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Northern Natural Gas Company
Balance Sheets (Unaudited)
(Amounts in thousands, except share data)

As of
March 31, December 31,
2012 2011
ASSETS
Current assets:
Cash and cash equivalents $ 74,178  $ 60,916
Accounts receivable, net 62,798 63,331
Accounts receivable from affiliates 7,349 7,430
Notes receivable from MEHC 230,000 230,000
Transportation and exchange gas receivables 11,902 8,899
Inventories 24,491 24,402
Other current assets 15,359 21,462
Total current assets 426,077 416,440
Property, plant and equipment, net 2,200,640 2,205,962
Regulatory assets 159,135 152,618
Other assets 38,545 38,538
Total assets $ 2824397 $ 2,813,558
LIABILITIES AND SHAREHOLDER'S EQUITY
Current liabilities:
Accounts payable $ 6,025 $ 14,862
Accounts payable to affiliates 665 2,625
Accrued interest 15,171 12,783
Accrued property, income and other taxes 81,842 44,552
Transportation and exchange gas payables 12,761 7,670
Derivative contracts 11,676 10,516
Current portion of long-term debt 299,969 299,955
Other current liabilities 25,816 17,845
Total current liabilities 453,925 410,808
Regulatory liabilities 16,305 16,130
Derivative contracts 63,446 58,112
Asset retirement obligations 50,045 49,601
Long-term debt 649,780 649,774
Deferred income taxes 347,827 335,806
Other long-term liabilities 18,848 18,922
Total liabilities 1,600,176 1,539,153
Commitments and contingencies (Notes 4 and 6)
Shareholder’s equity:
Series A preferred stock - 1,000 shares authorig@@d1 par value, no shares issued - -
and outstanding
Common stock - 10,000 shares authorized, $1.00g)ae, 1,002 shares issued and 1 1
outstanding
Additional paid-in capital 981,868 981,868
Retained earnings 244,455 294,132
Accumulated other comprehensive loss, net (2,103) (1,596)
Total shareholder’s equity 1,224,221 1,274,405
Total liabilities and shareholder’s equity $ 2824397 $ 2,813,558

The accompanying notes are an integral part oktfipancial statements.



Operating revenue:
Transportation
Storage
Gas, liquids and other sales
Total operating revenue

Operating costs and expenses:
Operating and maintenance
Cost of gas and liquids sales
Depreciation and amortization
Amortization of regulatory assets
Taxes, other than income taxes
Total operating costs and expenses

Operating income

Other income (expense):
Interest expense, net
Interest income
Other, net
Total other income (expense)

Income before income tax expense
Income tax expense
Net income

Northern Natural Gas Company
Statements of Income (Unaudited)
(Amounts in thousands)

Three-Month Periods
Ended March 31,

2012 2011
$ 187,840 $ 189,437
10,420 10,999
5,913 4,491
204,173 204,927
36,974 37,863
6,899 2,423
16,025 16,684
554 3,911
13,174 13,531
73,626 74,412
130,547 130,515
(12,681) (14,909)
440 427
244 236
(11,997) (14.,246)
118,550 116,269
47,227 46,240
$ 71323 $ 70,029

The accompanying notes are an integral part ottfinancial statements.



Northern Natural Gas Company
Statements of Comprehensive Income (Unaudited)
(Amounts in thousands)

Three-Month Periods
Ended March 31,

2012 2011
Net income $ 71,323 % 70,029
Other comprehensive (loss) income -
Unrealized (losses) gains on cash flow hedgesfrtaix of $(335) and $92 (507) 139
Comprehensive income $ 70,816 $ 70,168

The accompanying notes are an integral part ottfinancial statements.



Northern Natural Gas Company

Statements of Changes in Shareholder’s Equity (Unalited)

(Amounts in thousands)

Accumulated

Additional Other
Common Paid-In Retained Comprehensive
Stock Capital Earnings Loss, net Total
Balance, December 31, 2010 $ 1 $ 981,868 $ 232978 $ (743)  $1,214,104
Net income - - 70,029 - 70,029
Other comprehensive income — cash
flow hedges - - - 139 139
Balance, March 31, 2011 $ 1 $ 981,868 $ 303,007 $ (604) $1,284,272
Balance, December 31, 2011 $ 1 $ 981,868 $ 294,132 $ (1,596)  $1,274,405
Net income - - 71,323 - 71,323
Other comprehensive loss — cash flow
hedges - - - (507) (507)
Dividends on common stock - - (121,000) - (121,000)
Balance, March 31, 2012 $ 1 $ 981868 $ 244455 $ (2,103) $1,224,221

The accompanying notes are an integral part oetfirancial statements.



