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Statements of Consolidated Income (Unaudited)

Operating revenues
Cost of sales
Net operating revenues

Operating expenses:

Operation and maintenance

Production

Selling, general and administrative
Office consolidation impairment charges
Depreciation, depletion and amortization
Total operating expenses

Operating income

Gain on sale of assets, net

Other income

Equity in earnings of nonconsolidated investments
Interest expense

Income before income taxes
Income taxes
Net income

Earnings per share of common stock:

Basic:

Weighted average common shares outstanding
Net income

Diluted:

Weighted average common shares outstanding
Net income

Dividends declared per common share

The accompanying notes are an integral part of these Condensed Consolidated Financial Statements.

Three Months Ended Nine Months Ended
September 30, September 30,
2007 2006 2007 2006
(Thousands, except per share amounts)
$ 226,806 $ 232,801 $ 976,592 $ 914,127
68,722 72,155 405,687 367,085
158,084 160,646 570,905 547,042
25,602 25,282 78,614 74,252
16,009 16,176 48,646 47,965
32,198 32,904 143,978 90,659
(2,908)
26,907 25,149 81,926 74,163
100,716 99,511 353,164 284,131
57,368 61,135 217,741 262,911
119,401

2,204 489 5,530 886
1,423 70 2,198 120
11,557 12,779 35,604 36,128
49,438 48,915 309,266 227,789
16,513 17,120 112,380 79,726
$ 32,925 $ 31,795 $ 196,886 $ 148,063
121,380 120,172 121,319 119,929
$ 0.27 $ 0.26 $ 1.62 $ 1.23
122,838 122,103 122,818 121,961
$ 0.27 $ 0.26 $ 1.60 $ 1.21
$ 0.22 $ 0.22 $ 0.66 $ 0.65
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Statements of Condensed Consolidated Cash Flows (Unaudited)

Cash flows from operating activities:

Net income

Adjustments to reconcile net income to cash provided by operating activities:
Provision for losses on accounts receivable

Depreciation, depletion, and amortization

Gain on sale of assets, net

Other income

Office consolidation impairment charges

Deferred income taxes

Excess tax benefits from share-based payment arrangements
Decrease in accounts receivable and unbilled revenues
(Increase) decrease in margin deposits

Increase in inventory

Decrease in accounts payable

Change in derivative instruments at fair value, net

Changes in other assets and liabilities

Net cash provided by operating activities

Cash flows from investing activities:

Capital expenditures

Proceeds from sale of assets

Restricted cash from sale of assets, net

Proceeds from contribution of assets

Proceeds from sale of available-for-sale securities

Investment in available-for-sale securities

Proceeds from sale of discontinued operations, net of purchase price adjustments
Net cash used in investing activities

Cash flows from financing activities:

Dividends paid

Proceeds from note payable to Nora Gathering, LLC
Repayments of note payable to Nora Gathering, LL.C
Proceeds from exercises under employee compensation plans
Excess tax benefits from share-based payment arrangements
Repayments and retirements of long-term debt

Increase (decrease) in short-term loans

Net cash provided by (used in) financing activities

Net increase (decrease) in cash and cash equivalents
Cash and cash equivalents at beginning of period
Cash and cash equivalents at end of period

Cash paid during the period for:
Interest, net of amount capitalized
Income taxes, net of refund

@ &H

2007

Nine Months Ended
September 30,

(Thousands)
196,886 $

(1,608)

81,926
(119,401)

(5,530)

71,385
(4,447)
126,758
(7.259)
(29,465)
(30,382)
18,898
44,091
341,852

(532,664)
184,576
(68,256)

23,262
7,295
(9,709)

(395,496)

(80,306)
69,786
(24,285)

2,673

4,447
(10,000)
204,001
166,316

112,672

112,672 $

36,015 $
25,331 $

The accompanying notes are an integral part of these Condensed Consolidated Financial Statements.

2006

148,063

1,504
74,163

(886)
(2,908)
15,435
(6,090)

176,283
317,574
(33,845)
(62,439)
(30,991)
(46,293)
549,570

(252,604)

(2,314)
(724)
(255,642)

(78,290)

17,002

6,090
(3,000)
(310,696)
(368,894)

(74,966)
74,966

37,572
38,717

11
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EQUITABLE RESOURCES, INC. AND SUBSIDIARIES

EQUITABLE RESOURCES, INC. AND SUBSIDIARIES
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Condensed Consolidated Balance Sheets (Unaudited)

ASSETS

Current assets:

Cash and cash equivalents $
Restricted cash

Accounts receivable (less accumulated provision for doubtful accounts: September

30, 2007, $14,010; December 31, 2006, $20,442)

