter ended December 31, 2008. The decrease is largely attributable to lower gas sales revenue, due to a
lower average price of natural gas that was recovered through revenues. While volume sold increased, the majority of the
increase was attributable to sales transactions undertaken at the Niagara pipeline delivery point to offset certain basis risks that
the Energy Marketing segment was exposed to under certain fixed basis commodity purchase contracts for Appalachian
production. These offsetting transactions had the effect of increasing revenue and volume sold with minimal impact to earnings.
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The Energy Marketing segment’s earnings for the quarter ended December 31, 2009 were $1.1 million, an increase of
$0.5 million when compared with earnings of $0.6 million for the quarter ended December 31, 2008. Higher margin of $0.4 million
was the primary reason for the increase. The increase in margin was primarily driven by improved average margins per Mcf and
lower pipeline fuel costs due to lower natural gas commodity prices.

Corporate and All Other
2009 Compared with 2008

Corporate and All Other operations recorded earnings of $0.3 million for the quarter ended December 31, 2009, a decrease of
$0.7 million when compared to the earnings of $1.0 million recorded for the quarter ended December 31, 2008. The decrease in
earnings was largely due to the non-recurrence of a gain resulting from a death benefit on corporate-owned life insurance policies
held by the Company ($2.3 million) that occurred during the quarter ended December 31, 2008. In addition, higher interest
expense of $1.4 million (primarily the result of higher borrowings at a higher interest rate due to the $250 million of 8.75% notes
that were issued in April 2009) and higher income tax expense of $1.2 million further reduced earnings. The decrease in earnings
was partially offset by higher margins from log and lumber sales ($1.9 million) and higher interest income ($1.0 million) due to
higher average temporary cash investment balances. In addition, during the quarter ended December 31, 2008, ESNE, an
unconsolidated subsidiary of Horizon Power, recorded an impairment charge of $3.6 million which did not recur. Horizon Power’s
50% share of the impairment was $1.8 million ($1.1 million on an after tax basis).

Interest Income

Interest income was $0.7 million lower in the quarter ended December 31, 2009 as compared to the quarter ended
December 31, 2008. Lower cash investment balances in the Exploration and Production segment and lower interest rates on such
investments were the primary factors contributing to the decrease.

Other Income

Other Income decreased $4.5 million for the quarter ended December 31, 2009 as compared with the quarter ended
December 31, 2008. This decrease is attributed to a $2.7 million decrease in the allowance for funds used during construction in
the Pipeline and Storage segment mainly associated with the Empire Connector project. In addition, a gain resulting from a death
benefit on corporate-owned life insurance policies of $2.3 million recognized during the quarter ended December 31, 2008 did not
recur.

Interest Expense on Long-Term Debt

Interest on long-term debt increased $4.0 million for the quarter ended December 31, 2009 as compared with the quarter
ended December 31, 2008. This increase is primarily the result of a higher average amount of long-term debt outstanding
combined with higher average interest rates. In April 2009, the Company issued $250 million of 8.75% senior, unsecured notes
due in May 2019. This increase was partially offset by the repayment of $100 million of 6.0% medium-term notes that matured in
March 2009.

CAPITAL RESOURCES AND LIQUIDITY

The Company’s primary source of cash during the three-month periods ended December 31, 2009 and December 31, 2008
consisted of cash provided by operating activities. This source of cash was supplemented by issues of new shares of common
stock as a result of stock option exercises. During the quarter ended December 31, 2008, short-term borrowings also
supplemented the Company’s cash position. During the three months ended December 31, 2009 and December 31, 2008, the
common stock used to fulfill the requirements of the Company’s 401(k) plans and Direct Stock Purchase and Dividend
Reinvestment Plan was obtained via open market purchases.
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Operating Cash Flow

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

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

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

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

Cash provided by operating activities in the Exploration and Production segment may vary from period to period as a result of
changes in the commodity prices of natural gas and crude oil. The Company uses various derivative financial instruments,
including price swap agreements and futures contracts in an attempt to manage this energy commodity price risk.

Net cash provided by operating activities totaled $68.3 million for the three months ended December 31, 2009, a decrease of
$31.8 million when compared with the $100.1 million provided by operating activities for the three months ended December 31,
2008. In the Exploration and Production segment, cash provided by operations decreased due to lower cash receipts from the
sale of oil and gas production. In the Pipeline and Storage segment, cash provided by operations decreased due to lower cash
receipts from the sale of efficiency gas inventory. From a consolidated perspective, higher interest payments on long-term debt
and higher contributions to the Company’s tax-qualified, noncontributory defined-benefit retirement plan (Retirement Plan) also
contributed to the decrease in cash provided by operating activities.

Investing Cash Flow

Expenditures for Long-Lived Assets

The Company’s expenditures for long-lived assets totaled $67.8 million for the three months ended December 31, 2009 and
$119.2 million for the three months ended December 31, 2008. The table below presents these expenditures:
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Total Expenditures for Long-Lived Assets

Three Months Ended December 31, Increase
(Millions) 2009 2008 (Decrease)
Utility:

Capital Expenditures $12.0 $ 13.6 $ (1.6)
Pipeline and Storage:

Capital Expenditures 7.0 19.50) (12.5)
Exploration and Production:

Capital Expenditures 47.70) @) 86.44 (38.7)
All Other:

Capital Expenditures 1.0 — 1.0

Investment in Partnership 0.1 — 0.1
Eliminations — (0.3)® 0.3

$67.8 $119.2 $ (514

@

@

®

Q)

®)

Amount includes $15.4 million of accrued capital expenditures at December 31, 2009, the majority of which was in the
Appalachian region. This amount has been excluded from the Consolidated Statement of Cash Flows at December 31, 2009
since it represents a non-cash investing activity at that date.

Capital expenditures for the Exploration and Production segment for the three months ended December 31, 2009 exclude
$9.1 million of capital expenditures, the majority of which was in the Appalachian region. Capital expenditures for All Other
for the three months ended December 31, 2009 exclude $0.7 million of capital expenditures related to the construction of the
Midstream Covington Gathering System. Both of these amounts were accrued at September 30, 2009 and paid during the
three months ended December 31, 2009. These amounts were excluded from the Consolidated Statement of Cash Flows at
September 30, 2009 since they represented non-cash investing activities at that date. These amounts have been included in
the Consolidated Statement of Cash Flows at December 31, 2009.

Amount for the three months ended December 31, 2008 excludes $16.8 million of capital expenditures related to the Empire
Connector project accrued at September 30, 2008 and paid during the three months ended December 31, 2008. This
amount was excluded from the Consolidated Statement of Cash Flows at September 30, 2008 since it represented a non-
cash investing activity at that date. The amount has been included in the Consolidated Statement of Cash Flows at
December 31, 2008.

Amount includes $51.7 million of accrued capital expenditures at December 31, 2008, the majority of which was for lease
acquisitions in the Appalachian region. This amount has been excluded from the Consolidated Statement of Cash Flows at
December 31, 2008 since it represents a non-cash investing activity at that date.

Represents $0.3 million of capital expenditures in the Pipeline and Storage segment for the purchase of pipeline facilities
from the Appalachian region of the Exploration and Production segment during the quarter ended December 31, 2008.

Utility

The majority of the Utility capital expenditures for the three months ended December 31, 2009 and December 31, 2008 were

made for replacement of mains and main extensions, as well as for the replacement of service lines.

Pipeline and Storage

The majority of the Pipeline and Storage capital expenditures for the three months ended December 31, 2009 were related to

additions, improvements, and replacements to this segment’s transmission and gas storage systems. The majority of the Pipeline
and Storage capital expenditures for the three months ended December 31, 2008 were related to the Empire Connector project,
which was placed into service on December 10, 2008.
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In light of the growing demand for pipeline capacity to move natural gas from new wells being drilled in Appalachia —
specifically in the Marcellus Shale producing area — Supply Corporation and Empire are actively pursuing several expansion
projects. Supply Corporation is moving forward with two strategic compressor horsepower expansions, both supported by signed
precedent agreements with Appalachian producers, designed to move anticipated Marcellus production gas to markets beyond
Supply Corporation’s pipeline system.

The first strategic horsepower expansion project involves new compression along Supply Corporation’s Line N, increasing that
line’s capacity into Texas Eastern’s Holbrook Station in southwestern Pennsylvania (“Line N Expansion Project”). This project is
designed and contracted for 150,000 Dth/day of firm transportation, and will allow anticipated Marcellus production located in the
vicinity of Line N to flow south and access markets off Texas Eastern’s system, with a projected in-service date of
November 2011. On October 20, 2009, Supply Corporation entered the FERC National Environmental Policy Act (NEPA) Pre-
filing review, and is in the process of preparing an NGA Section 7(c) application to the FERC for approval of the Line N Expansion
Project. The preliminary cost estimate for the Line N Expansion Project is $23 million. As of December 31, 2009, approximately
$0.6 million has been spent to study the Line N Expansion Project, which has been included in preliminary survey and
investigation charges and has been fully reserved for at December 31, 2009.

The second strategic horsepower expansion project involves the addition of compression at Supply Corporation’s existing
interconnect with Tennessee Gas Pipeline at Lamont, Pennsylvania, with a projected in-service date of June 2010 (“Lamont
Project”). The Lamont Project is designed and contracted for 40,000 Dth/day of firm transportation and will afford shippers a
transportation path from their anticipated Marcellus production located in Elk and Cameron Counties, Pennsylvania to markets
attached to Tennessee Gas Pipeline’s 300 Line. The Lamont Project will be constructed under Supply Corporation’s existing
blanket construction certificate authority from the FERC. The preliminary cost estimate for the Lamont Project is $6 million. As of
December 31, 2009, less than $0.1 million has been spent to study the Lamont Project, which has been included in preliminary
survey and investigation charges and has been fully reserved for at December 31, 2009.

In addition, Supply Corporation continues to actively pursue its largest planned expansion, the West-to-East (“W2E") pipeline
project, which is designed to transport Rockies and/or locally produced natural gas supplies to the Ellisburg/Leidy/Corning area.
Supply Corporation anticipates that the development of the W2E project will occur in phases, and based on requests from the
Marcellus producing community for transportation service commencing as early as 2011, Supply Corporation began a binding
Open Season on August 26, 2009. This Open Season offered transportation capacity on two initial phases (“Phase I” and “Phase
II") of the W2E pipeline project. As currently envisioned, constructed in 2 phases, Phase | would be designed to transport
approximately 100,000 Dth/day from the Marcellus producing area through a new 39-mile pipeline to be constructed through EIK,
Cameron, and Clinton Counties to the Leidy Hub, with an anticipated in-service date of late 2011. Phase I, with a late 2012
projected in-service date, consists of an additional 43 miles of new pipeline extending through Clearfield and Jefferson Counties to
Supply Corporation’s Line K system and would provide additional transportation capacity of at least 325,000 Dth/day. The project
also includes 25,000 horsepower of compression at two stations located along the new pipeline.