Northern Natural Gas Company
Statements of Cash Flows (Unaudited)
(Amounts in thousands)

Cash flows from operating activities:
Net income
Adjustments to reconcile net income to net casidlfrom operating activities:
Depreciation and amortization
Amortization of regulatory assets
Amortization of deferred financing costs
Deferred income taxes
Price risk management activities
Other, net
Changes in other operating assets and liabilities:
Accounts receivable and other assets
Inventories
Accounts payable and other accrued liabilities
Gas balancing activities
Accrued property, income and other taxes
Net cash flows from operating activities

Cash flows from investing activities:
Capital expenditures
Plant removal costs
Proceeds from sales of assets
Net cash flows from investing activities

Cash flows from financing activities:
Dividends on common stock
Issuance of promissory notes by MEHC
Net cash flows from financing activities

Net change in cash and cash equivalents
Cash and cash equivalents at beginning of period
Cash and cash equivalents at end of period

Three-Month Periods
Ended March 31,

2012 2011
$ 71323 $ 70,029
16,025 16,684
554 3,911
199 208
11,049 26,648
- (1,115)
2,289 (693)
(638) 10,256
(89) 442
805 (6,822)
1,746 (27,244)
40,381 24,351
143,644 116,655
(9,274) (13,593)
(117) (168)
9 4,500
(9.382) (9.261)
(121,000) -
- (80,000)
(121,000) (80,000)
13,262 27,394
60,916 70,639
$ 74178 $ 98,033

The accompanying notes are an integral part ottfinancial statements.



Northern Natural Gas Company
Notes to Financial Statements
(Unaudited)

Q) General

Northern Natural Gas Company (the “Company”) idratirect wholly-owned subsidiary of MidAmerican Egg Holdings
Company (“MEHC"), a holding company based in Desifds, lowa that owns subsidiaries principally ereghin the
energy business. MEHC is a consolidated subsidiéfgerkshire Hathaway Inc. (“Berkshire HathawayThe Company
owns an interstate natural gas pipeline systerharlunited States, which reaches from southern Texd&ichigan’s Upper
Peninsula (the “System”). The System, which isrizdanected with many interstate and intrastatelipigg in the national
grid system, consists of two distinct, but openaity integrated, markets. Its traditional end-asel distribution market
area, referred to as the Market Area, includestpamlowa, Nebraska, Minnesota, Wisconsin, Soutlkdda, Michigan and
lllinois. Its natural gas supply and delivery seeviarea, referred to as the Field Area, includastpdin Kansas, Texas,
Oklahoma and New Mexico. The Company primarily $@orts and stores natural gas for utilities, mypaikiiies, other
pipeline companies, gas marketing companies, indusind commercial users and other end-users.Shiséem consists of
14,900 miles of natural gas pipelines, including0®, miles of mainline transmission pipelines arDB,miles of branch and
lateral pipelines, with a Market Area design capaoif 5.5 billion cubic feet (“bcf”) per day and Rield Area delivery
capacity of 2.0 bcf per day to the Market Area. #iddally, the Company has three underground nbtges storage
facilities and two liquefied natural gas storagakieg units that have a total firm service and apenal storage cycle
capacity of 73 bcf and over 2.0 bcef of peak dayiveey capability. The System is configured with egppmately 2,400
active receipt and delivery points (excluding faaps) which are integrated with the facilities @fal distribution companies
(“LDC"). Many of the Company’s LDC customers aratpaf combined utilities that also use natural gas fuel source for
electric generation. The Company delivers approteiga0.9 trillion cubic feet of natural gas to itsistomers annually.
Based on a review of relevant 2011 industry ddia,System is the largest single pipeline in thetédhStates as measured
by pipeline miles.