Unbilled revenues

Margin deposits with financial institutions

Inventory

Derivative instruments, at fair value

Prepaid expenses and other

Total current assets

Equity in nonconsolidated investments

Property, plant and equipment

Less: accumulated depreciation and depletion

Net property, plant and equipment

Investments, available-for-sale

Other assets

Total assets $
LIABILITIES AND STOCKHOLDERS EQUITY

Current liabilities:

Current portion of long-term debt $
Short-term loans

Note payable to Nora Gathering, LLC

Accounts payable

Derivative instruments, at fair value

Other current liabilities

Total current liabilities

Debentures and medium-term notes

Other non-current liabilities:

Deferred income taxes and investment tax credits
Unrecognized tax benefits

Pension and other post-retirement benefits

Other credits

Total other non-current liabilities

Common stockholders equity:

Common stock, no par value, authorized 320,000 shares; shares issued: September

30, 2007 and December 31, 2006, 149,008

Treasury stock, shares at cost: September 30, 2007, 27,342; December 31, 2006,
27,405 (net of shares and cost held in trust for deferred compensation of 179,

$3,063 and 159, $2,724)

Retained earnings

Accumulated other comprehensive loss

Total common stockholders equity

Total liabilities and stockholders equity $

The accompanying notes are an integral part of these Condensed Consolidated Financial Statements.

September 30,

2007

(Thousands)

112,672
68,256

102,825
12,138
7,270
298,593
56,165
66,735

724,654
133,302
3,931,937
1,262,897
2,669,040
36,553
110,371
3,673,920

340,000
45,501
182,944
496,497
174,180
1,239,122

753,500

409,282
37,428
47,725
93,417

587,852

369,295

(469,133)
1,475,779

(282,495)
1,093,446
3,673,920

$

December 31,

2006

199,486
40,627
11
269,128
129,675
62,523

701,450
35,023
3,617,297
1,239,826
2,377,471
31,270

111,697
3,256,911

10,000
135,999

213,326
570,251
150,203
1,079,779

753,500

338,012

50,947
88,393
477,352

366,856

(469,584)
1,363,310

(314,302)
946,280
3,256,911
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Equitable Resources, Inc. and Subsidiaries

Equitable Resources, Inc. and Subsidiaries
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Notes to Condensed Consolidated Financial Statements (Unaudited)

Notes to Condensed Consolidated Financial Statements (Unaudited)
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A. Financial Statements

The accompanying unaudited Condensed Consolidated Financial Statements have been prepared in accordance with United States generally

accepted accounting principles for interim financial information and with the requirements of Form 10-Q and Article 10 of Regulation S-X.
Accordingly, they do not include all of the information and footnotes required by United States generally accepted accounting principles for

complete financial statements. In this Form 10-Q, references to Equitable,  Equitable Resources, and the Company refer collectively to Equitable
Resources, Inc. and its consolidated subsidiaries. In the opinion of management, these statements include all adjustments (consisting of only

normal recurring accruals, unless otherwise disclosed in this Form 10-Q) necessary for a fair presentation of the financial position of Equitable
Resources, Inc. and subsidiaries as of September 30, 2007, the results of its operations for the three and nine month periods ended September 30,

2007 and 2006, and its cash flows for the nine month periods ended September 31, 2007 and 2006.

As discussed in Note I, the Company capitalizes the carrying costs for the construction of certain long-term assets and amortizes the costs over
the life of the related assets. For regulated assets, these costs include allowance for equity funds used during construction (AFUDC  Equity).
Prior to September 30, 2007, the amount of AFUDC  Equity was not significant and was included as an offset to interest expense in the
Statements of Consolidated Income. As a result of the significance of the carrying costs related to the construction of the Big Sandy Pipeline,
AFUDC  Equity has been reclassified to Other income in the Statements of Consolidated Income for all periods presented.

The balance sheet at December 31, 2006 has been derived from the audited financial statements at that date but does not include all of the
information and footnotes required by United States generally accepted accounting principles for complete financial statements.

Due to the seasonal nature of the Company s natural gas distribution and energy marketing businesses and the volatility of natural gas prices, the
interim statements for the three and nine month periods ended September 30, 2007 are not necessarily indicative of the results that may be
expected for the year ending December 31, 2007.

For further information, refer to the consolidated financial statements and footnotes thereto included in Equitable Resources Annual Report on
Form 10-K for the year ended December 31, 2006, as well as in Information Regarding Forward Looking Statements on page 18 of this
document.

B. Segment Information

The Company reports its operations in two segments, which reflect its lines of business. The Equitable Supply segment s activities comprise the
development, production, gathering, marketing and sale of natural gas and a small amount of associated oil and the extraction and sale of natural
gas liquids. The Equitable Utilities segment s operations comprise the sale and transportation of natural gas to customers at state-regulated rates,
interstate pipeline transportation, storage and gathering of natural gas subject to federal regulation, the unregulated marketing of natural gas and
limited trading activities.