This binding Open Season concluded on October 8, 2009 with significant participation by Marcellus producers. Supply
Corporation received binding requests for 175,000 Dth/day of firm transportation capacity, has fully executed precedent
agreements for 100,000 Dth/day, and expects to execute the remaining agreements submitted by those shippers. Supply
Corporation is pursuing post-Open Season capacity requests for the remaining Phase | and Phase Il capacity. Preliminary
engineering, alternate routing analysis, preliminary cost estimate and rate design have been completed. This project will require
an NGA Section 7(c) application, which Supply Corporation has not filed. The capital cost of these two phases is estimated to be
$260 million. As of December 31, 2009, approximately $1.0 million has been spent to study the W2E Phase | and Il transportation
project, which has been included in preliminary survey and investigation charges and has been fully reserved for at December 31,
20009.
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In conjunction with Phases | and Il of the W2E transportation project, Supply Corporation plans to develop new storage
capacity by expanding two of its existing storage facilities. The expansion of the East Branch and Galbraith fields, which could be
completed in early 2013, provides 7.9 MMDth of incremental storage capacity and approximately 88 MDth per day of additional
withdrawal deliverability. Supply Corporation expects that the availability of this incremental storage capacity will complement
Phases | and Il of the W2E pipeline project by providing incremental transportation throughput to and from key market
interconnect points. It will also serve to balance the increasing flow of Appalachian gas supply through the western Pennsylvania
area with the growing demand for gas on the East Coast. This storage expansion project will require an NGA Section 7
(c) application, which Supply Corporation has not yet filed. The preliminary cost estimate for this storage expansion project is
$64 million. As of December 31, 2009, approximately $1.0 million has been spent to study this storage expansion project, which
has been included in preliminary survey and investigation charges and has been fully reserved for at December 31, 2009. The
specific timeline associated with the storage expansion will depend on market development.

Supply Corporation expects that its previously announced Appalachian Lateral project will complement W2E Phases | and |l
due to its strategic upstream location. The Appalachian Lateral pipeline, which is routed through several counties in central
Pennsylvania where producers are actively drilling and seeking market access for their newly discovered reserves, will be able to
collect and transport locally produced Marcellus shale gas to Supply Corporation’s Line K corridor — and subsequently through
the W2E Phase | and Il facilities.

Supply Corporation has closed the Appalachian Lateral Open Season and the original Rockies supply-driven W2E Open
Season, while it focuses on development of the W2E Phase | and Il project. Supply Corporation expects to continue marketing
efforts for all remaining sections of the W2E/Appalachian Lateral project. The timeline associated with sections other than W2E
Phases | and Il will depend on market development.

On October 1, 2009, Empire commenced the Open Season process for an expansion project that will provide at least 300,000
Dth/day of incremental firm transportation capacity from anticipated Marcellus production at new and existing interconnection(s)
along its recently completed Empire Connector line and along a proposed 16-mile 24" pipeline extension into Tioga County,
Pennsylvania. Empire’s preliminary cost estimate for the Tioga County Extension Project is approximately $45 million. This project
would enable shippers to deliver their gas at existing Empire interconnections with Millennium Pipeline at Corning, New York, with
TransCanada Pipeline at Chippawa, and with utility and power generation markets along its path, as well as to a planned new
interconnection with Tennessee Gas Pipeline’s 200 Line (Zone 5) in Ontario County, New York. Empire completed the non-
binding Open Season process on November 25, 2009 for capacity in the Tioga County Extension Project, and has executed a
binding precedent agreement with its anchor shipper for 200,000 Dth/day. Empire is in the process of finalizing binding precedent
agreements with other shippers who patrticipated in the Open Season, representing requests for at least an additional 100,000
Dth/day. On January 28, 2010, Empire entered the FERC NEPA Pre-filing review, and is in the process of preparing a NGA
Section 7 (c) application it anticipates filing with the FERC for approval of the Tioga County Extension project. Empire anticipates
that these facilities will be placed in-service on or after September 1, 2011. As of December 31, 2009, approximately $0.2 million
has been spent to study the Tioga County Extension Project, which has been included in preliminary survey and investigation
charges and has been fully reserved for at December 31, 2009.

The Company anticipates financing the Line N Expansion Project, the Lamont Project, Phase | and Phase Il of the
W2E/Appalachian Lateral project, the storage expansion project, and the Tioga County Extension Project, all of which are
discussed above, with a combination of cash from operations, short-term debt, and long-term debt.

Exploration and Production

The Exploration and Production segment capital expenditures for the three months ended December 31, 2009 were primarily
well drilling and completion expenditures and included approximately $1.3 million for the Gulf Coast region, $7.4 million for the
West Coast region and $39.0 million for the Appalachian region. These amounts included approximately $12.8 million spent to
develop proved undeveloped reserves.
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The Exploration and Production segment capital expenditures for the three months ended December 31, 2008 were primarily
well drilling and completion expenditures and included approximately $11.9 million for the Gulf Coast region, substantially all of
which was for the off-shore program in the shallow waters of the Gulf of Mexico, $10.4 million for the West Coast region and
$64.1 million for the Appalachian region. These amounts included approximately $10.2 million spent to develop proved
undeveloped reserves.

For all of 2010, the Company expects to spend $345 million on Exploration and Production segment capital expenditures.
Previously reported 2010 estimated capital expenditures for the Exploration and Production segment were $255 million. Estimated
capital expenditures in the Gulf Coast region will increase from $14.0 million to $18.0 million. Estimated capital expenditures in the
West Coast region will increase from $17.0 million to $27.0 million. In the Appalachian region, estimated capital expenditures will
increase from $224.0 million to $300.0 million. The increase in estimated capital expenditures in the Appalachian region is
primarily due to the Company'’s planned acquisition of two tracts of land in the Appalachian region. The Company’s wholly-owned
subsidiary, Seneca, was the high bidder on these two tracts of land at approximately $71.8 million. The transaction is expected to
close on March 12, 2010. The Company anticipates funding this transaction with cash from operations and/or short-term
borrowings. The Company'’s estimate of drilling 55 to 75 gross wells in the Marcellus Shale during 2010 remains unchanged.

For fiscal 2011, the Company expects to spend $488 million on Exploration and Production segment capital expenditures.
Previously reported fiscal 2011 estimated capital expenditures for the Exploration and Production segment were $417 million.
Estimated capital expenditures in the Gulf Coast region will increase from $5.0 million to $10.0 million. Estimated capital
expenditures in the West Coast region will increase from $27.0 million to $28.0 million. In the Appalachian region, estimated
capital expenditures will increase from $385.0 million to $450.0 million. The Company’s estimate of drilling 100 to 130 gross wells
in the Marcellus Shale during 2011 remains unchanged.

For fiscal 2012, the Company expects to spend $625 million on Exploration and Production segment capital expenditures.
Previously reported fiscal 2012 estimated capital expenditures for the Exploration and Production segment were $497 million.
Estimated capital expenditures in the Gulf Coast region will increase from $12.0 million to $19.0 million. In the Appalachian region,
estimated capital expenditures will increase from $444.0 million to $565.0 million. Estimated capital expenditures in the West
Coast region will remain at the previously reported $41.0 million. The Company had previously reported that it anticipates drilling
120 to 150 gross wells in the Marcellus Shale during 2012. The Company now anticipates drilling 130 to 160 gross wells in the
Marcellus Shale during 2012.

All Other

The majority of the All Other category’s capital expenditures for long-lived assets for the three months ended December 31,
2009 were for the construction of Midstream Corporation’s Covington Gathering System, as discussed below. Expenditures for
long-lived assets for the three months ended December 31, 2009 also included a $0.1 million capital contribution made by NFG
Midstream Processing, LLC to Whitetail Processing Plant, LLC, as discussed below.

NFG Midstream Covington, LLC, a wholly owned subsidiary of Midstream Corporation, is constructing a gathering system in
Tioga County, Pennsylvania. The project, called the Covington Gathering System, is being constructed in two phases. The first
phase was completed and placed in service in November 2009. The second phase is anticipated to be placed in service in
June 2010. When completed, the system will consist of approximately 15 miles of gathering system at a cost of $15 million to
$18 million. As of December 31, 2009, Midstream Corporation has spent approximately $8.9 million in costs related to this project.
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NFG Midstream Processing, LLC, another wholly owned subsidiary of Midstream Corporation, has a 35% ownership in
Whitetail Processing Plant, LLC. The plant was placed into service in November 2009. The plant extracts natural gas liquids from
local production. As of December 31, 2009, the Company invested $1.4 million related to the construction of the plant.

The Company anticipates funding the Midstream Corporation projects with cash from operations and/or short-term borrowings.

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

Financing Cash Flow

The Company did not have any outstanding short-term notes payable to banks or commercial paper at December 31, 2009.
However, the Company continues to consider short-term debt (consisting of short-term notes payable to banks and commercial
paper) an important source of cash for temporarily financing capital expenditures and investments in corporations and/or
partnerships, gas-in-storage inventory, unrecovered purchased gas costs, margin calls on derivative financial instruments,
exploration and development expenditures, repurchases of stock, and other working capital needs. Fluctuations in these items
can have a significant impact on the amount and timing of short-term debt. As for bank loans, the Company maintains a number of
individual uncommitted or discretionary lines of credit with certain financial institutions for general corporate purposes. Borrowings
under these lines of credit are made at competitive market rates. These credit lines, which aggregate to $420.0 million, are
revocable at the option of the financial institutions and are reviewed on an annual basis. The Company anticipates that these lines
of credit will continue to be renewed, or replaced by similar lines. The total amount available to be issued under the Company’s
commercial paper program is $300.0 million. The commercial paper program is backed by a syndicated committed credit facility
totaling $300.0 million that extends through September 30, 2010.

Under the Company’s committed credit facility, the Company has agreed that its debt to capitalization ratio will not exceed .65
at the last day of any fiscal quarter through September 30, 2010. At December 31, 2009, the Company’s debt to capitalization
ratio (as calculated under the facility) was .43. The constraints specified in the committed credit facility would permit an additional
$1.78 billion in short-term and/or long-term debt to be outstanding (further limited by the indenture covenants discussed below)
before the Company’s debt to capitalization ratio would exceed .65. If a downgrade in any of the Company’s credit ratings were to
occur, access to the commercial paper markets might not be possible. However, the Company expects that it could borrow under
its committed credit facility, uncommitted bank lines of credit or rely upon other liquidity sources, including cash provided by
operations. At December 31, 2009, the Company’s long-term debt ratings were: BBB (S&P), Baal (Moody’s Investor Service),
and A- (Fitch Ratings Service). At December 31, 2009, the Company’s commercial paper ratings were: A-2 (S&P), P-2 (Moody’s
Investor Service), and F2 (Fitch Ratings Service).