The unaudited Financial Statements have been meéparaccordance with accounting principles gehegradcepted in the
United States of America (“GAAP”) for interim finaial information. Accordingly, they do not includ# of the disclosures
required by GAAP for annual financial statementanislgement believes the unaudited Financial Statsnoemtain all
adjustments (consisting only of normal recurringuatinents) considered necessary for the fair ptatien of the Financial
Statements as of March 31, 2012 and for the threetimperiods ended March 31, 2012 and 2011. Thétsesf operations
for the three-month period ended March 31, 2012natenecessarily indicative of the results to bpested for the full year.
The Company has evaluated subsequent events thidagt23, 2012, which is the date the unaudited mdre Statements
were available to be issued.

The preparation of the unaudited Financial Statesn@nconformity with GAAP requires management take estimates and
assumptions that affect the reported amounts @tasad liabilities at the date of the Financiat&nents and the reported
amounts of revenue and expenses during the pehicdal results may differ from the estimates usedieparing the
unaudited Financial Statements. Note 2 of Note&itmncial Statements included in the Company’s teddFinancial
Statements for the year ended December 31, 20Lktilles the most significant accounting policiesdugethe preparation
of the Financial Statements. There have been ndfisignt changes in the Company’s assumptions deggrsignificant
accounting estimates and policies during the timeath period ended March 31, 2012.

(2 New Accounting Pronouncements

In December 2011, the Financial Accounting Stansla@Bdard (“FASB”) issued Accounting Standards Upd@f&su”)
No. 2011-11, which amends FASB Accounting Standa@islification (“ASC”) Topic 210, “Balance Sheet.”h&
amendments in this guidance require an entity ¢wige quantitative disclosures about offsettin@gficial instruments and
derivative instruments. Additionally, this guidanoequires qualitative and quantitative disclosuab®ut master netting
agreements or similar agreements when the finaim@saiuments and derivative instruments are natedffThis guidance is
effective for fiscal years beginning on or aftendary 1, 2013, and for interim periods within thdial years. The
Company is currently evaluating the impact of adapthis guidance on its disclosures included witNiotes to Financial
Statements.



In June 2011, the FASB issued ASU No. 2011-05, Wwhaenends FASB ASC Topic 220, “Comprehensive Incbme.
ASU No. 2011-05 provides an entity with the optionpresent the total of comprehensive income, thhaponents of net
income and the components of other comprehenso@nia either in a single continuous statement ofpgehensive income
or in two separate but consecutive statements. mllega of the option chosen, this guidance alsaireg presentation of
items on the face of the financial statements #ratreclassified from other comprehensive incomadabincome. This
guidance does not change the items that must berteglpin other comprehensive income, when an itdnother
comprehensive income must be reclassified to @@ or how tax effects of each item of other cahpnsive income are
presented. This guidance is effective for reporfirgods beginning after December 15, 2011. In bdxr 2011, the FASB
issued ASU No. 2011-12, which also amends FASB A8fic 220 to defer indefinitely the ASU No. 2011-@sjuirement
to present items on the face of the financial stetgs that are reclassified from other comprehenisisome to net income.
ASU No. 2011-12 is also effective for reporting ipds beginning after December 15, 2011. The Compaigpted this
guidance on January 1, 2012 and elected the twarapbut consecutive statements option.

In May 2011, the FASB issued ASU No. 2011-04, whichends FASB ASC Topic 820, “Fair Value Measurememtd
Disclosures.” The amendments in this guidance apé intended to result in a change in current actiogn
ASU No. 2011-04 requires additional disclosurestmeg to fair value measurements categorized witlewel 3 of the fair
value hierarchy, including quantitative informatiahout unobservable inputs, the valuation procsss by the entity and
the sensitivity of unobservable input measuremehdslitionally, entities are required to disclose fkvel of the fair value
hierarchy for assets and liabilities that are neasured at fair value in the balance sheet, buwffiich disclosure of the fair
value is required. This guidance is effective fparting periods beginning after December 15, 20h&. Company adopted
ASU No. 2011-04 on January 1, 2012. The adoptiothisf guidance did not have a material impact @& @ompany’s
disclosures included within Notes to Financial Stagnts.