Operating segments are evaluated on their contribution to the Company s consolidated results based on operating income and equity in earnings
of nonconsolidated investments. Interest expense and income taxes are managed on a consolidated basis. Headquarters costs are billed to the
operating segments based upon a fixed allocation of the headquarters annual operating budget. Differences between budget and actual
headquarters expenses are not allocated to the operating segments.
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Substantially all of the Company s operating revenues, income from operations and assets are generated or located in the United States.

20



Edgar Filing: EQUITABLE RESOURCES INC /PA/ - Form 10-Q

Three Months Ended Nine Months Ended
September 30, September 30,
2007 2006 2007 2006
(Thousands)
Revenues from external customers:
Equitable Supply $ 117,154 $ 120,991 $ 370,295 $ 362,767
Equitable Utilities 127,993 125,603 643,217 599,328
Less: intersegment revenues (a) (18,341) (13,793) (36,920) (47,968)
Total $ 226,806 $ 232,801 $ 976,592 $ 914,127
Total operating expenses:
Equitable Supply $ 54,988 $ 57,761 $ 182,092 $ 162,111
Equitable Utilities 36,823 35,686 116,425 105,417
Unallocated expenses (b) 8,905 6,064 54,647 16,603
Total $ 100,716 $ 99,511 $ 353,164 $ 284,131
Operating income:
Equitable Supply $ 62,166 $ 63,230 $ 188,203 $ 200,656
Equitable Utilities 4,107 3,969 84,185 78,858
Unallocated expenses (8,905) (6,064) (54,647) (16,603)
Total $ 57,368 $ 61,135 $ 217,741 $ 262,911
Reconciliation of operating income to net income:
Equity in earnings (losses) of nonconsolidated
investments:
Equitable Supply $ 1,379 $ 71 $ 2,085 $ 53
Unallocated 44 @)) 113 67
Total $ 1,423 $ 70 $ 2,198 $ 120
Gain on sale of assets, net Equitable Supply 119,401
Other income 2,204 489 5,530 886
Interest expense 11,557 12,779 35,604 36,128
Income taxes 16,513 17,120 112,380 79,726
Net income $ 32,925 $ 31,795 $ 196,886 $ 148,063
September 30, December 31,
2007 2006
(Thousands)
Segment Assets:
Equitable Supply $ 2,069,167 $ 1,794,485
Equitable Utilities 1,378,493 1,407,024
Total operating segments 3,447,660 3,201,509
Headquarters assets and intersegment eliminations, net 226,260 55,402
Total assets $ 3,673,920 $ 3,256,911
Three Months Ended Nine Months Ended
September 30, September 30,
2007 2006 2007 2006
(Thousands)

Expenditures for segment assets:
Equitable Supply (c) $ 175,012 $ 82,580 $ 470,486 $ 204,961
Equitable Utilities 23,200 16,265 61,104 45,094
Unallocated expenditures 876 740 1,074 2,549
Total $ 199,088 $ 99,585 $ 532,664 $ 252,604

(a)  Intersegment revenues primarily represent sales from Equitable Supply to the unregulated marketing affiliate of Equitable

Utilities.

21
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Unallocated expenses are primarily related to executive compensation.
Expenditures for segment assets for the three and nine months ended September 30, 2007 include $28.5 million for the acquisition
of additional working interest in the Roaring Fork Field. See Note L.
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C. Derivative Instruments

Natural Gas Hedging Instruments

The Company s overall objective in its hedging program is to assure a return on capital invested in long-lived assets in excess of the Company s
cost of capital. The various derivative commodity instruments used by the Company to hedge its exposure to variability in expected future cash
flows associated with the fluctuations in the price of natural gas related to the Company s forecasted sale of equity production and forecasted
natural gas purchases and sales have been designated and qualify as cash flow hedges. Futures contracts obligate the Company to buy or sell a
designated commodity at a future date for a specified price and quantity at a specified location. Swap agreements involve payments to or receipts
from counterparties based on the differential between a fixed and variable price for the commodity. Collar agreements require the counterparty

to pay the Company if the index price falls below the floor price and the Company to pay the counterparty if the index price rises above the cap
price. Exchange-traded instruments are generally settled with offsetting positions. Over the counter arrangements require settlement in cash.

The fair value of the Company s derivative commodity instruments designated as cash flow hedges is presented below:

As of
September 30, 2007 December 31, 2006
(Thousands)
Asset $ 55,506 $ 129,675
Liability (463,859) (544,444)
Net liability $ (408,353) $ (414,769)

These amounts are included in the Condensed Consolidated Balance Sheets as derivative instruments, at fair value. The net fair value of
derivative instruments changed during the first nine months of 2007 primarily as a result of an increase in natural gas prices and reduced hedged
quantities due to derivative settlements. The absolute quantities of the Company s derivative commodity instruments that have been designated
and qualify as cash flow hedges totaled 313.2 Bcf and 392.6 Bcf as of September 30, 2007 and December 31, 2006, respectively, and primarily
related to natural gas swaps. The open positions at September 30, 2007 had maturities extending through December 2013.