Under the Company’s existing indenture covenants, at December 31, 2009, the Company would have been permitted to issue
up to a maximum of $1.18 billion in additional long-term unsecured indebtedness at then current market interest rates in addition
to being able to issue new indebtedness to replace maturing debt. The Company’s present liquidity position is believed to be
adequate to satisfy known demands. However, if the Company were to experience another impairment of oil and gas properties in
the future, it is possible that these indenture covenants would restrict the Company’s ability to issue additional long-term
unsecured indebtedness. This would not preclude the Company from issuing new indebtedness to replace maturing debt.
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The Company’s 1974 indenture, pursuant to which $99.0 million (or 7.9%) of the Company’s long-term debt (as of
December 31, 2009) was issued, contains a cross-default provision whereby the failure by the Company to perform certain
obligations under other borrowing arrangements could trigger an obligation to repay the debt outstanding under the indenture. In
particular, a repayment obligation could be triggered if the Company fails (i) to pay any scheduled principal or interest on any debt
under any other indenture or agreement, or (ii) to perform any other term in any other such indenture or agreement, and the effect
of the failure causes, or would permit the holders of the debt to cause, the debt under such indenture or agreement to become
due prior to its stated maturity, unless cured or waived.

The Company’s $300.0 million committed credit facility also contains a cross-default provision whereby the failure by the
Company or its significant subsidiaries to make payments under other borrowing arrangements, or the occurrence of certain
events affecting those other borrowing arrangements, could trigger an obligation to repay any amounts outstanding under the
committed credit facility. In particular, a repayment obligation could be triggered if (i) the Company or any of its significant
subsidiaries fail to make a payment when due of any principal or interest on any other indebtedness aggregating $20.0 million or
more, or (ii) an event occurs that causes, or would permit the holders of any other indebtedness aggregating $20.0 million or more
to cause, such indebtedness to become due prior to its stated maturity. As of December 31, 2009, the Company had no debt
outstanding under the committed credit facility.

The Company’s embedded cost of long-term debt was 6.95% at December 31, 2009 and 6.5% at December 31, 2008. If the
Company were to issue long-term debt today, its borrowing costs might be expected to be in the range of 5.5% to 6.5% depending
on the maturity date.

The Company may issue debt or equity securities in a public offering or a private placement from time to time. The amounts
and timing of the issuance and sale of debt or equity securities will depend on market conditions, indenture requirements,
regulatory authorizations and the capital requirements of the Company.

OFF-BALANCE SHEET ARRANGEMENTS

The Company has entered into certain off-balance sheet financing arrangements. These financing arrangements are primarily
operating leases. The Company’s consolidated subsidiaries have operating leases, the majority of which are with the Utility and
the Pipeline and Storage segments, having a remaining lease commitment of approximately $25.6 million. These leases have
been entered into for the use of buildings, vehicles, construction tools, meters and other items and are accounted for as operating
leases.

OTHER MATTERS

In addition to the legal proceedings disclosed in Part Il, Iltem 1 of this report, the Company is involved in other litigation and
regulatory matters arising in the normal course of business. These other matters may include, for example, negligence claims and
tax, regulatory or other governmental audits, inspections, investigations or other proceedings. These matters may involve state
and federal taxes, safety, compliance with regulations, rate base, cost of service and purchased gas cost issues, among other
things. While these normal-course matters could have a material effect on earnings and cash flows in the quarterly and annual
period in which they are resolved, they are not expected to change materially the Company’s present liquidity position, nor are
they expected to have a material adverse effect on the financial condition of the Company.

During the three months ended December 31, 2009, the Company contributed $20.2 million to its Retirement Plan and
$6.2 million to its VEBA trusts and 401(h) accounts for its other post-retirement benefits. In the remainder of 2010, the Company
does not expect to contribute to the Retirement Plan. It is likely that the Company will have to fund larger amounts to the
Retirement Plan subsequent to fiscal 2010 in order to be in compliance with the Pension Protection Act of 2006. In the remainder
of 2010, the Company expects to contribute in the range of $19.0 million to $20.0 million to its VEBA trusts and 401(h) accounts.
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Market Risk Sensitive Instruments

In accordance with the authoritative guidance for fair value measurements, the Company has identified certain inputs used to
recognize fair value as Level 3 (unobservable inputs). The Level 3 derivative assets relate to oil swap agreements used to hedge
forecasted sales at a specific location (southern California). The Company'’s internal model that is used to calculate fair value
applies a historical basis differential (between the sales locations and NYMEX) to a forward NYMEX curve because there is not a
forward curve specific to this sales location. Given the high level of historical correlation between NYMEX prices and prices at this
sales location, the Company does not believe that the fair value recorded by the Company would be significantly different from
what it expects to receive upon settlement.

The Company uses the crude oil swaps classified as Level 3 to hedge against the risk of declining commodity prices and not
as speculative investments. Gains or losses related to these Level 3 derivative assets (including any reduction for credit risk) are
deferred until the hedged commaodity transaction occurs in accordance with the provisions of the existing guidance for derivative
instruments and hedging activities. The value of the swaps represented a $0.1 million reduction to Derivative Financial
Instruments Assets or 0.03% of Total Assets as shown in Part |, ltem 1 at Note 2 — Fair Value Measurements at December 31,
20009.

The decrease in the net fair value of the Level 3 positions from October 1, 2009 to December 31, 2009, as shown in Part I,
Item 1 at Note 2, was attributable to an increase in the commodity price of crude oil during that period. The Company believes that
these fair values reasonably represent the amounts that the Company would realize upon settlement based on commodity prices
that were present at December 31, 2009.

The fair value of all the Company’s Derivative Financial Instruments Assets was reduced by $0.2 million based on the
Company'’s assessment of credit risk. The Company applied default probabilities to the anticipated cash flows that it was
expecting from its counterparties to calculate the credit reserve.

For a complete discussion of market risk sensitive instruments, refer to “Market Risk Sensitive Instruments” in Item 7 of the
Company'’s 2009 Form 10-K. There have been no subsequent material changes to the Company’s exposure to market risk
sensitive instruments.

Rate and Regulatory Matters
Utility Operation

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

New York Jurisdiction

Customer delivery rates charged by Distribution Corporation’s New York division were established in a rate order issued on
December 21, 2007 by the NYPSC. The rate order approved a revenue increase of $1.8 million annually, together with a
surcharge that would collect up to $10.8 million to recover expenses for implementation of an efficiency and conservation
incentive program. The rate order further provided for a return on equity of 9.1%. In connection with the efficiency and
conservation program, the rate order adopted Distribution Corporation’s proposed revenue decoupling mechanism. The revenue
decoupling mechanism, like others, “decouples” revenues from throughput by enabling the Company to collect from small volume
customers its allowed margin on average weather normalized usage per customer. The effect of the revenue decoupling
mechanism is to render the Company financially indifferent to throughput decreases resulting from conservation. The Company
surcharges or credits any difference from the average weather normalized usage per customer account. The surcharge or credit is
calculated to recover total margin for the most recent twelve-month period ending December 31, and is applied to customer bills
annually, beginning March 1st.
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On April 18, 2008, Distribution Corporation filed an appeal with Supreme Court, Albany County, seeking review of the rate
order. The appeal contended that portions of the rate order were invalid because they failed to meet the applicable legal standard
for agency decisions. Among the issues challenged by the Company were the reasonableness of the NYPSC's disallowance of
expense items and the methodology used for calculating rate of return, which the appeal contended understated the Company’s
cost of equity. Because of the issues appealed, the case was later transferred to the Appellate Division, New York State’s second-
highest court. On December 31, 2009, the Appellate Division issued its Opinion and Judgment. The court upheld the NYPSC's
determination relating to the authorized rate of return but also supported the Company’s argument that the NYPSC improperly
disallowed recovery of certain environmental clean-up costs. The court remanded that issue to the NYPSC for further proceedings
consistent with its decision. The remand proceedings have not yet been initiated by the NYPSC. On February 1, 2010, the NYPSC
filed a motion for permission to Appeal to the Court of Appeals, New York State’s highest court, seeking appeal of the Appellate
Division’s annulment of that part of the rate order relating to disallowance of certain environmental clean up costs. If the NYPSC’s
motion is granted, the matter will be heard by the Court of Appeals. Distribution Corporation intends to oppose the NYPSC's
motion. The Company cannot ascertain the outcome of the appeal proceedings at this time.

Pennsylvania Jurisdiction

Distribution Corporation currently does not have a rate case on file with the PaPUC. Distribution Corporation’s current tariff in
its Pennsylvania jurisdiction was last approved by the PaPUC on November 30, 2006 as part of a settlement agreement that
became effective January 1, 2007.

Pipeline and Storage

Supply Corporation currently does not have a rate case on file with the FERC. The rate settlement approved by the FERC on
February 9, 2007 requires Supply Corporation to make a general rate filing to be effective December 1, 2011, and bars Supply
Corporation from making a general rate filing before then, with some exceptions specified in the settlement.

Empire’s new facilities (the Empire Connector project) were placed into service on December 10, 2008. As of that date, Empire
became an interstate pipeline subject to FERC regulation, performing services under a FERC-approved tariff and at FERC-
approved rates. The December 21, 2006 FERC order issuing Empire its Certificate of Public Convenience and Necessity requires
Empire to file a cost and revenue study at the FERC, within three years after the in-service date, in conjunction with which Empire
will either justify Empire’s existing recourse rates or propose alternative rates.

Environmental Matters

The Company is subject to various federal, state and local laws and regulations relating to the protection of the environment.
The Company has established procedures for the ongoing evaluation of its operations to identify potential environmental
exposures and comply with regulatory policies and procedures. It is the Company’s policy to accrue estimated environmental
clean-up costs (investigation and remediation) when such amounts can reasonably be estimated and it is probable that the
Company will be required to incur such costs.

The Company has agreed with the NYDEC to remediate a former manufactured gas plant site located in New York. The
Company has received approval from the NYDEC of a Remedial Design work plan for this site and has recorded an estimated
minimum liability for remediation of this site of $15.2 million.