3) Fair Value Measurements

The Company has various financial assets and iligkilthat are measured at fair value on the Fiiahi8tatements using
inputs from the three levels of the fair value arehy. A financial asset or liability classificatiavithin the hierarchy is
determined based on the lowest level input thsigsificant to the fair value measurement. ThedHewels are as follows:

« Level 1 — Inputs are unadjusted quoted prices tiveanarkets for identical assets or liabilitiesatttthe
Company has the ability to access at the measutetaén

* Level 2 — Inputs include quoted prices for simitegsets or liabilities in active markets, quotedgsifor
identical or similar assets or liabilities in matkehat are not active, inputs other than quoteckprthat are
observable for the asset or liability and inpuist tare derived principally from or corroborateddiyservable
market data by correlation or other means (mardbborated inputs).

» Level 3 — Unobservable inputs reflect the Companytdgments about the assumptions market participant
would use in pricing the asset or liability singmited market data exists. The Company developsetli®puts
based on the best information available, includisgwn data.



The following table presents the Company’s assaddiabilities recognized on the Balance Sheetsraedsured at fair
value on a recurring basis (in thousands):

Input Levels for Fair Value Measurements

Level 1 Level 2 Level 3 Other® Total
As of March 31, 2012
Assets
Commodity derivatives $ - $ 5,540 $ - $ (3,953) $ 1,587
Money market mutual funéfs 53,596 - - - 53,596
$ 53,596 $ 5,540 $ - $ (3,953) $ 55,183
Liabilities - commodity derivatives $ - $ (79,075) $ - $ 3,953 $ (75,122)

As of December 31, 2011

Assets

Commodity derivatives $ - $ 4,331 $ - $ (2,415) $ 1,916

Money market mutual funéfs 65,013 - - - 65,013
$ 65,013 $ 4,331 $ - $ (2,415) $ 66,929

Liabilities - commodity derivatives $ - $ (71,043) $ - $ 2415 $ (68,628)

Q) Represents netting under master netting arrangsment

2) Amounts are included in cash and cash equitglether current assets and other assets on taed@eSheets. The fair value of these money market
mutual funds approximates cost.

Derivative contracts are recorded on the Balan@eShas either assets or liabilities and are sttéair value unless they
are designated as normal purchases or normalaadkegualify for the exception afforded by GAAP. Wlevailable, the fair
value of derivative contracts is estimated usingdjumsted quoted prices for identical contractshia market in which the
Company transacts. When quoted prices for identioatracts are not available, the Company usesaiahyprice curves.
Forward price curves represent the Company's estfimaf the prices at which a buyer or seller caddtract today for
delivery or settlement at future dates. The Complases its forward price curves upon market prigetations, when
available, or internally developed and commerciablais, with internal and external fundamental diapaits. Market price
guotations are obtained from independent energldoso exchanges, direct communication with marletigipants and
actual transactions executed by the Company. Manket quotations for certain major natural gaditrg hubs are generally
readily obtainable for the applicable term of thenfpany’s outstanding derivative contracts; themfdhe Company’s
forward price curves for those locations and peviceflect observable market quotes. The estima@dvhlue of these
derivative contracts is a function of underlyingward commaodity prices, related volatility, coumterty creditworthiness
and duration of contracts. Refer to Note 4 forHartdiscussion regarding the Company’s risk manageérand hedging
activities.

The Company’s investments in money market mutuad$uare accounted for as available-for-sale séesiidind are stated at
fair value. A readily observable quoted market @mic net asset value of an identical security iraetive market is used to
record the fair value.

4) Risk Management and Hedging Activities
The Company is exposed to the impact of marketdhtoons in natural gas prices as supply and demaamdmpacted by,

among many other unpredictable items, weather, etdiuidity, customer usage, storage and tranafiort constraints.
The Company does not engage in a material amopropfietary trading activities.



The Company has established a risk managementgsrtleat is designed to identify, assess, moniggont, manage and
mitigate each of the various types of risk involiadits business. To mitigate a portion of its matwgas price risk, the
Company uses commodity derivative contracts gelyeaalfixed prices to hedge natural gas for operati and preferred
deferred delivery (“PDD”) storage, storage losgas| requirements and other transactions. The Cosnpaes natural gas
commodity swaps to hedge the margin on forecastsdsgles and purchases required for operationaggtdalancing
purposes, to hedge the margin on anticipated fuRD® storage contracts and to hedge the cost déaieg forecasted
storage losses.