The Company deferred net losses of $256.9 million and $286.2 million in accumulated other comprehensive loss, net of tax, as of September 30,
2007 and December 31, 2006, respectively, associated with the effective portion of the change in fair value of its derivative instruments
designated as cash flow hedges. Assuming no change in price or new transactions, the Company estimates that approximately $90.8 million of
net unrealized losses on its derivative commodity instruments reflected in accumulated other comprehensive loss, net of tax, as of September 30,
2007 will be recognized in earnings during the next twelve months due to the physical settlement of hedged transactions. This recognition occurs
through a reduction in the Company s net operating revenues resulting in the average hedged price becoming the realized sales price.

Ineffectiveness associated with the Company s derivative instruments designated as cash flow hedges increased earnings by approximately $0.5
million and $0.4 million for the three month periods ended September 30, 2007 and 2006, respectively. These amounts are included in operating
revenues in the Statements of Consolidated Income.
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The Company conducts trading activities through its unregulated marketing group. The function of the Company s trading business is to
contribute to the Company s earnings by taking market positions within defined limits subject to the Company s corporate risk management
policy. The absolute notional quantities of the futures and swaps held for trading purposes at September 30, 2007 totaled 8.1 Bef and 22.0 Bcf,
respectively.
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Below is a summary of the activity of the fair value of the Company s derivative commodity contracts with third parties held for trading purposes
during the nine months ended September 30, 2007 (in thousands).

Fair value of contracts outstanding as of December 31, 2006 $ 581
Contracts realized or otherwise settled (742)
Other changes in fair value 132
Fair value of contracts outstanding as of September 30, 2007 $ (29)

The following table presents maturities and the fair valuation source for the Company s derivative commodity instruments that are held for
trading purposes as of September 30, 2007.

Net Fair Value of Third Party Contract (Liabilities) Assets at Period-End

Net Fair Value of Third Party Contract (Liabilities) Assets at Period-End 25
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Maturity Maturity in

Less than Maturity Maturity Excess of Total Fair
Source of Fair Value 1 Year 1-3 Years 4-5 Years 5 Years Value

(Thousands)

Prices actively quoted (NYMEX) (1) $ 48 % $ $ $ (48)
Prices provided by other external
sources (2) 19 19
Net derivative liabilities $ 29 3 $ $ $ 29)

(1) Contracts include futures and fixed price swaps

(2) Contracts include basis swaps

In May 2007, the Company sold a portion of its interest in certain gas properties in the Nora Field, as discussed in Note K. As part of this
transaction, the Company closed out certain cash flow hedges associated with forecasted production at this location by purchasing offsetting
positions. The fair value of these derivative instruments was a $23.9 million liability at September 30, 2007. In addition, the fair value of
derivative instruments associated with forecasted production at non-core gas properties sold in May 2005 was a $8.7 million liability at

September 30, 2007. The Company does not treat these derivatives as hedging instruments under Statements of Financial Accounting Standards
(SFAS) No. 133, Accounting for Derivative Instruments and Hedging Activities (SFAS No. 133). These amounts are included in the Condensed
Consolidated Balance Sheet as derivative instruments, at fair value.

When the net fair value of any of the Company s swap agreements represents a liability to the Company which is in excess of the agreed-upon

threshold between the Company and the financial institution acting as counterparty, the counterparty requires the Company to remit funds to the
counterparty as a margin deposit for the derivative liability which is in excess of the threshold amount. The Company recorded such deposits in
the amount of $1.0 million in its Condensed Consolidated Balance Sheet as of September 30, 2007.

When the Company enters into exchange-traded natural gas contracts, exchanges require participants, including the Company, to remit funds to
the corresponding broker as good-faith deposits to guard against the risks associated with changing market conditions. Participants must make
such deposits based on an established margin requirement as well as the net liability position, if any, of the fair value of the associated contracts.
In the case where the fair value of such contracts is in a net asset position, the broker may remit funds to the Company, in which case the
Company records a current liability for such amounts received. The margin requirements are established by the exchanges based on prices,
volatility and the time to expiration of the related contract and are subject to change at the exchanges discretion. The Company recorded margin
deposits in the amount of $6.3 million in its Condensed Consolidated Balance Sheet as of September 30, 2007.

D. Investments, Available-For-Sale

As of September 30, 2007, the investments classified by the Company as available-for-sale consist of approximately $36.6 million of debt and
equity securities intended to fund plugging and abandonment and other liabilities for which the Company self-insures. Any unrealized gains or
losses with respect to investments classified as available-for-sale are recognized within the Condensed Consolidated Balance Sheets as a
component of equity, accumulated other comprehensive loss.