At December 31, 2009, the Company has estimated its remaining clean-up costs related to former manufactured gas plant
sites and third party waste disposal sites (including the former manufactured gas plant site discussed above) will be in the range
of $18.1 million to $22.3 million. The minimum estimated liability of $18.1 million, which includes the $15.2 million discussed
above, has been recorded on the Consolidated Balance Sheet at December 31, 2009. The Company expects to recover its
environmental clean-up costs from a combination of rate recovery and deferred insurance proceeds that are currently recorded as
a regulatory liability on the Consolidated Balance Sheet.
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Legislative and regulatory measures to address climate change and greenhouse gas emissions are in various phases of
discussions. If enacted or adopted, legislation or regulation that restricts carbon emissions could increase the Company’s cost of
environmental compliance by requiring the Company to install new equipment to reduce emissions from larger facilities and/or
purchase emission allowances. Proposed measures could also delay or otherwise negatively affect efforts to obtain permits and
other regulatory approvals with regard to existing and new facilities. But legislation or regulation that sets a price on or otherwise
restricts carbon emissions could also benefit the Company by increasing demand for natural gas, because substantially fewer
carbon emissions per Btu of heat generated are associated with the use of natural gas than with certain alternate fuels such as
coal and oil. The effect (material or not) on the Company of any new legislative or regulatory measures will depend on the
particular provisions that are ultimately adopted.

The Company is currently not aware of any material additional exposure to environmental liabilities. However, changes in
environmental regulations or other factors could adversely impact the Company.

New Authoritative Accounting and Financial Reportin g Guidance

In September 2006, the FASB issued authoritative guidance for using fair value to measure assets and liabilities. This
guidance serves to clarify the extent to which companies measure assets and liabilities at fair value, the information used to
measure fair value, and the effect that fair-value measurements have on earnings. This guidance is to be applied whenever
assets or liabilities are to be measured at fair value. On October 1, 2008, the Company adopted this guidance for financial assets
and financial liabilities that are recognized or disclosed at fair value on a recurring basis. The FASB’s authoritative guidance for
using fair value to measure nonfinancial assets and nonfinancial liabilities on a nonrecurring basis became effective during the
quarter ended December 31, 2009. The Company’s nonfinancial assets and nonfinancial liabilities were not impacted by this
guidance during the quarter ended December 31, 2009. The Company has identified Goodwill as being the major nonfinancial
asset that may be impacted by the adoption of this guidance. The impact of this guidance will be known when the Company
performs its annual test for goodwill impairment at the end of the fiscal year; however, at this time, it is not expected to be
material. The Company has identified Asset Retirement Obligations as a nonfinancial liability that may be impacted by the
adoption of the guidance. The impact of this guidance will be known when the Company recognizes new asset retirement
obligations. However, at this time, the Company believes the impact of the guidance will be immaterial.

In December 2007, the FASB revised authoritative guidance that significantly changes the accounting for business
combinations in a number of areas including the treatment of contingent consideration, contingencies, acquisition costs, in
process research and development and restructuring costs. In addition, under this guidance, changes in deferred tax asset
valuation allowances and acquired income tax uncertainties in a business combination after the measurement period will impact
income tax expense. This authoritative guidance became effective for the Company as of October 1, 2009. The Company will
apply this guidance to future business combinations.

In December 2007, the FASB issued authoritative guidance that changes the accounting and reporting for minority interests,
which will be recharacterized as noncontrolling interests (NCI) and classified as a component of equity. This new consolidation
method significantly changed the accounting for transactions with minority interest holders. This authoritative guidance became
effective for the Company as of October 1, 2009. This guidance currently does not have an impact on the Company’s
consolidated financial statements.

In June 2008, the FASB issued authoritative guidance concerning whether certain instruments granted in share-based
payment transactions are participating securities. This guidance specified that unvested share-based payment awards that
contain nonforfeitable rights to dividends are participating securities and shall be included in the computation of earnings per
share pursuant to the “two-class” method. The “two class” method allocates undistributed earnings between common shares and
participating securities. The Company adopted this guidance during the first quarter of fiscal 2010 and determined that its
participating securities (restricted stock awards) have an immaterial impact on the Company’s earnings per share calculation.
Therefore, the Company has not presented its earnings per share pursuant to the “two class” method.
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On December 31, 2008, the SEC issued a final rule on Modernization of Oil and Gas Reporting. The final rule modifies the
SEC'’s reporting and disclosure rules for oil and gas reserves and aligns the full cost accounting rules with the revised disclosures.
The most notable changes of the final rule include the replacement of the single day period-end pricing to value oil and gas
reserves to a 12-month average of the first day of the month price for each month within the reporting period. The final rule also
permits voluntary disclosure of probable and possible reserves, a disclosure previously prohibited by SEC rules. Additionally, on
January 6, 2010, the FASB amended the oil and gas accounting standards to conform to the SEC final rule on Modernization of
Oil and Gas Reporting. The revised reporting and disclosure requirements are effective for the Company’s Form 10-K for the
period ended September 30, 2010. Early adoption is not permitted. The Company is currently evaluating the impact that adoption
of these rules will have on its consolidated financial statements and MD&A disclosures.

In March 2009, the FASB issued authoritative guidance that expands the disclosures required in an employer’s financial
statements about pension and other post-retirement benefit plan assets. The additional disclosures include more details on how
investment allocation decisions are made, the plan’s investment policies and strategies, the major categories of plan assets, the
inputs and valuation techniques used to measure the fair value of plan assets, the effect of fair value measurements using
significant unobservable inputs on changes in plan assets for the period, and disclosure regarding significant concentrations of
risk within plan assets. The additional disclosure requirements are required for the Company’s Form 10-K for the period ended
September 30, 2010. The Company is currently evaluating the impact that adoption of this authoritative guidance will have on its
consolidated financial statement disclosures.

In June 2009, the FASB issued amended authoritative guidance to improve and clarify financial reporting requirements by
companies involved with variable interest entities. The new guidance requires a company to perform an analysis to determine
whether the company’s variable interest or interests give it a controlling financial interest in a variable interest entity. The analysis
also assists in identifying the primary beneficiary of a variable interest entity. This authoritative guidance is effective as of the
Company'’s first quarter of fiscal 2011. The Company is currently evaluating the impact that adoption of this authoritative guidance
will have on its consolidated financial statements.

Safe Harbor for Forward-Looking Statements

The Company is including the following cautionary statement in this Form 10-Q to make applicable and take advantage of the
safe harbor provisions of the Private Securities Litigation Reform Act of 1995 for any forward-looking statements made by, or on
behalf of, the Company. Forward-looking statements include statements concerning plans, objectives, goals, projections,
strategies, future events or performance, and underlying assumptions and other statements which are other than statements of
historical facts. From time to time, the Company may publish or otherwise make available forward-looking statements of this
nature. All such subsequent forward-looking statements, whether written or oral and whether made by or on behalf of the
Company, are also expressly qualified by these cautionary statements. Certain statements contained in this report, including,
without limitation, statements regarding future prospects, plans, objectives, goals, projections, strategies, future events or
performance and underlying assumptions, capital structure, anticipated capital expenditures, completion of construction projects,
projections for pension and other post-retirement benefit obligations, impacts of the adoption of new accounting rules, and
possible outcomes of litigation or regulatory proceedings, as well as statements that are identified by the use of the words
“anticipates,” “estimates,” “expects,” “forecasts,” “intends,” “plans,” “predicts,” “projects,” “believes,” “seeks,” “will,” “may,” and
similar expressions, are “forward-looking statements” as defined in the Private Securities Litigation Reform Act of 1995 and
accordingly involve risks and uncertainties which could cause actual results or outcomes to differ materially from those expressed
in the forward-looking statements. The forward-looking statements contained herein are based on various assumptions, many of
which are based, in turn, upon further assumptions. The Company’s expectations, beliefs and projections are expressed in good
faith and are believed by the Company to have a reasonable basis, including, without limitation, management’s examination of
historical operating trends, data contained in the Company’s records and other data available from third parties, but there can
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be no assurance that management’s expectations, beliefs or projections will result or be achieved or accomplished. In addition to
other factors and matters discussed elsewhere herein, the following are important factors that, in the view of the Company, could
cause actual results to differ materially from those discussed in the forward-looking statements:

1.

10.

11.
12.
13.

14.

15.

16.

Financial and economic conditions, including the availability of credit, and their effect on the Company’s ability to obtain
financing on acceptable terms for working capital, capital expenditures and other investments;

Occurrences affecting the Company’s ability to obtain financing under credit lines or other credit facilities or through the
issuance of commercial paper, other short-term notes or debt or equity securities, including any downgrades in the
Company’s credit ratings and changes in interest rates and other capital market conditions;

Changes in economic conditions, including global, national or regional recessions, and their effect on the demand for, and
customers’ ability to pay for, the Company’s products and services;

The creditworthiness or performance of the Company’s key suppliers, customers and counterpatrties;

Economic disruptions or uninsured losses resulting from terrorist activities, acts of war, major accidents, fires, hurricanes,
other severe weather, pest infestation or other natural disasters;

Changes in demographic patterns and weather conditions;

Changes in the availability and/or price of natural gas or oil and the effect of such changes on the accounting treatment of
derivative financial instruments or the valuation of the Company’s natural gas and oil reserves;

Impairments under the SEC'’s full cost ceiling test for natural gas and oil reserves;
Uncertainty of oil and gas reserve estimates;

Factors affecting the Company’s ability to successfully identify, drill for and produce economically viable natural gas and

oil reserves, including among others geology, lease availability, weather conditions, shortages, delays or unavailability of
equipment and services required in drilling operations, insufficient gathering, processing and transportation capacity, and
the need to obtain governmental approvals and permits and comply with environmental laws and regulations;

Significant differences between the Company’s projected and actual production levels for natural gas or oil;
Changes in the availability and/or price of derivative financial instruments;

Changes in the price differentials between oil having different quality and/or different geographic locations, or changes in
the price differentials between natural gas having different heating values and/or different geographic locations;

Changes in laws and regulations to which the Company is subject, including those involving taxes, safety, employment,
climate change, other environmental matters, and exploration and production activities such as hydraulic fracturing;

The nature and projected profitability of pending and potential projects and other investments, and the ability to obtain
necessary governmental approvals and permits;

Significant differences between the Company'’s projected and actual capital expenditures and operating expenses, and
unanticipated project delays or changes in project costs or plans;
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17. Inability to obtain new customers or retain existing ones;
18. Significant changes in competitive factors affecting the Company;

19. Governmental/regulatory actions, initiatives and proceedings, including those involving acquisitions, financings, rate cases
(which address, among other things, allowed rates of return, rate design and retained natural gas), affiliate relationships,
industry structure, franchise renewal, and environmental/safety requirements;

20. Unanticipated impacts of restructuring initiatives in the natural gas and electric industries;

21. Ability to successfully identify and finance acquisitions or other investments and ability to operate and integrate existing
and any subsequently acquired business or properties;

22. Changes in actuarial assumptions, the interest rate environment and the return on plan/trust assets related to the
Company’s pension and other post-retirement benefits, which can affect future funding obligations and costs and plan
liabilities;

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

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

25. Changes in accounting principles or the application of such principles to the Company;

26. The cost and effects of legal and administrative claims against the Company or activist shareholder campaigns to effect
changes at the Company;

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

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

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

Iltem 3. Quantitative and Qualitative Disclosures Ab out Market Risk

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

Iltem 4. Controls and Procedures

Evaluation of Disclosure Controls and Procedures

The term “disclosure controls and procedures” is defined in Rules 13a-15(e) and 15d-15(e) under the Exchange Act. These
rules refer to the controls and other procedures of a company that are designed to ensure that information required to be
disclosed by a company in the reports that it files or submits under the Exchange Act is recorded, processed, summarized and
reported within the time periods specified in the SEC’s rules and forms. Disclosure controls and procedures include, without
limitation, controls and procedures designed to ensure that information required to be disclosed is accumulated and
communicated to the company’s management, including its principal executive and principal financial officers, as appropriate to
allow timely decisions regarding required disclosure. The Company’s management, including the Chief Executive Officer and
Principal Financial Officer, evaluated the effectiveness of the Company’s disclosure controls and procedures as of the end of the
period covered by this report. Based upon that evaluation, the Company’s Chief Executive Officer and Principal Financial Officer
concluded that the Company’s disclosure controls and procedures were effective as of December 31, 2009.
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Changes in Internal Control Over Financial Reportin g

There were no changes in the Company’s internal control over financial reporting that occurred during the quarter ended
December 31, 2009 that have materially affected, or are reasonably likely to materially affect, the Company’s internal control over
financial reporting.