For certain designated markets, certain customaysapfixed price of $.09 per decatherm (“dth”) @iumes delivered to
purchase compressor fuel and system use gas f®@dmpany. The Company estimates it will be reguicepurchase an
annual average of 1.0 bcf of natural gas througtolr 2022 to meet these requirements based owjecied average
system requirements factor of 1.2% of volumes éedid. The Company’s contracts with these custoimergide service
through October 2019, with annual renewal optioms dne customer to continue service through Oct@bgp. As of
March 31, 2012, the Company had purchased gas ateiled into swap agreements covering more thanexpected
contractual requirements through October 2022.

Interest rate risk exists on future debt issuan@&ée Company manages its interest rate risk bytitigniits exposure to
variable interest rates primarily through the isméaof fixed-rate long-term debt and by monitorimgrket changes in
interest rates. Additionally, the Company may frime to time enter into interest rate derivativaitcacts, such as interest
rate swaps or locks, to mitigate the Company’'s exp® to interest rate risk. The Company does ndgdell of its
commodity price and interest rate risks, thereljyosing the unhedged portion to changes in markeg¢sgr

There have been no significant changes in the Caogipaccounting policies related to derivativesfdRé¢o Note 3 for
additional information on derivative contracts.
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The following table, which reflects master nettemgangements and excludes contracts that havedssggnated as normal
under the normal purchases or normal sales excepfiorded by GAAP, summarizes the fair value o thompany’s
derivative contracts, on a gross basis, and relemttiose amounts to the amounts presented on lzasist on the Balance
Sheets (in thousands):

Derivative Assets Derivative Liabilities
Current®  Noncurrent Current Noncurrent Total
As of March 31, 2012
Not designated as hedging contracfa:
Commodity assets $ 2992 % - $ 2002 % - $ 4,994
Commodity liabilities (1,312) - (10,139) (63,432) (74,883)

Total 1,680 - (8,137) (63.432) (69,889)

Designated as cash flow hedging contracts:

Commodity assets - - - 546 546
Commodity liabilities (93) - (3,539) (560) (4,192)
Total (93) - (3,539) (14) (3.646)
Total derivatives - net basi§ $ 1587 $ - 11,676) 63,446) 73,535)

As of December 31, 2011
Not designated as hedging contracfd:

Commodity assets $ 2,773 % - % 1240 $ - $ 4,013
Commodity liabilities (863) - (8,970) (58,087) (67,920)
Total 1,910 - (7.730) (58,087) (63.907)

Designated as cash flow hedging contracts:

Commodity assets 6 - - 312 318
Commodity liabilities - - (2,786) (337) (3.123)
Total 6 - (2,786) (25) (2,805)
Total derivatives - net basi§ $ 1916 $ - $ (10,516) $ (58,112) $ (66,712)

Q) Current derivative assets are included in otherent assets on the Balance Sheets.

2) The Company's commodity derivatives not dedigshas hedging contracts are generally includeddnlated rates, and as of March 31, 2012 and
December 31, 2011, a regulatory asset of $69.9omithnd $63.9 million, respectively, was recordethted to the net derivative liability of
$69.9 million and $63.9 million, respectively.

(3) The net notional amounts of outstanding commodéwvative contracts with fixed price terms that quise the mark-to-market values included
above is 21 million dth of natural gas purchasesfd®th March 31, 2012 and December 31, 2011.

Not Designated as Hedging Contracts

The following table reconciles the beginning andieg balances of the Company’s net regulatory assad summarizes the
pre-tax gains and losses on commodity derivativetregts recognized in net regulatory assets, a$ aglamounts
reclassified to earnings for the three-month pesiedded March 31 (in thousands):

2012 2011
Beginning balance $ 63,907 $ 50,124
Changes in fair value recognized in net regulatmsets 7,317 (13,719)
Net gains reclassified to operating revenue 1,345 -
Net losses reclassified to cost of gas and ligsades (2,680) (1,625)
Ending balance $ 69,889 $ 34,780
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The Company recognized pre-tax losses of $- milind $0.1 million resulting from unrealized lossespurchase contracts
for the three-month periods ended March 31, 201220111, respectively, which are included in cosgad and liquids sales
on the Statements of Income.