Net Fair Value of Third Party Contract (Liabilities) Assets at Period-End 26
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During the first quarter of 2007, the Company reviewed its investment portfolio including its investment allocation and as a result sold equity
securities with a cost basis of $6.3 million for total proceeds of $7.3 million, resulting in the Company recognizing a gain of $1.0 million, which
is included in other income in the Statement of Consolidated Income for the nine months ended September 30, 2007. The Company used the
proceeds from these sales and other available cash to purchase other debt and equity securities with a cost basis totaling $9.7 million during the
first quarter of 2007. These investments are classified as available-for-sale in the Condensed Consolidated Balance Sheet. The Company utilizes
the specific identification method to determine the cost of all investment securities sold.

E. Comprehensive Income

Total comprehensive income, net of tax, was as follows:

Three Months Ended Nine Months Ended
September 30, September 30,
2007 2006 2007 2006
(Thousands)
Net income $ 32,925 $ 31,795 $ 196,886 $ 148,063
Other comprehensive income (loss):
Net change in cash flow hedges:
Natural gas (Note C) 62,884 176,718 29,286 425,672
Interest rate 29 29 87 87
Unrealized gain on investments, available-for-sale 446 838 914 1,204
Pension and other post-retirement benefit plans:
Prior service cost (59) (177)
Net loss 458 1,372
Settlement loss 8 325
Total comprehensive income $ 96,691 $ 209,380  $ 228,693 $ 575,026
The components of accumulated other comprehensive loss, net of tax, are as follows:
September 30, December 31,
2007 2006
(Thousands)
Net unrealized loss from hedging transactions $ (257,498) % (286,871)
Unrealized gain on available-for-sale securities 4,883 3,969
Pension and other post-retirement benefits adjustment (29,880) (31,400)
Accumulated other comprehensive loss $ (282,495) $ (314,302)
F. Share-Based Compensation
The Company adopted SFAS No. 123 (revised 2004), Share-Based Payment (SFAS No. 123R) as of January 1, 2006.
Share-based compensation expense recorded by the Company was as follows:
Net Fair Value of Third Party Contract (Liabilities) Assets at Period-End 27
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Three Months Ended Nine Months Ended
September 30, September 30,
2007 2006 2007 2006
(Thousands)

2005 Executive Performance Incentive Program $ 8,212 $ 5,524 $ 54,591 $ 15,646
2007 Supply Long-Term Incentive Program 390 390
Directors share-based awards 237 129 1,649 576
Restricted stock awards 672 948 2,185 2,535
Nongqualified stock options 10 222 685
Total share-based compensation expense $ 9,521 $ 6,601 $ 59,037 $ 19,442

10
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2005 Executive Performance Incentive Program

The vesting of the awards granted under the 2005 Executive Performance Incentive Program (2005 Program) will occur contingent upon a
combination of the level of total shareholder return relative to a fixed group of peer companies and the Company s average absolute return on
total capital, during the four year performance period ending December 31, 2008. Payment of awards is expected to be made in cash based on
the price of the Company s common stock at the end of the performance period, December 31, 2008. The Company accounts for these awards as
liability awards and as such records compensation expense for the remeasurement of the fair value of the awards at the end of each reporting
period. The Company continually monitors its stock price and performance in order to assess the impact on the ultimate payout under the 2005
Program. The Company modified its assumptions during the first nine months of 2007 and by increasing both the ultimate share price and the
payout multiple at the vesting date to $60.00 and 225% of the units awarded, respectively. As a result, the Company recognized an increase in
long-term incentive plan expense associated with the 2005 Program of $3.0 million and $38.7 million for the three and nine month periods ended
September 30, 2007, respectively. The 2005 Program expense is classified as selling, general and administrative expense in the Statements of
Consolidated Income. A portion of the 2005 Program expense is included as an unallocated expense in deriving total operating income for
segment reporting purposes. See Note B. The Company has recorded a total accrual for the 2005 Program of $98.2 million in other current
liabilities in its Condensed Consolidated Balance Sheet as of September 30, 2007.

2007 Supply Long-Term Incentive Program

On July 1, 2007, the Company established the 2007 Supply Long-Term Incentive Program (2007 Supply Program) to provide a long-term
incentive compensation opportunity to key employees in the Company s Supply segment. Awards granted may be earned by achieving
pre-determined total sales volumes targets and by satisfying certain applicable employment requirements. The awards earned may be increased
to a maximum of three times the initial award or reduced to zero based upon achievement of the predetermined performance levels. Payment of
awards will be made in cash based on the price of the Company s common stock at the end of the performance period, December 31, 2010. The
Company accounts for these awards as liability awards and as such records compensation expense for the remeasurement of the fair value of the
awards at the end of each reporting period. The Company granted 163,940 awards under this program during the nine months ended September
30, 2007.