Part Il. Other Information

Item 1. Legal Proceedings

For a discussion of various environmental and other matters, refer to Part |, Item 1 at Note 6 — Commitments and
Contingencies, and Part I, tem 2 — MD&A of this report under the heading “Other Matters — Environmental Matters.”

In addition to these matters, the Company is involved in other litigation and regulatory matters arising in the normal course of
business. These other matters may include, for example, negligence claims and tax, regulatory or other governmental audits,
inspections, investigations or other proceedings. These matters may involve state and federal taxes, safety, compliance with
regulations, rate base, cost of service, and purchased gas cost issues, among other things. While these normal-course matters
could have a material effect on earnings and cash flows in the quarterly and annual period in which they are resolved, they are not
expected to change materially the Company’s present liquidity position, nor are they expected to have a material adverse effect
on the financial condition of the Company.

Iltem 1A. Risk Factors

The risk factors in Item 1A of the Company’s 2009 Form 10-K have not materially changed other than as set forth below. The
first two risk factors presented below supersede the risk factors having the same captions in the 2009 Form 10-K; the third risk
factor supplements the risk factors in the 2009 Form 10-K. Each risk factor should otherwise be read in conjunction with all of the
risk factors disclosed in the 2009 Form 10-K.

The amount and timing of actual future oil and natu ral gas production and the cost of drilling are dif ficult to predict and
may vary significantly from reserves and production estimates, which may reduce the Company’s earnings

There are many risks in developing oil and natural gas, including numerous uncertainties inherent in estimating quantities of
proved oil and natural gas reserves and in projecting future rates of production and timing of development expenditures. The
future success of the Company’s Exploration and Production segment depends on its ability to develop additional oil and natural
gas reserves that are economically recoverable, and its failure to do so may reduce the Company’s earnings. The total and timing
of actual future production may vary significantly from reserves and production estimates. The Company'’s drilling of development
wells can involve significant risks, including those related to timing, success rates, and cost overruns, and these risks can be
affected by lease and rig availability, geology, and other factors. Drilling for oil and natural gas can be unprofitable, not only from
non-productive wells, but from productive wells that do not produce sufficient revenues to return a profit. Also, title problems,
weather conditions, governmental requirements, including completion of environmental impact analyses and compliance with
other environmental laws and regulations, and shortages or delays in the delivery of equipment and services can delay drilling
operations or result in their cancellation. The cost of drilling, completing, and operating wells is often uncertain, and new wells may
not be productive or the Company may not recover all or any portion of its investment. Production can also be delayed or made
uneconomic if there is insufficient gathering, processing and transportation capacity available at an economic price to get that
production to a location where it can be profitably sold. Without continued successful exploitation or acquisition activities, the
Company’s reserves and revenues will decline as a result of its current reserves being depleted by production. The Company
cannot assure you that it will be able to find or acquire additional reserves at acceptable costs.
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Environmental regulation significantly affects the Company’s business.

The Company’s business operations are subject to federal, state, and local laws and regulations relating to environmental
protection. These laws and regulations concern the generation, storage, transportation, disposal or discharge of contaminants and
greenhouse gases into the environment, the reporting of such matters, and the general protection of public health, natural
resources, wildlife and the environment. Costs of compliance and liabilities could negatively affect the Company’s results of
operations, financial condition and cash flows. In addition, compliance with environmental laws and regulations could require
unexpected capital expenditures at the Company’s facilities or delay or cause the cancellation of expansion projects or oil and
natural gas drilling activities. Because the costs of complying with environmental regulations are significant, additional regulation
could negatively affect the Company'’s business. Although the Company cannot predict the impact of the interpretation or
enforcement of EPA standards or other federal, state and local regulations, the Company’s costs could increase if environmental
laws and regulations become more strict.

Legislative and regulatory measures to address climate change and greenhouse gas emissions are in various phases of
discussions. If enacted or adopted, legislation or regulation that restricts carbon emissions could increase the Company’s cost of
environmental compliance by requiring the Company to install new equipment to reduce emissions from larger facilities and/or
purchase emission allowances. Proposed measures could also delay or otherwise negatively affect efforts to obtain permits and
other regulatory approvals with regard to existing and new facilities. The effect (material or not) on the Company of any new
legislative or regulatory measures will depend on the particular provisions that are ultimately adopted.

Increased regulation of exploration and production activities, including hydraulic fracturing, could a dversely impact the
Company.

Due to the burgeoning Marcellus Shale play in the northeast United States, together with the fiscal difficulties faced by state
governments in New York and Pennsylvania, various state legislative and regulatory initiatives regarding the exploration and
production business are possible. These initiatives could include new severance taxes for oil and gas production and new statutes
and regulations governing hydraulic fracturing of wells, surface owners’ rights and damage compensation, the spacing of wells,
and environmental and safety issues regarding natural gas pipelines. Additionally, legislative initiatives in the U.S. Congress could
negatively impact the hydraulic fracturing process. If adopted, any such new state or federal legislation or regulation could lead to
operational delays, increased operating costs, additional regulatory burdens and increased risks of litigation for the Company’s
Exploration and Production segment.

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

On October 1, 2009, the Company issued a total of 3,200 unregistered shares of Company common stock to the eight non-
employee directors of the Company then serving on the Board of Directors of the Company and receiving compensation under the
Company'’s Retainer Policy for Non-Employee Directors, 400 shares to each such director. All of these unregistered shares were
issued as partial consideration for such directors’ services during the quarter ended December 31, 2009. These transactions were
exempt from registration under Section 4(2) of the Securities Act of 1933, as transactions not involving a public offering.
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Issuer Purchases of Equity Securities

Total Number of Maximum Number

Shares Purchased of Shares that May

as Part of Publicly Yet Be Purchased
Total Number of Announced Share Under Share

Shares Average Price Repurchase Plans Repurchase Plans

Period Purchased @ Paid per Share or Programs or Programs (0

Oct. 1-31, 2009 7,949 $48.77 — 6,971,019
Nov. 1-30, 2009 8,423 $47.12 — 6,971,019
Dec. 1-31, 2009 257,886 $51.28 — 6,971,019
Total 274,258 $51.08 — 6,971,019

@  Represents (i) shares of common stock of the Company purchased on the open market with Company “matching
contributions” for the accounts of participants in the Company’s 401(k) plans, and (ii) shares of common stock of the
Company tendered to the Company by holders of stock options or shares of restricted stock for the payment of option
exercise prices or applicable withholding taxes. During the quarter ended December 31, 2009, the Company did not
purchase any shares of its common stock pursuant to its publicly announced share repurchase program. Of the 274,258
shares purchased other than through a publicly announced share repurchase program, 24,553 were purchased for the
Company'’s 401(k) plans and 249,705 were purchased as a result of shares tendered to the Company by holders of stock
options or shares of restricted stock.

®  In December 2005, the Company’s Board of Directors authorized the repurchase of up to eight million shares of the
Company’s common stock. The Company completed the repurchase of the eight million shares during 2008. In
September 2008, the Company’s Board of Directors authorized the repurchase of an additional eight million shares of the
Company’s common stock. The Company, however, stopped repurchasing shares after September 17, 2008 in light of the
unsettled nature of the credit markets. However, such repurchases may be made in the future, either in the open market or
through private transactions.

Iltem 6. Exhibits
(a) Exhibits

Exhibit
Number  Description of Exhibit

10.1  Description of long-term performance incentives under the National Fuel Gas Company Performance Incentive
Program.

10.2  Description of performance goals under the Amended and Restated National Fuel Gas Company 2007 Annual At
Risk Compensation Incentive Program and the National Fuel Gas Company Executive Annual Cash Incentive
Program.

10.3 National Fuel Gas Company Executive Annual Cash Incentive Program.

12  Statements regarding Computation of Ratios:

Ratio of Earnings to Fixed Charges for the Twelve Months Ended December 31, 2009 and the Fiscal Years
Ended September 30, 2006 through 2009.

31.1 Written statements of Chief Executive Officer pursuant to Rule 13a-14(a) or Rule 15d-14(a) under the Securities
Exchange Act of 1934.
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31.2 Written statements of Principal Financial Officer pursuant to Rule 13a-14(a) or Rule 15d-14(a) under the
Securities Exchange Act of 1934.

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

99 National Fuel Gas Company Consolidated Statement of Income for the Twelve Months Ended December 31,
2009 and 2008.
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Pursuant to the requirements of the Securities Exchange Act of 1934, the Registrant has duly caused this report to be signed
on its behalf by the undersigned thereunto duly authorized.

NATIONAL FUEL GAS COMPANY
(Registrant)

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

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

Date: February 5, 2010
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Exhibit 10.]
Description of long-term performance incentives undr the National Fuel Gas Company Performance Inceite Program

On December 21, 2009, the Compensation Committ#gedBoard of Directors of National Fuel Gas Compéthe “Company”) established
long-term performance incentives under the Natiénal Gas Company Performance Incentive Prograen“Rhogram”) for a performance
period of October 1, 2009 to September 30, 2012.Gbmpensation Committee established levels obpadnce at which 50%, 100%, 15
and 200% of the target incentive will be payabtedascribed below. For performance levels betwstbkshed levels, a portion of the target
incentive will be payable as determined by matha&mahbinterpolation.

The performance condition for the October 1, 2@0Se¢ptember 30, 2012 performance period is the @oyip total return on capital as
compared to the same metric for peer companidsifNatural Gas Distribution and Integrated Nat@as Companies group as calculated
reported in the Monthly Utility Reports of AUS, In@ leading industry consultant (“AUS”). In deténmg the Company'’s total return on
capital for purposes of this comparison, the Corspan Committee may adjust the AUS calculatiothefCompany’s total return on capital
so as to include any gains realized by the Compartye sale of operations that were reported uGaeerally Accepted Accounting
Principles as discontinued operations.