Designated as Hedging Contracts

The following table reconciles the beginning andieg balances of the Company’s accumulated othempeehensive loss
(pre-tax) and summarizes pre-tax gains and losse®mmodity derivative contracts designated andifyiray as cash flow
hedges recognized in other comprehensive incom€I)Pas well as amounts reclassified to earnirgstlie three-month
periods ended March 31 (in thousands):

2012 2011
Beginning balancé" $ 2651 $ 2475
Changes in fair value recognized in OCI 842 324
Net losses reclassified to cost of gas and ligsales - (278)
Ending balancé” $ 3493 $ 2521

@) Certain derivative contracts have settled and #ievialue at the date of settlement remains in metated other comprehensive loss and is
recognized in earnings when the forecasted traiosadmpact earnings.

Realized gains and losses on hedges and hedgedtieghess are recognized on the Statements ofmeas operating
revenue or cost of gas and liquids sales depengiog the nature of the item being hedged. For e&the three-month
periods ended March 31, 2012 and 2011, hedge oigfmess was insignificant. As of March 31, 20th& Company had
cash flow hedges with expiration dates extendimgufgh December 2013 and the pre-tax net unreatjaéts forecasted to
be reclassified from accumulated other compreherisiss into earnings over the next twelve montedrasignificant.

Credit Risk

The Company extends unsecured credit to energyatiagkcompanies, financial institutions and otherket participants
in conjunction with its derivative contracts. Credisk relates to the risk of loss that might ocas a result of
nonperformance by counterparties on their contedodbligations to make or take delivery of natugaks and to make
financial settlements of these obligations. Cret@ik may be concentrated to the extent that onenore groups of
counterparties have similar economic, industry ihep characteristics that would cause their abtiitymeet contractual
obligations to be similarly affected by changesriarket or other conditions. In addition, credikriacludes not only the
risk that a counterparty may default due to circamses relating directly to it, but also the riblatta counterparty may
default due to circumstances involving other marpgatticipants that have a direct or indirect relaship with the

counterparty.

The Company analyzes the financial condition oheamunterparty before entering into any transasti@stablishes limits
on the amount of unsecured credit to be extendea@db counterparty and evaluates the appropriseiesmsecured credit
limits on an ongoing basis. To mitigate exposur¢ht financial risks of counterparties, the Companyers into netting
arrangements that may include margining and crosgyet netting agreements and may obtain thirdypgtarantees,
letters of credit and cash deposits. Counterpartiag be assessed fees for delayed payments. liredgahe Company
exercises rights under these arrangements, inguwditing on the counterparty’s credit support agement.

Collateral and Contingent Features

In accordance with industry practice, certain defixe contracts contain provisions that require @mnpany to maintain
specific credit ratings from one or more of the onajredit rating agencies on its unsecured delgs&lderivative contracts
may either specifically provide bilateral rights demand cash or other security if credit exposores net basis exceed
specified rating-dependent threshold levels (“dreidk-related contingent features”). These rigtdas vary by contract and
by counterparty. As of March 31, 2012, the Compargyedit ratings from the three recognized creating agencies were
investment grade.
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The aggregate fair value of the Company’s derieatoontracts in liability positions with specific eclit-risk-related
contingent features totaled $79.1 million and $7hibion as of March 31, 2012 and December 31, 20&&pectively, for
which the Company had not posted collateral. Itedidit-risk-related contingent features for detiive contracts in liability
positions had been triggered as of March 31, 20i2Zecember 31, 2011, the Company would have besguired to post
$75.1 million and $68.6 million, respectively, obliateral. The Company’s collateral requirementsildofluctuate
considerably due to market price volatility, chasgrecredit ratings, changes in legislation or tation, or other factors.