Nonemployee Directors Share-Based Awards

The Company has historically granted to non-employee directors share-based awards which vested upon award. The value of the share-based
awards will be paid in cash upon the earlier of the director s death or separation of service from the Company s Board of Directors. The Company
accounts for these awards as liability awards and as such records compensation expense for the remeasurement of the fair value of the

share-based awards at the end of each reporting period. A total of 88,530 non-employee director share-based awards were outstanding as of
September 30, 2007. A total of 15,570 and 18,000 share-based awards were granted to non-employee directors during the nine month periods
ended September 30, 2007 and 2006, respectively. The weighted average fair value of these director share-based awards, based on the grant date
fair value of the Company s stock, was approximately $50.00 and $35.00, for the nine months ended September 30, 2007 and 2006, respectively.

Restricted Stock Awards

The Company granted 75,440 and 93,200 restricted stock awards during the nine months ended September 30, 2007 and 2006, respectively, to
key executives under the Company s 1999 Long-Term Incentive Plan (the Plan). The shares granted under the Plan will be fully vested at the end
of the three-year period commencing the date of grant. The fair value of each share is equal to the market price of the Company s common stock
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on the date of grant. The weighted average fair value of these restricted stock grants, based on the grant date fair value of the Company s stock,
was approximately $44.00 and $36.00, for the nine months ended September 30, 2007 and 2006, respectively.

As of September 30, 2007, there was $5.4 million of total unrecognized compensation cost related to unvested restricted stock awards. That cost
is expected to be recognized over a weighted average period of approximately 21 months.
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Stock Options

The Company granted 20,941 and 56,257 stock options during the nine months ended September 30, 2007 and 2006, respectively, all of which
comprised options granted for reload rights associated with previously-awarded options. The weighted average grant date fair value of these
reload option grants was approximately $7.00 and $9.00 for the nine month periods ended September 30, 2007 and 2006, respectively.

The fair value of the Company s option grants was estimated at the dates of grant using a Black-Scholes option-pricing model with the
assumptions indicated in the table below for the nine month periods ended September 30, 2007 and 2006.

Nine Months Ended September 30,

2007 2006
Risk-free interest rate (range) 4.36% t0 5.02% 4.59% to 5.04%
Dividend yield 1.90% to 2.29% 2.34% to 2.38%
Volatility factor 15to .21 21to0.23
Expected term 3 -6 years 7 years

As of September 30, 2007, there was no unrecognized compensation cost related to outstanding nonvested stock options as all outstanding
options were fully vested.

As of September 30, 2007, 148,404 options were outstanding under the 1999 Nonemployee Directors Stock Incentive Plan. No options were
granted to non-employee directors during the nine month periods ended September 30, 2007 and 2006.

G. Income Taxes

The Company estimates an annual effective income tax rate based on projected results for the year and applies this rate to income before taxes to
calculate income tax expense. Refinements made due to subsequent information that affects the estimated annual effective income tax rate are
reflected as adjustments in the current period. Separate effective income tax rates are calculated for net income from continuing operations and
any separately reported net income items, such as discontinued operations and extraordinary items.

On April 4, 2007, West Virginia enacted legislation, effective for the Company s tax year beginning January 1, 2009, that mandates unitary
combined reporting, changes certain apportionment provisions for tax partnerships, changes certain definitions for financial organizations and
makes miscellaneous changes to other corporate net income tax statutes. As a result of this law change, the Company recorded additional tax
expense of $2.9 million to reflect an overall increase in the Company s expected deferred tax liability as of the effective date. This charge is
included in the annual income tax expense and the entire amount was reflected in the second quarter of 2007. The effective income tax rate for
the nine months ended September 30, 2007 is 36.3%. The Company currently estimates the annual effective income tax rate to be approximately
36.1%. The estimated annual effective income tax rate as of September 30, 2006 was 35.0%.
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In June 2006, the Financial Accounting Standards Board (FASB) issued FASB Interpretation No. 48, Accounting for Uncertainty in Income
Taxes an interpretation of FASB Statement No. 109, (FIN 48) which applies to all open tax positions accounted for in accordance with SFAS No.
109, Accounting for Income Taxes. This Interpretation is intended to result in increased relevance and comparability in financial reporting of
income taxes and to provide more information about the uncertainty in income tax assets and liabilities.