Payment will be made in accordance with the Progfahe Company achieves certain levels of perforogarelative to the peer group. For
example, if the Company achieves a rank, as a ptlecef the peer group, of 60%, then 100% of #rgét incentive will be paid. Other
performance levels may result in payments rangiogn f0% to 200% of the target incentive.

For the October 1, 2009 to September 30, 2012 pe&ioce period, the Compensation Committee estauliie following target incentives
for the following named executive officers of ther@any: David F. Smith, $700,000; Ronald J. Tar00,000; Matthew D. Cabell,
$300,000; Anna Marie Cellino, $225,000; and JohiP&stulka, $120,000.



Exhibit 10.z

Description of performance goals under the Amendednd Restated National Fuel Gas Company 2007 AnnuAlt Risk Compensation
Incentive Program and the National Fuel Gas Compan{executive Annual Cash Incentive Program

On December 23, 2009, specific written performagaals for fiscal year 2010 under the Amended arstd®ed National Fuel Gas Company
2007 Annual At Risk Compensation Incentive Prog(#\RCIP”) were executed by the Compensation Committee dd8tiaed of Director:
of National Fuel Gas Company (the “Companfgi) David F. Smith, Ronald J. Tanski, Matthew Db&khand Anna Marie Cellino. Mr. Smi
is President and Chief Executive Officer of the @amy. Mr. Tanski is Treasurer and Principal Finah©fficer of the Company and
President of National Fuel Gas Supply Corporati@upply Corporation”), one of the Company’s two glipe and storage subsidiaries.

Mr. Cabell is President of Seneca Resources CdiporéiSeneca Resources”), the Company’s explonadiod production subsidiary.

Mrs. Cellino is President of National Fuel Gas Esttion Corporation (“Distribution Corporationthe Company’s utility subsidiary.

Mr. Smith, Mr. Tanski, Mr. Cabell and Mrs. Cellimall earn cash compensation in fiscal 2010 underAARCIP depending upon their
performance relative to their goals. Compensatimounts pursuant to these arrangements can rangezém to 200% of salary for

Mr. Smith, from zero to 160% of salary for Mr. T&nhand from zero to 140% of salary for Mr. Cabeitlavrs. Cellino. Target compensation
is 100% of salary for Mr. Smith, 80% of salary fdr. Tanski and 70% of salary for Mr. Cabell and Me=llino. The Compensation
Committee may approve other compensation or avarids discretion.

The goals for Mr. Smith relate to Company earnipgsshare (weighted as 25% of the formula), eampeg share of the Company’s pipeline
and storage subsidiaries and utility subsidiaryigived as 25% of the formula), oil and natural gesluction volume (multiple goals
weighted in the aggregate as 35% of the formutdgtg (weighted as 5% of the formula), and variaspects of the Company’s investor
relations program (weighted in the aggregate as aD#te formula).

The goals for Mr. Tanski relate to Company earnipgisshare (weighted as 25% of the formula), egmper share of the Compasygipeline
and storage subsidiaries and utility subsidiaryigived as 25% of the formula), oil and natural gaxiuction volume (weighted as 15% of
the formula), growth of the pipeline and storaggnsent (weighted as 15% of the formula), safety @ivedd as 10% of the formula), and
various aspects of the Company’s investor relatirogram (weighted in the aggregate as 10% ofdiadla).

The goals for Mr. Cabell relate to Company earnipgisshare (weighted as 15% of the formula), egmper share of Seneca Resources
(weighted as 15% of the formula), oil and natui groduction volume (multiple goals weighted ia #ygregate as 40% of the formula), oil
and natural gas reserve replacement (weighted%sof@he formula), finding and development costsi@hted as 10% of the formula), and
lease operating expenses and general and administeapenses (weighted as 10% of the formula).




The goals for Mrs. Cellino relate to Company eaggiper share (weighted as 25% of the formula),iegsrper share of the Company’s
pipeline and storage subsidiaries and utility sdibsy (weighted as 25% of the formula), safety (tiplé goals weighted in the aggregate as
20% of the formula), Distribution Corporation cusier service standards (weighted as 15% of the flagmDistribution Corporation meter
reading (weighted as 10% of the formula), and dwilatory environment (weighted as 5% of the foajul

Also on December 23, 2009, specific written perfance goals for fiscal year 2010 under the Natiéugl Gas Company Executive Annual
Cash Incentive Program (“EACIP") were executedh®y Compensation Committee for John R. PustulkaipB¥fice President of Supply
Corporation. Mr. Pustulka will earn cash compemsain fiscal 2010 under the EACIP depending upanperformance relative to his goals.
Mr. Pustulka’s compensation pursuant to this areamgnt can range from zero to 90% of his salary. Gtipensation Committee may
approve other compensation or awards at its disoret

The goals for Mr. Pustulka relate to Company eg@imiper share (weighted as 25% of the formula),ilegsrper share of the Company’s
pipeline and storage subsidiaries and utility stibsy (weighted as 25% of the formula), safety @ied as 10% of the formula), Supply
Corporation’s fuel consumption and operationaloéficy (weighted as 10% of the formula), manageroétite capital expenditure budgets
of the Company’s pipeline and storage subsidiaabutility subsidiary (weighted as 5% of the fota)uand individual performance as
otherwise subjectively determined (weighted as 26%e formula).



Exhibit 10.:

NATIONAL FUEL GAS COMPANY
EXECUTIVE ANNUAL CASH INCENTIVE PROGRAM

NATIONAL FUEL GAS COMPANY (the ‘Company”) hereby establishes this NATIONAL FUEL GAS COMPAXNEXECUTIVE
ANNUAL CASH INCENTIVE PROGRAM (the ‘Program ") as of the 1st day of October, 2008, and as &urtkvised this 10th day of
December, 2009, in accordance with the terms peaviterein.

Section 1. Incentive Program Purpo3ée purposes of the Program are to enable thep@oynand its majority-owned subsidiaries (the “
Subsidiaries”) to attract, retain, motivate and reward officarsl key employees by providing them with shomatércentive opportunities
directly linked to the Company’s and the individaaderformance.

Section 2. Eligibility Except for those executive officers who are pgréiting for the same period in the National Fuak@ompany
Annual At Risk Compensation Incentive Plan, eadltef of the Company and its Subsidiaries who teentdesignated by the Board as an
“executive officer” for purposes of the Securitieschange Act of 1934, as amended, shall particijpatieis Program (each, dBxecutive
Participant” ). In addition, the Chief Executive Officer of ti@mpany (the ‘CEO "), at his sole discretion, may select other officer key
employees of the Company and its Subsidiaries tiicfate in the Program (each, ®&signated Participant”).

Section 3. Performance Periods and Targenitinces. With respect to each Executive Participant arwh&esignated Participant (each, a
“Participant” ), the CEO shall establish a target incentive oty (the “Target Incentive ") applicable to such Participant with respec
any Performance Period, which shall be a percerdfijase salary; provided that, the Target Incentvith respect to each Executive
Participant shall be subject to the approval ofGeenpensation Committee of the Company of the Boafdirectors (the “Committee”). A “
Performance Period” shall be the then-current fiscal year of the Camyp In the event that an employee becomes areoffican executive
officer after the commencement of any PerformareréoB (including by reason of having first beeretiafter the commencement of the
Performance Period), the CEO shall determine tlseshi any, on which such person shall be perhitteparticipate in the Program for such
Performance Period (including, but not limitedwdether the Participant’s Target Incentive willgre+ated to reflect his or her eligibility fc
only a portion of the Performance Period). In therg that the work responsibilities of a Participelmanges during the Performance Period,
the CEO may change one or more of the Performancelions and/or the Target Incentive associatet said Performance Period;
provided however, that any such change with resjpesh Executive Participant is subject to the apak of the Committee.

Section 4. Performance Conditions and Perdoegr Levels

(a) Establishment of Performance Conditions . No later than ninety days following the beginnafghe Performance Period, the CEO shall
establish the performance objectives (thetformance Conditions”) which must be achieved for a Participant to recpagment in respe:
of his or her Target Incentive (or a specified npldt thereof) for that Performance Period;




provided that the Performance Conditions and thel$eof achievement for an Executive Participamtidbe approved by the Committee. The
Performance Conditions may be based on the perfarenaf the Company or one or more of its Subsiesarither on an absolute or
comparative basis, and/or upon individual perforogacriteria established for the Participant orasslof Participants. The Performance
Conditions need not be the same for each Partiipafor the same Participant with respect toet#ht Performance Periods. Where more
than one Performance Condition is establishedP#réormance Conditions shall allocate the Targegmtive among the Performance
Conditions, provided that, for this purpose, mudtiperformance Conditions may be combined andedeas a single Performance Condition.
At least seventy-five percent (75%) of a Particifmiarget Incentive will be dependent on objecfaformance Conditions. Twenty-five
percent (25%) of a Participant’s Target Incentivaeyrbe designated as discretionary.

(b) Threshold, Target and Maximum Performance Levels . With respect to each Performance Period, the €&l establish, at a
minimum, a threshold level of performance (or toetipn thereof allocable to a particular Performa@ondition or Conditions (the
“Allocable Portion” )) at which 100% of the Target Incentive shall bgable and a maximum level of performance at wBi@bs of the
Target Incentive will be payable, subject in eaabecto the CEO'’s discretion to reduce the amowwlga to any Participant based on such
factors as the CEO shall determine. For performéacas between two established performance lettedspercent of Target Incentive (or i
Allocable Portion) payable will be determined bythweanatical interpolation, where appropriate.

Section 5. Performance AchievemeRayment of any compensation under the Prograxpeessly contingent upon achievement, in
whole or in part, of the Performance Conditionssoch Performance Period. The amount payable tyt&cipant with respect to his or her
Target Incentive (or the Allocable Portion) wittspect to any Performance Conditions will be deteedibased on the assessment of
achievement against such Performance Conditiortsre#ipect to such Performance Period. To the etttahtiny Performance Condition is
based on the individual performance of a Partidiplaat is not otherwise objectively determinabledpyplication of a formula or other
mathematical or statistical measure, the levecbievement of such Performance Condition shalldierdhined based on the CEQO’s
subjective determination of the individual’s perfance.

Section 6. Payment of Cashxcept as provided in Section 8, any amount paytaba Participant in respect of any Performaregod
shall be paid to the Participant (or, where applieathe Participans' beneficiary or legal representative) in a siighep sum cash amount r
later than 2/ 2 months after the end of the calendar year in witielrelevant Performance Period ends.