(5) Employee Benefit Plans

The Company participates in multi-employer benefdns sponsored by MidAmerican Energy Company (“ME@n

indirect wholly-owned subsidiary of MEHC. The MidAmcan Energy Company Retirement Plan providesiperzenefits
for eligible employees (“pension plan”) and the Kiderican Energy Company Welfare Benefit Plan presictertain
postretirement health care and life insurance lsnélr eligible retirees (“other postretirementapl) on behalf of the
Company. The Company’s contributions to the pensind other postretirement plans were $0.4 million dach of the
three-month periods ended March 31, 2012 and 284 1of March 31, 2012, the Company recorded aniailcompany
payable included in other long-term liabilitiesatihg to the pension plan and an affiliate compegoeivable included in
other assets relating to the other postretiremelsin pof $5.1 million and $15.7 million, respectivelyAs of

December 31, 2011, the Company recorded an affitiampany payable included in other long-term ligds relating to the
pension plan and an affiliate company receivablduthed in other assets relating to the other ptstmeent plan of
$5.1 million and $15.4 million, respectively. Amdsnattributable to the Company were allocated frbifEC to the

Company in accordance with the intercompany adnatise service agreement. Offsetting regulatorsets and liabilities
have been recorded related to the amounts notegeignized as a component of net periodic benefitscthat will be
included in regulated rates.

(6) Commitments and Contingencies

Legal Matters

The Company is party to a variety of legal actianising out of the normal course of business. Bffsroccasionally seek
punitive or exemplary damages. The Company doedalave that such normal and routine litigationl Wwave a material
impact on its financial results. The Company i®ats/olved in other kinds of legal actions, somendfich assert or may
assert claims or seek to impose fines, penaltid#rer costs in substantial amounts and are desthielow.

The Company’s storage gas has migrated from itadorcertificated storage field boundaries near Ghgiram, Kansas and
has been produced on leaseholds held by Nash @#a&, Inc. (“Nash”), L.D. Drilling Company (“LD Dtihg”), Val

Energy, Inc. (“Val Energy”) and Luka-Carmi Developm, LLC. In order to mitigate its losses, the Camyp has initiated
the following actions:

* In September 2009, the Company filed an applicaticth the FERC to extend the boundaries of the Ghghram
natural gas storage facility by 14,240 acres. imeJ2010, FERC issued an order granting the Com@aniificate
Authority to extend the boundaries of the Cunninghaatural gas storage facility by 12,320 acres. Chenpany
extended good faith offers to the interested partiethe extension area, and in July 2010, filecomplaint in
District Court to acquire the necessary interesteiminent domain. The Company has either acquigadés or
purchased the property on 3,580 acres, or 29%eoéxtension area. In June 2011, the Company filedtion for
preliminary injunction seeking access to the extensrea to construct the facilities necessaryniplément its
containment plan to control the migrating storags.@\ hearing on the access motion was held in2cta011.
The magistrate issued a recommended decision inember 2011, granting the Company’s motion. On
March 13, 2012, the federal district court judgaued an order granting the Company’s motion forpttediminary
injunction. The March 2012 order requires secunitythe form of a cash deposit of $2.7 million andand of
$7.8 million, both of which were deposited with dw@urt by the Company.
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e The Company filed a lawsuit in December 2008 adawesh, LD Drilling and Val Energy in the UnitedaBts
District Court for the District of Kansas (“Distti€ourt”) for conversion, nuisance and unjust édmment. Shortly
after the FERC order granting the Company authdatgexpand the boundaries of the Cunningham natyaal
storage facility was issued in June 2010, the Comgded a motion to shut-in the production of tthérd-party
wells producing the Company'’s storage gas. In Déegr2010, the District Court granted the Compamyétion
and ordered all of the wells in the extension ae&e shut-in, which was completed in February 201ie
defendants appealed the injunction order to thehr€ircuit Court of Appeals and requested a stapl @gument
on the appeal was held in November 2011 and aidacis pending. Discovery has been stayed pendieg t
outcome of the Kansas Supreme Court appeal distiredew.

« In December 2009, the Company filed a lawsuit i@ 18" Judicial District, District Court, Pratt County aksas
(“Pratt County State District Court”) against ONEQHeld Services Company and Lumen Energy Corparatio
alleging conversion based on their purchase ostbmge gas from the producers. In April 2010, Rh&tt County
State District Court granted the defendants’ mof@mrsummary judgment, finding that the Companysioet have
title to storage gas that has migrated beyond aidigiproperty. The Company appealed the decisichg¢dansas
Court of Appeals in April 2010, and the appeal wassferred to the Kansas Supreme Court at the Goy'p
request. Oral argument was held in March 2011. dsiten on the merits is expected in the secondtquaf 2012.

