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PART I. FINANCIAL INFORMATION
Item1 Financial Statements
PENN VIRGINIA CORPORATION AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF INCOME - Unaudited

(in thousands, except per share data)

Three Months
Ended March 31,

2006 2005
Revenues
Natural gas $ 60,210 $ 38,260
Oil and condensate 4,791 3,413
Natural gas midstream 109,181 26,278
Coal royalties 22,422 18,053
Other 4,303 2,206
Total revenues 200,907 88,210
Expenses
Cost of midstream gas purchased 98,651 21,837
Operating 8,478 5,099
Exploration 7,891 7,659
Taxes other than income 4,965 3,347
General and administrative 10,675 6,720
Depreciation, depletion and amortization 21,581 15,844
Total expenses 152,241 60,506
Operating income 48,666 27,704
Other income (expense)
Interest expense (4,788) (3,378)
Interest income and other 396 319
Derivative losses (158) (14,317)
Income before minority interest and income taxes 44,116 10,328
Minority interest 4,889 (1,656)
Income tax expense 15,119 4,944
Net income $ 24,108 $ 7,040
Net income per share, basic $ 1.29 $ 0.38
Net income per share, diluted $ 1.28 3 0.38
Weighted average shares outstanding, basic 18,652 18,490
Weighted average shares outstanding, diluted 18,873 18,694

The accompanying notes are an integral part of these consolidated financial statements.



PENN VIRGINIA CORPORATION AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEETS
(in thousands, except share data)

March 31, December 31,
2006 2005
(Unaudited)
Assets
Current assets
Cash and cash equivalents $ 13,992 $ 25,913
Accounts receivable 112,166 133,086
Derivative assets 9,805 11,551
Other 7,307 7,635
Total current assets 143,270 178,185
Property and equipment
Oil and gas properties (successful efforts method) 755,981 717,423
Other property and equipment 545,837 538,035
Accumulated depreciation, depletion and amortization (292,467) (272,239)
Net property and equipment 1,009,351 983,219
Equity investments 27,002 26,672
Goodwill 7,718 7,718
Intangibles, net 36,785 38,051
Derivative assets 6,735 8,917
Other assets 9,456 8,784
Total assets $ 1,240,317 $ 1,251,546
Liabilities And Shareholders’ Equity
Current liabilities
Current maturities of long-term debt $ 9,814 $ 8,108
Accounts payable and accrued liabilities 92,820 114,678
Derivative liabilities 17,061 29,387
Income taxes payable 6,186 2,355
Total current liabilities 125,881 154,528
Other liabilities 24,305 24,448
Derivative liabilities 12,062 11,706
Deferred income taxes 122,129 111,186
Long-term debt of the Company 67,000 79,000
Long-term debt of PVR 241,888 246,846
Minority interest in PVR 309,753 313,524
Shareholders’ equity
Preferred stock of $100 par value — 100,000 shares authorized; none issued - -
Common stock of $0.01 par value — 32,000,000 shares authorized:;
18,624,210 and 18,624,002 shares issued and outstanding at March 31,
2006, and December 31, 2005 187 186
Paid-in capital 101,971 98,541
Retained earnings 244,459 222,456
Deferred compensation obligation 758 580
Accumulated other comprehensive income (3,987) (7,816)
Treasury stock — 27,100 and 23,644 shares common stock, at cost, on March
31, 2006, and December 31, 2005 (1,046) (832)
Unearned compensation (5,043) (2,807)
Total shareholders’ equity 337,299 310,308
Total liabilities and shareholders’ equity $ 1,240,317 $ 1,251,546

The accompanying notes are an integral part of these consolidated financial statements.



PENN VIRGINIA CORPORATION AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS - Unaudited

(in thousands)