Section 7. Employment Conditions to Payment

(a)Full Award Requires Service for Entire Performance Period. To be entitled to payment in full of any amount g@hlg in respect of any
Target Incentive, a Participant must be in the iooioius employ of the Company or a Subsidiary fromdate he or she is selected as a
Participant through the last day of the applic&®eformance Period. Except as provided in
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Section 7(b), if a Participant’'s employment terntésafor any reason during a Performance Periodugimg, but not limited to, the
Participant’s voluntary resignation), such Partcipshall be entitled to receive payment of theamdf any, determined pursuant to
Section 7(c).

(b) Termination for Cause or Termination Before Sx Months of the Performance Period Have Passed. If a Participant’'s employment is
terminated (i) for “Cause” at any time prior to pagnt of any amount in respect of any Target Inwertinder Section 6, or (ii) for any other
reason and fewer than six months of the PerformBeci®d have passed, then such Participant shiéditfany right to receive any payment
respect of his or her Target Incentive for thafé&enance Period (regardless of whether the Perfocm&eriod shall have been completed
an amount would otherwise have been payable tBdngcipant in respect of his or her Target InogntiFor purposes of this Plan, the term
Cause” means (i) the Participant’s failure to follow or comply \wis reasonable and lawful written directive of Buard of Directors or the
CEOQ, (i) the Participant’s failure to perform the substmnesponsibilities of his or her position, ()iiany act of dishonesty, gross
negligence, or misconduct by the Participant, iditlg any violation of a material Company policytweach of fiduciary duty owed by the
Participant to the Company (even if no harm redutt: such act), (iy the Participant’s conviction of or entering agte guilty ornolo
contendere to a crime constituting a felony or the Participamtillful violation of any law, rule or regulatigror (v) the Participant engages in,
or is interested in, (as owner, partner, sharelhpttaployee, director, agent, consultant or othegyviany business which is a “competitor” of
the Company. “Competitor” of the Company is anypowation, sole proprietorship, partnership, joiahture, syndicate, trust or any other
form of organization or parent, subsidiary or dimisof any of the foregoing, which is engaged ia ttansportation, purchase, brokering,
marketing or trading of natural gas or other engngpducts or services which are competitive toGenpany’s products or services, any of
which is engaged in within 50 miles of the geogieginea in which the Company is engaged in suchpetitive business, provided that a
present or future investment in the securitiesoofijganies listed on a national securities exchangiaded on the over-the-counter market to
the extent such investments do not exceed 2% dbtheoutstanding shares of such company willauoistitute engagement or interest in a
“competitor.”

(c) Termination for Any Other Reason and the Passing of Sx or More Months of the Performance Period . Subject to the last sentence of
this Section 7(c), if a Participant's employmemhiiates during a Performance Period for any reasloer than Cause and six or more
months of the Performance Period have passedptbard payable to the Participant in respect ofRhgicipant’s Target Incentive for any
Performance Period shall be equal to the produ¢kgfthe amount that would have been payable in resgebe Participant’s Target
Incentive had such Participant been employed fetitire Performance Period (as determined in dacge with Section 5 based on the
CEO'’s assessment of the achievement of the Perfaren@onditions for the Performance Period) mukiplby (_y) the Participant's PriRata
Fraction. With respect to any Participant, ther-Rata Fraction ” is a fraction, the numerator of which is the nienbf days in the
Performance Period completed prior to and includirgdate of Participant’s termination of employmamd the denominator of which is the
total number of days in the Performance PeriodthEoextent a Participant becomes entitled to recaiy payment as provided in this
Section 7(c), such payment shall be made not fh#r 21/ 2months after the end of the calendar year in witietrelevant Performance
Period ends. Any payment to a Participant




pursuant to this Section 7(c) shall be subjech&é@EQ’s discretion described in Section 4(b), ai as such terms and conditions (including,
but not limited to, the execution of a release andértain restrictive covenants in favor of therpany) as the CEO shall determine not later
than the date of such Participant’s terminatiorraployment.

Section 8. Change of Contrdh the event of a Change of Control, all thepriogress Performance Periods shall be deemed todralec
as of the end of the last fiscal quarter of the @any ended prior to the occurrence of such Chah@®uwtrol and the rights of each
Participant to receive payment in respect of artgtanding Target Incentive shall be determinedénfollowing manner: () the Performanc
Period shall be deemed to have ended as of thefehd fiscal quarter ended coincident with or ingiagely prior to the occurrence of such
Change of Control; (i the CEO, as determined immediately prior to SGbange of Control, shall certify the amount payatith respect to
each Target Incentive based on achievement oféhfedmance Conditions through the end of the trtecc®erformance Period, but
annualizing the performance for the then curresadi year and subject to such other adjustmenasyif specified by the Committee at the
time such Performance Conditions are first estabtisand ( i) the amount payable to each Participant shalljoeleto the product of (A
the amount determined pursuant to subclause @) @) a fraction, the numerator of which is the numbkedays in the Performance Period
completed prior to, and including, the Change ofitta and the denominator of which is the total t@mof days in the Performance Period.

For purposes of this Plan, a “Change in Cdhsieall mean:

(i) either (@ receipt by the Company of a report on Schedul®, b8 an amendment to such a report, filed withSkeurities and
Exchange Commission (theéSEC ") pursuant to Section 13(d) of the 1934 Act disthg that any person (as such term is used in@ecti
13(d) of the 1934 Act) (Person”), is the beneficial owner, directly or indirectly, twfenty (20) percent or more of the outstandinglstaf
the Company or (pactual knowledge by the Company of facts, onbth&s of which any Person is required to file sachport on
Schedule 13D, or to make an amendment to suchoatyeyth the SEC (or would be required to file Bucreport or amendment upon the
lapse of the applicable period of time specifieGacttion 13(d) of the 1934 Act) disclosing thatts®erson is the beneficial owner, dire
or indirectly, of twenty (20) percent or more oétbutstanding stock of the Company;

(ii) purchase by any Person, other than the@my, a Subsidiary or any employee benefit plath@Company or any Subsidiary, of
shares pursuant to a tender or exchange offemtairgcany stock of the Company (or securities caite into stock) for cash, securities
any other consideration, provided that, after comsation of the offer, such Person is the benefmater (as defined in Rule 13d-3 under
the 1934 Act), directly or indirectly, of twenty@Rpercent or more of the outstanding stock of@Gbenpany (calculated as provided in
paragraph (d) of Rule 13d-3 under the 1934 Achendase of rights to acquire stock);

(iif) consummation of ((pany consolidation or merger of the Company inclitthe Company is not the continuing or surviving
corporation or pursuant to which shares of stocthefCompany would be converted into cash, seeardr other property, other than
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a consolidation or merger of the Company in whioldbrs of its stock immediately prior to the condalion or merger have substantially
the same proportionate ownership of common sto¢keturviving corporation immediately after thasolidation or merger as
immediately before, or (Jpany consolidation or merger in which the Compinhe continuing or surviving corporation but ihigh the
common shareholders of the Company immediatelyr poithe consolidation or merger do not hold asieamajority of the outstanding
common stock of the continuing or surviving corgima (except where such holders of common stocl holeast a majority of the
common stock of the corporation which owns alll@f tommon stock of the Company), or)(any sale, lease, exchange or other transfer
(in one transaction or a series of related tranmag) of all or substantially all the assets of @@mmpany; or

(iv) a change in the majority of the membédrthe Board of Directors within a 24-month periauless the election or nomination for
election by the Company'’s shareholders of eachdiesector was approved by the vote of at least s of the directors then still in
office who were in office at the beginning of th&@onth period.

Section 9. AdministrationThe CEO (or such other officer or officers to whthe CEO shall delegate such responsibility (each,
“Delegate” )) shall administer and interpret the Plan. The GiB@ll establish the Performance Conditions forRegformance Period in
accordance with Section 4 and determine whethdr Becformance Conditions have been obtained wihaet to such Performance Perio
accordance with Section 5. Any determination madthb CEO under the Plan shall be final and comeughe CEO (or any Delegate) may
employ such legal counsel, consultants and agemwtsiding counsel or agents who are employeeseo0hmpany or a Subsidiary) as it may
deem desirable for the administration of the Plashmay rely upon any opinion received from any stminsel or consultant or agent and
computation received from such consultant or agélhexpenses incurred in the administration of Eian, including, without limitation, for
the engagement of any counsel, consultant or agleall, be paid by the Company. Neither the CEOCamyr Delegate shall be liable for any
action or determination made in good faith underRhogram or with respect to any Target Incentivarded or payable thereunder.

Section 10. Nonassignmer Participant shall not be permitted to assidienate or otherwise transfer any interest in hiker Target
Incentive and any attempt to do so shall be voia#ticipant’s interests under this Plan shallb®subject to garnishment or execution or
levy of any kind, and any attempt to cause any fitsrte be so subjected shall not be recognizeés Plan shall be an unfunded plan and a
Participant shall have only the rights of a generatlitor of the Company with respect to such Bidint’s interest under this Plan.

Section 11. Impact on Benefit Plarizayments under the Program shall be consideredramgs for purposes of any of the Company’s
employee benefit plans, programs or arrangemeartkiding, but not limited to, its qualified retiremt plans or nowalified retirement plar
or for any other retirement or benefit plan, unlegerwise excluded under the terms of any suah Nathing herein shall prevent the
Company from maintaining additional compensatianpland arrangements, provided howeverrtbgiayments shall be made under such
plans and arrangements if the effect thereof wbelthe payment of compensation otherwise
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payable under this Program regardless of whetleeapiplicable Performance Condition was attained.

Section 12. SuccessorBhe obligation of the Company under the Progrhail e binding upon the successors and assigtie of
Company.

Section 13. Applicable LawThis Program shall be governed by and construeeiuthe laws of the State of New York without meb
its conflict of law provisions.

Section 14. Severabilityin the event that any one or more of the prowisiof this Program shall be held to be invaligghl or
unenforceable, the validity, legality or enforcdipof the remaining provisions shall not in angywbe affected or impaired thereby.

Section 15. Tax WithholdingThe Company shall have the power to withhold fiaomg amount payable hereunder an amount suffitcdent
satisfy federal, state and local or non-U.S. witbimy tax requirements on any amount payable utideProgram.

Section 16. No Voluntary Election to Defédnless and to the extent expressly permittechbydompany on such terms and conditions as
it shall deem necessary or appropriate, no amaaydhge under the Program may be electively defdyyeal Participant past the date as of
which such amount would otherwise be paid hereundigwithstanding the foregoing, the Company mafedpayment of any amount
payable in respect of any Target Incentive if amthe extent such payment would, if made at the titherwise required under the Program,
not be deductible by the Company or any Subsidigrgeason of Section 162(m) of the Internal Revebade of 1986, as amended (the
“Code”). Notwithstanding anything in this Programthe contrary, any deferral of payment permittecequired in accordance with this
Section 16 shall at all times comply with the apgliile provisions of Section 409A of the Code ahdeterminations with respect thereto
shall be made in a manner intended to avoid th@gitipn on any Participant of the additional tazesforth in such Section 409A.