The Company adopted the provisions of FIN 48 on January 1, 2007. As a result of the implementation of FIN 48, the Company recognized a
$4.1 million increase in the liability for unrecognized tax benefits which was accounted for as a reduction to the January 1, 2007 balance of
retained earnings. Additionally, as a result of the implementation of FIN 48, the Company recorded $29.7 million of unrecognized tax benefits
related to a balance sheet reclassification that did not impact retained earnings. A total of $16.9 million of this reclassification relates to the gross
up of certain tax positions that were previously recorded net of tax benefit, tax positions which relate to temporary differences that were
previously part of deferred taxes and tax positions that were previously offset against deferred tax assets. The remaining $12.8 million relates to
tax positions previously categorized as current liabilities.
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After the recognition of these items in connection with the implementation of FIN 48, the total liability for unrecognized tax benefits at January
1, 2007 was $33.8 million. Of this total, $16.9 million of tax benefits would reduce the Company s effective tax rate if the tax benefits were
recognized in the financial statements.

The Company recognizes interest and penalties accrued related to unrecognized tax benefits in income tax expense. The total amount of accrued
interest included in the FIN 48 liability above as of January 1, 2007 was $11.0 million. No amounts were accrued for penalties as of January 1,
2007.

There were no material changes to unrecognized tax benefits, interest or penalties during the nine months ended September 30, 2007. As of
September 30, 2007, the Company is not aware of any positions for which it is reasonably possible that the total amounts of unrecognized tax
benefits will significantly increase or decrease within the next 12 months.

The consolidated Federal income tax liability of the Company has been settled with the Internal Revenue Service (IRS) through 1997. The IRS
has completed its review of the Company s Federal income tax filings for the 1998 through 2000 years and the Company believes that only minor
issues remain to be resolved. The IRS is expected to review the Company s Research and Experimentation claim for 2001 and 2002 and survey
the balance of the 2001 and 2002 Federal income tax filings. During the second quarter of 2007, the IRS began an examination of the Company s
Federal income tax filings for 2003 through 2005.

The Company is also subject to various routine state income tax examinations. The Company mainly operates in four states which have statutes
of limitations that expire between three to four years after the date of filing of the income tax return. As of September 30, 2007, the Company
believes that it is appropriately reserved for any potential federal and state income tax exposures.

H. Pension and Other Postretirement Benefit Plans

The Company s costs related to its defined benefit pension and other postretirement benefit plans for the three and nine months ended September
30, 2007 and 2006 were as follows:

Pension Benefits Other Benefits
Three Months Ended September 30,
2007 2006 2007 2006
(Thousands)
Components of net periodic benefit cost
Service cost $ 63 $ 107 $ 123 $ 138
Interest cost 1,093 1,097 636 725
Expected return on plan assets (1,404) (1,533)
Amortization of prior service cost 41 92 (215) (34)
Recognized net actuarial loss 363 267 574 536
Settlement (gain) loss (395) 283
Net periodic benefit cost $ (239) $ 313 $ 1,118 $ 1,365
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Pension Benefits Other Benefits
Nine Months Ended September 30,
2007 2006 2007 2006
(Thousands)
Components of net periodic benefit cost
Service cost $ 189 $ 323 $ 369 $ 414
Interest cost 3,279 3,291 1,908 2,175
Expected return on plan assets (4,210) (4,599)
Amortization of prior service cost 123 278 (645) (102)
Recognized net actuarial loss 1,089 801 1,722 1,608
Settlement loss 735 265
Net periodic benefit cost $ 1,205 $ 359 $ 3,354 $ 4,095

The Company made a cash contribution of $1.3 million to the pension plan in the first quarter of 2007 to fund an early retirement program which
was settled during the fourth quarter of 2006.
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L Interest Expense and Allowance for Funds Used During Construction

The Company maintains a $1.5 billion, five-year revolving credit facility which may be used for working capital, capital expenditures, share
repurchases and other purposes including support of the Company s commercial paper program. Due to the volatility in the short-term debt
markets during the third quarter of 2007, the Company determined that its lowest cost of short term borrowings would be obtained by utilizing
its revolving credit facility. As of September 30, 2007, the Company had outstanding short-term loans under the revolving credit facility of
$340.0 million and no commercial paper balances. As of December 31, 2006, the Company had commercial paper balances of $136.0 million
and no outstanding short-term loans under the revolving credit facility.

Carrying costs for the construction of certain long-term assets are capitalized and amortized over the related assets estimated useful lives. The
calculated allowance for funds used during construction includes capitalization of the cost of financing construction of assets subject to
regulation by the Pennsylvania Public Utility Commission, the Public Service Commission of West Virginia or the Federal Energy Regulatory
Commission, in accordance with SFAS No. 71, Accounting for the Effects of Certain Types of Regulation. A computed interest cost and a
designated cost of equity for financing the construction of these regulated assets are recorded in the Company s income statement. The debt
portion is calculated based on the average cost of debt. Interest costs on debt amounts capitalized are included as a reduction of interest expense
in the Statements of Consolidated Income. These interest costs were $1.5 million and $0.3 million for the nine months ended September 30,
2007 and 2006, respectively. The equity portion is calculated using the most recent equity rate of return approved by the applicable regulator.
Equity amounts capitalized are included in other income in the Statements of Consolidated Income. The equity amounts capitalized were $4.5
million and $0.9 million for the nine months ended September 30, 2007 and 2006, respectively.