Three Months
Ended March 31,

2006 2005
Cash flows from operating activities
Net income $ 24,108 $ 7,040
Adjustments to reconcile net income to net cash provided by
operating activities:
Depreciation, depletion and amortization 21,581 15,844
Derivative losses 158 14,317
Deferred income taxes 8,882 3,543
Minority interest 4,889 (1,656)
Dry hole and unproved leasehold expense 4,375 2,439
Other 848 1,600
Changes in operating assets and liabilities 854 (12,276)
Net cash provided by operating activities 65,695 30,851
Cash flows from investing activities
Proceeds from the sale of property and equipment 1,228 9,766
Acquisitions, net of cash acquired (6,245) (204,984)
Additions to property and equipment (46,781) (37,586)
Net cash used in investing activities (51,798) (232,804)
Cash flows from financing activities
Dividends paid (2,094) (2,081)
Distributions paid to minority interest holders of PVR (9,144) (5,788)
Proceeds from issuance of PVR partners’ capital - 125,185
Proceeds from borrowings of the Company 15,000 17,000
Repayments of borrowings of the Company (27,000) (15,000)
Proceeds from borrowings of PVR - 211,800
Repayments of borrowings of PVR (3,300) (131,500)
Payments for debt issuance costs - (2,039)
Other 720 497
Net cash provided by (used in) financing activities (25,818) 198,074
Net decrease in cash and cash equivalents (11,921) (3,879)
Cash and cash equivalents — beginning of period 25,913 25,471
Cash and cash equivalents — end of period $ 13,992 $ 21592
Supplemental disclosures:
Cash paid during the periods for:
Interest (net of amounts capitalized) $ 6,152 $ 3,331
Income taxes $ 2,400 $ -

The accompanying notes are an integral part of these consolidated financial statements.



PENN VIRGINIA CORPORATION
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - Unaudited
March 31, 2006

1. Nature of Operations

Penn Virginia Corporation (“Penn Virginia,” the “Company,” “we,” “us” or “our”) is an independent energy
company that is engaged in three primary business segments. Our oil and gas segment explores for, develops,
produces and sells crude oil, condensate and natural gas primarily in the eastern and Gulf Coast onshore areas of the
United States. Our coal segment and natural gas midstream segment operate through our 39 percent ownership in
Penn Virginia Resource Partners, L.P. (the “Partnership” or “PVR”). Due to our control of the general partner of
PVR, the financial results of the Partnership are included in our consolidated financial statements. However, PVR
functions with a capital structure that is independent of the Company, consisting of its own debt instruments and
publicly traded common units.

In the coal segment, PVR does not operate any mines. Instead, PVR enters into leases with various third-party
operators which give those operators the right to mine coal reserves on PVR’s land in exchange for royalty
payments. PVR also provides fee-based infrastructure facilities to some of its lessees and third parties to generate
coal services revenues. These facilities include coal loading facilities, preparation plants and coal handling facilities
located at end-user industrial plants. PVR also sells timber growing on its land.

PVR purchased its midstream business on March 3, 2005, through the acquisition of Cantera Gas Resources,
LLC (the “Cantera Acquisition”). As a result of the Cantera Acquisition, PVR owns and operates a significant set of
midstream assets. PVR’s midstream business derives revenues primarily from gas processing contracts with natural
gas producers and from fees charged for gathering natural gas volumes and providing other related services.

2. Summary of Significant Accounting Policies

Our accounting policies are consistent with those described in our Annual Report on Form 10-K for the year
ended December 31, 2005, except as discussed below. Please refer to such Form 10-K for a further discussion of
those policies.

Basis of Presentation

The consolidated financial statements include the accounts of Penn Virginia, all wholly-owned subsidiaries of
the Company and the Partnership, of which we indirectly owned the sole two percent general partner interest and an
approximately 37 percent limited partner interest as of March 31, 2006. Penn Virginia Resource GP, LLC, a
wholly-owned subsidiary of Penn Virginia, serves as the Partnership’s general partner and controls the Partnership.
We own and operate our undivided oil and gas reserves through our wholly-owned subsidiaries. We account for our
undivided interest in oil and gas properties using the proportionate consolidation method, whereby our share of
assets, liabilities, revenues and expenses is included in the appropriate classification in the financial statements.
Intercompany balances and transactions have been eliminated in consolidation. The financial statements have been
prepared in accordance with accounting principles generally accepted in the United States of America for interim
financial reporting and Securities and Exchange Commission (“SEC”) regulations. These statements involve the use
of estimates and judgments where appropriate. In the opinion of management, all adjustments, consisting of normal
recurring accruals, considered necessary for a fair presentation of the consolidated financial statements have been
included. These financial statements should be read in conjunction with our consolidated financial statements and
footnotes included in our Annual Report on Form 10-K for the year ended December 31, 2005. Operating results for
the three months ended March 31, 2006, are not necessarily indicative of the results that may be expected for the
year ending December 31, 2006. Certain reclassifications have been made to conform to the current period’s
presentation.