Section 17. No Guarantee of Employmexbthing in this Plan shall interfere with or linmm any way the right of the Company or a
Subsidiary to terminate any Participant’s employh&rany time, nor confer upon any Participant aglgt to continue in the employ of the
Company or a Subsidiary.

Section 18. Headingg he descriptive headings of the Sections of Bnagram are inserted for convenience of referentgand shall no
constitute a part of this Program. Except whenmitse indicated by the context, the singular shaltead and interpreted as the plural (when
appropriate), and the plural shall include the giag

Section 19. Amendment or Termination of fiisgram. This Program may be amended, suspended or teadibg the Company at any
time upon approval by the Compensation Committead@Board of Directors (or such other committe¢hat the Board shall authorize to
take such action). Notwithstanding the foregoirgamendment, suspension or termination shall adleadfect a Participant’s rights with
respect to any Target Incentive previously esthblis except as provided herein.
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NATIONAL FUEL GAS COMPANY

COMPUTATION OF RATIO OF

EARNINGS TO FIXED CHARGES

EARNINGS:

Income from Continuing Operatiol

Plus Income Tax Expen:

Less Investment Tax Credit (

(Less Income) Plus Loss from Unconsolidated
Subsidiaries (3

Plus Distributions from Unconsolidated
Subsidiaries

Plus Interest Expense on L¢-Term Debt

Plus Other Interest Expen

Less Amortization of Loss on Reacquired D

Plus (Less) Allowance for Borrowed Funds Used
in Constructior

Plus Rentals (2

FIXED CHARGES:

Interest & Amortization of Premium and Discount of

Funded Deb

Plus Other Interest Expen

Less Amortization of Loss on Reacquired D

Plus (Less) Allowance for Borrowed Funds Us:
in Constructior

Plus Rentals (2

RATIO OF EARNINGS TO FIXED CHARGES

1)
()
(3)

Investment Tax Credit is included in Other Incol

UNAUDITED

For the Twelve
Months Endec

EXHIBIT 12

Fiscal Year Ended September

December 31, 200 2009 2008 2007 2006
$207,88! $100,70¢ $268,72¢ $201,67!  $184,61-
126,48t 51,12 167,92: 131,81 108,24
(697) (697) (697) (697) (697)
(2,649) (1,562) (6,309) (4,979 (3,589
2,75( 2,90( 8,28( 1,61¢ 4,651
83,42t 79,41¢ 70,09¢ 68,44¢ 72,62¢
9,25¢ 7,497 3,87( 6,02¢ 5,95
(1,109 (1,129 (1,156) (1,119 (1,115
62 1,174 2,10( 374 29€
1,74¢ 1,867 2,22¢ 2,68¢ 2,81(
$427,16( $241,30: $515,07: $405,84(  $373,79
$ 83,42¢ $ 79,41¢ $ 70,09¢ $ 68,446 $ 72,62
9,25¢ 7,497 3,87( 6,02¢ 5,95:
(1,109 (1,122) (1,156) (1,119 (1,118
62 1,172 2,10( 374 29¢€
1,74¢ 1,867 2,22¢ 2,68¢ 2,81(
$ 93,38! $ 88,83: $ 77,14: $ 76,41F  $ 80,56¢
4.57 2.72 6.6¢ 5.31 4.64

Rentals shown above represent the portion of athte (other than delay rentals) deemed represeatsitthe interest facto
Fiscal 2009 includes an impairment of an investneat partnership of $1,80



EXHIBIT 31.1

CERTIFICATION
[, D. F. Smith, certify that:
1. I have reviewed this quarterly report omrd.0-Q of National Fuel Gas Company;

2. Based on my knowledge, this report doesantain any untrue statement of a material factoit to state a material fact necessary to
make the statements made, in light of the circuntgts.under which such statements were made, nigadisg with respect to the period
covered by this report;

3. Based on my knowledge, the financial statesy and other financial information includedhistreport, fairly present in all material
respects the financial condition, results of operatand cash flows of the registrant as of, amdtife periods presented in this report;

4. The registrant’s other certifying officardal are responsible for establishing and maintgimisclosure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&)}%(nd internal control over financial reportirag defined in Exchange Act Rules 13a-
15(f) and 15d-15(f)) for the registrant and have:

(a) Designed such disclosure controls andgahoes, or caused such disclosure controls an@guoes to be designed under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhgibsidiaries, is made known to us by others
within those entities, particularly during the petin which this report is being prepared,;

(b) Designed such internal control over finahreporting, or caused such internal control dugancial reporting to be designed under our
supervision, to provide reasonable assurance reggitie reliability of financial reporting and tipeeparation of financial statements for
external purposes in accordance with generally@edeaccounting principles;

(c) Evaluated the effectiveness of the regigts disclosure controls and procedures and predém this report our conclusions about the
effectiveness of the disclosure controls and proees] as of the end of the period covered by #psint based on such evaluation; and

(d) Disclosed in this report any change inrégistrant’s internal control over financial refiog that occurred during the registrant’'s most
recent fiscal quarter (the registrant’s fourth dilsguarter in the case of an annual report) thatnhaterially affected, or is reasonably likely to
materially affect, the registrant’s internal cohmwwer financial reporting; and

5. The registrant’s other certifying officardal have disclosed, based on our most recent atiafuof internal control over financial
reporting, to the registrant’s auditors and theitacmmmittee of the registrant’s board of direct@spersons performing the equivalent
functions):

(a) All significant deficiencies and matenedaknesses in the design or operation of interoratrol over financial reporting which are
reasonably likely to adversely affect the regigfeaability to record, process, summarize and refioancial information; and

(b) Any fraud, whether or not material, thatdlves management or other employees who hawgnéisant role in the registrant’s internal
control over financial reporting.

Date: February 5, 2010

/s/ D. F. Smith

D. F. Smith
President and Chief Executive Offic




EXHIBIT 31.2

CERTIFICATION
I, R. J. Tanski, certify that:
1. I have reviewed this quarterly report omrd.0-Q of National Fuel Gas Company;

2. Based on my knowledge, this report doesantain any untrue statement of a material factoit to state a material fact necessary to
make the statements made, in light of the circuntgts.under which such statements were made, nigadisg with respect to the period
covered by this report;

3. Based on my knowledge, the financial statesy and other financial information includedhistreport, fairly present in all material
respects the financial condition, results of operatand cash flows of the registrant as of, amdtife periods presented in this report;

4. The registrant’s other certifying officardal are responsible for establishing and maintgimisclosure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&)}%(nd internal control over financial reportirag defined in Exchange Act Rules 13a-
15(f) and 15d-15(f)) for the registrant and have:

(a) Designed such disclosure controls andgahoes, or caused such disclosure controls an@guoes to be designed under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhgibsidiaries, is made known to us by others
within those entities, particularly during the petin which this report is being prepared,;

(b) Designed such internal control over finahreporting, or caused such internal control dugancial reporting to be designed under our
supervision, to provide reasonable assurance reggitie reliability of financial reporting and tipeeparation of financial statements for
external purposes in accordance with generally@edeaccounting principles;

(c) Evaluated the effectiveness of the regigts disclosure controls and procedures and predém this report our conclusions about the
effectiveness of the disclosure controls and proees] as of the end of the period covered by #psint based on such evaluation; and

(d) Disclosed in this report any change inrégistrant’s internal control over financial refiog that occurred during the registrant’'s most
recent fiscal quarter (the registrant’s fourth dilsguarter in the case of an annual report) thatnhaterially affected, or is reasonably likely to
materially affect, the registrant’s internal cohmwwer financial reporting; and

5. The registrant’s other certifying officardal have disclosed, based on our most recent atiafuof internal control over financial
reporting, to the registrant’s auditors and theitacmmmittee of the registrant’s board of direct@spersons performing the equivalent
functions):

(a) All significant deficiencies and matenedaknesses in the design or operation of interoratrol over financial reporting which are
reasonably likely to adversely affect the regigfeaability to record, process, summarize and refioancial information; and

(b) Any fraud, whether or not material, thatdlves management or other employees who hawgnéisant role in the registrant’s internal
control over financial reporting.

Date: February 5, 2010

/s/ R. J. Tanski

R. J. Tansk
Treasurer and Principal Financial Offic




EXHIBIT 32

NATIONAL FUEL GAS COMPANY

Certification Pursuant to Section 906
of the SarbanesOxley Act of 2002

Each of the undersigned, D. F. SMITH, Blnesident and Chief Executive Officer and R. JNBXI, the Treasurer and Principal
Financial Officer of NATIONAL FUEL GAS COMPANY (thé&Company”), DOES HEREBY CERTIFY that:

1. The Company’s Quarterly Report on Form 1fthe quarter ended December 31, 2009 (the “R8®datly complies with the
requirements of section 13(a) of the SecuritieshBrge Act of 1934, as amended,;

2. Information contained in the Report fairhgepents, in all material respects, the financialdition and results of operations of the
Company

IN WITNESS WHEREOF, each of the undersifjhas executed this statement thisday of February, 2010.

/s/ D. F. Smith
President and Chief Executive Offic

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




CONSOLIDATED STATEMENTS OF INCOME

INCOME
Operating Revenue

Operating Expense
Purchased Ge
Operation and Maintenan
Property, Franchise and Other Ta
Depreciation, Depletion and Amortizati
Impairment of Oil and Gas Producing Proper

Operating Incom

Other Income (Expense
Income from Unconsolidated Subsidiar
Impairment of Investment in Partners|
Interest Incom
Other Income
Interest Expense on Lo-Term Debi
Other Interest Expen:

Income Before Income Tax
Income Tax Expens

Net Income Available for Common Stock

Earnings Per Common Share
Basic:
Net Income Available for Common Stock

Diluted:
Net Income Available for Common Stock

Weighted Average Common Shares Outstanding
Used in Basic Calculatic

Used in Diluted Calculatio

NATIONAL FUEL GAS

(UNAUDITED)

Exhibit 99

Twelve Months Ende

December 3:

2009 2008

(Thousands of Dollars
$ 1,907,70: $ 2,439,25I
845,83° 1,285,88!
396,01¢ 431,75(
72,06. 76,67
176,02: 168,84
— 182,81
1,489,93! 2,145,96!
417,76: 293,29¢
4,452 3,34:
(1,809 -
5,03¢ 9,61
1,60¢ 11,45(
(83,426 (71,866
(9,255 (2,779
334,37: 243,06!
126,48t 87,61¢
$ 207,88! $ 155,44¢
$ 2.6( $ 1.91
$ 2.5€ $ 1.87
79,983,51 81,217,89
81,156,96 83,112,21