J. Recently Issued Accounting Standards

The Fair Value Option for Financial Assets and Financial Liabilities

In February 2007, the FASB issued SFAS No. 159, The Fair Value Option for Financial Assets and Financial Liabilities Including an amendment
of FASB Statement No. 115, (SFAS No. 159) which provides entities with an option to report selected financial assets and liabilities at fair

value. SFAS No. 159 also establishes presentation and disclosure requirements designed to facilitate comparisons between entities that choose
different measurement attributes for similar types of assets and liabilities. This Statement is effective as of the beginning of the first fiscal year

that begins after November 15, 2007. The Company is currently evaluating the impact that SFAS No. 159 will have on its consolidated financial
statements.

Fair Value Measurements

In September 2006, the FASB issued SFAS No. 157, Fair Value Measurements, (SFAS No. 157) which establishes a framework for measuring
fair value in accordance with generally accepted accounting principles and expands disclosures about fair value measurements. SFAS No. 157 is
effective for fiscal years beginning after November 15, 2007, and interim periods within those fiscal years. The Company is currently evaluating
the impact that SFAS No. 157 will have on its consolidated financial statements.
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K. Gain on Sale of Assets

On April 13,2007, the Company and Range Resources Corporation (Range) agreed to a development plan for the Nora Field, a gas field located
in Southwestern Virginia. The Company entered into a Purchase and Sale Agreement (Purchase Agreement) with Pine Mountain Oil and Gas,
Inc. (PMOG), a subsidiary of Range, pursuant to which the Company agreed to sell to PMOG a portion of the Company s interests in certain gas
properties in the Nora Field. Additionally, the Company entered into a Contribution Agreement (Contribution Agreement) with PMOG relating
to the contribution of certain Nora Field gathering facilities and pipelines to Nora Gathering, LLC (Nora LLC), a newly formed entity that is
equally owned by the Company and PMOG. This gathering system will service production of the Company and Range.

On May 17, 2007, the Company completed a majority of the transactions contemplated by the Purchase Agreement by selling proved reserves of
approximately 70 Bcf, including proved developed reserves of approximately 64 Bef, to PMOG for proceeds of $184.6 million. Proceeds of
$95.0 million from the sale were placed into an escrow
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account pursuant to a deferred exchange agreement, which allows for the use of the funds in a potential like-kind exchange for certain identified
assets. The Company used a portion of the restricted funds in the third quarter of 2007 as discussed in Note L. The Company is evaluating the
potential purchase of additional eligible replacement properties within the statutory time period. As of September 30, 2007, the balance of
restricted cash was $68.3 million.

Additionally, on May 17, 2007, the Company completed a substantial majority of the transactions contemplated by the Contribution Agreement
by contributing Nora Field gathering property with a net book value of $120.0 million to Nora LLC in exchange for a 50% interest in Nora LLC
and cash of $23.3 million. PMOG contributed cash of $93.1 million to Nora LLC in exchange for its 50% interest. The Company and Nora LLC
also entered into a demand note agreement whereby Nora LLC loaned to the Company $69.8 million on the closing date. The balance of this
note as of September 30, 2007 was $45.5 million, and was classified as note payable to Nora Gathering, LLC in the Company s Condensed
Consolidated Balance Sheet. The Company is accounting for its interest in Nora LLC under the equity method of accounting, as the Company
determined that it has the ability to exert significant influence over the operating and financial policies of Nora LLC through its 50%,
non-controlling interest. The Company recorded an equity investment in Nora LLC of $93.1 million in its Condensed Consolidated Balance
Sheet as of May 17, 2007.

The Company recorded a gain on these transactions of $147.8 million, net of costs to sell, in accordance with SFAS No. 19, Financial
Accounting and Reporting by Oil and Gas Producing Companies. As a result of the working interest sale, the Company reduced its hedge
position by approximately 7.3 Bcf, resulting in the Company s recording a hedge loss of $28.4 million as of the date of sale. These items are
recorded in gain on sale of assets, net in the Company s Statements of Consolidated Income for the nine month period ended September 30, 2007.

As aresult of these transactions, the Company and Range have equalized their interest in the Nora Field, including their interest in the producing
wells, undrilled acreage and gathering system. These transactions are subject to various post-closing purchase price adjustments which may
result in the Company recording additional gain or loss on these transactions upon finalization of the adjustments, which is expected to occur
during the fourth quarter of 2007.

A second closing covering the remainder of the gas properties and related remaining gathering assets included in the above transactions would
reduce the Company s proved reserves by a maximum of approximately 11 Bcf, including proved developed reserves of up to 10 Bef. The
Company is currently working with all parties involved 