In December 2011, state court petitions were fig@inst the Company in three counties in Kansdsgiah trespass,
nuisance and unjust enrichment, arising out ofntigration of the Company’s storage gas. The Comgéey petitions to
move the cases to federal district court in WichKansas on December 27, 2011. The Company filsdoreses to the
petitions in January 2012, and the actions haven lst&yed pending the outcome of the Kansas Supfeouet appeal
discussed above.

The Company has recorded Cunningham storage gseslag 13.7 bcf from 2004 through 2011, which iemwhhe wells
were shut-in. The replacement cost of storage gssek is $- million and $2.8 million for the thmeenth periods ended
March 31, 2012 and 2011, respectively, which ackuged in operating and maintenance and cost oagddiquids sales on
the Statements of Income.

While it is not possible to predict with certairttye outcome of the aforementioned litigation angeotcontingencies, the
Company believes that the ultimate resolution efsthmatters will not have a material adverse effecthe Company’s
financial results.

@) Other Related Party Transactions

The Company provided gas transportation, storadeottrer services to MEC totaling $22.0 million &#P.5 million for the
three-month periods ended March 31, 2012 and 2@kpectively. MEC provides certain administrativel ananagement
services, including executive, financial, legalpan resources, payroll and tax, to the CompanyeBsgs incurred by MEC
and billed to the Company are based on the indalidervices and expense items provided and werg riillion and
$1.6 million for the three-month periods ended Nia8d, 2012 and 2011, respectively. MEC also pravidkectricity and
other services to the Company of $0.1 million facte of the three-month periods ended March 31, 201P2011. The
Company reimbursed MEC $13.6 million and $11.0ionillfor the three-month periods ended March 31,2284d 2011,
respectively, for payroll, healthcare benefits attier benefit payments that MEC processed on behétie Company.

MEHC provides certain administrative and managensamvices, including executive, financial, legaldatax, to the
Company. Expenses incurred by MEHC and billed s @wmpany are based on the individual serviceseapénse items
provided and were $0.4 million and $0.6 million fbe three-month periods ended March 31, 2012 &4d 2respectively.
Income tax transactions with MEHC resulted in regteipts of $0.2 million and $0.9 million for ther¢le-month periods
ended March 31, 2012 and 2011, respectively.

The Company provides operating, administrative arahagement services, including executive, financedulatory and
legal, to MEHC and certain subsidiaries. Expensesried by the Company and billed to MEHC are basethe individual
services and expense items provided. Intercompapgrses were $0.1 million for each of the threetmgreriods ended
March 31, 2012 and 2011.

As of March 31, 2012 and December 31, 2011, the 2oy had net accounts payable to MEHC and certdisidiaries for
intercompany transactions totaling $0.7 million &2d6 million, respectively.
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The Company provides certain administrative andagament services, including executive, financedutatory and legal,
to Kern River Gas Transmission Company (“Kern Riyean indirect wholly-owned subsidiary of MEHC. &Company
billed Kern River $0.3 million for each of the tlerenonth periods ended March 31, 2012 and 201 hé&set services.

The Company provides risk management services to Rever, pursuant to a service agreement datedugtuy 2008. The
Company relinquishes all risks, liabilities, lossewl profits associated with these risk manages®mwices. For each of the
three-month periods ended March 31, 2012 and 20&1Company entered into insignificant risk managetntransactions
that settled on behalf of Kern River.

For the three-month periods ended March 31, 2012 2011, the Company received demand promissorysnm¢aring
interest at a 30-day LIBOR plus a fixed per annae from MEHC in exchange for cash of $- milliorda#80.0 million,

respectively. The balance of the demand promissures as of both March 31, 2012 and December 31, 2@as

$230.0 million. Interest income of $0.4 million weeorded for each of the three-month periods emdimeth 31, 2012 and
2011.

The Company distributed dividends on common stdc1@1.0 million and $- million through its parezimpany to MEHC
for the three-month periods ended March 31, 20122811, respectively.
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