New Accounting Standards

In December 2004, the Financial Accounting Standards Board (the “FASB”) issued the final revised version of
SFAS No. 123(R), Share-Based Payment, which requires companies to recognize in the income statement the grant-



date fair value of stock options and other equity-based compensation issued to employees. In March 2005, the SEC
issued Staff Accounting Bulletin (“SAB”) No. 107, Share-Based Payment, regarding the interaction between SFAS
No. 123(R) and certain SEC rules and regulations. Effective January 1, 2006, we adopted SFAS No. 123(R).
Beginning January 1, 2006, we recognize compensation expense related to share-based payments on a straight-line
basis over the requisite service period for share-based payment awards granted after the effective date of SFAS No.
123(R). For unvested stock options granted prior to the effective date of SFAS No. 123(R), we recognize
compensation expense in the same manner as was used for pro forma disclosures prior to the effective date of SFAS
No. 123(R). See Note 6 for more information regarding the adoption of SFAS No. 123(R).

In June 2005, the Emerging Issues Task Force (“EITF”) reached a consensus on EITF Issue No. 04-5,
Determining Whether a General Partner, or the General Partners as a Group, Controls a Limited Partnership or
Similar Entity When the Limited Partners Have Certain Rights. This consensus applies to voting right entities not
within the scope of FASB Interpretation No. 46(R), Consolidation of Variable Interest Entities, in which the
investor is the general partner in a limited partnership or functional equivalent. The EITF consensus is that the
general partner in a limited partnership is presumed to control that limited partnership regardless of the extent of the
general partner’s ownership interest and, therefore, should include the limited partnership in its consolidated
financial statements. The general partner may overcome this presumption of control and not consolidate the entity if
the limited partners have either: (a) the substantive ability to dissolve (liquidate) the limited partnership or otherwise
remove the general partner through substantive kick-out rights that can be exercised without having to show cause;
or (b) substantive participating rights in managing the partnership. This guidance became immediately effective
upon ratification by the FASB on June 29, 2005, for all newly formed limited partnerships and for existing limited
partnerships for which the partnership agreements have been modified. We consolidate PVR, and the adoption of
EITF Issue No. 04-5 on January 1, 2006, did not change our consolidated accounting with respect to PVR.

3. Derivatives Instruments and Hedging Activities
Oil and Gas Segment Commodity Derivatives
The fair values of our oil and gas derivative contracts are determined based on third party forward price quotes

for NYMEX Henry Hub gas and West Texas Intermediate crude oil closing prices as of March 31, 2006. The
following table sets forth our positions as of March 31, 2006:

Average Estimated

Volume Weighted Average Price Fair Value

Per Day Floor Ceiling (in thousands)
Natural Gas Costless Collars (in Mmbtus) (per Mmbtu)
Second Quarter 2006 28,330 $ 694 $ 1181 1,788
Third Quarter 2006 22,000 $ 782 $ 1225 1,749
Fourth Quarter 2006 20,011 $ 823 $ 15.32 1,148
First Quarter 2007 15,000 $ 9.00 $ 19.20 961
Second Quarter 2007 10,000 $ 7.00 $ 12.65 53
Third Quarter 2007 10,000 $ 7.00 $ 1265 10
Fourth Quarter 2007 (October only) 10,000 $ 7.00 $ 12.65 (17)
Crude Oil Costless Collars (in barrels) (per barrel)
Second Quarter 2006 200 $ 60.00 $ 7220 (20)
Third Quarter 2006 200 $ 60.00 $ 72.20 (43)
Fourth Quarter 2006 200 $ 60.00 $ 7220 (53)
First Quarter 2007 200 $ 60.00 $ 7220 (56)
Second Quarter 2007 200 $ 60.00 $ 7220 (59)
Third Quarter 2007 200 $ 60.00 $ 7220 (58)
Fourth Quarter 2007 200 $ 60.00 $ 7220 (56)
Total $ 5,347



Based upon our assessment of our derivative agreements at March 31, 2006, we reported (i) a net derivative
asset of approximately $5.3 million, (ii) a gain in accumulated other comprehensive income of $0.8 million, net of
related income tax expense of $0.4 million and (iii) a derivative gain of $5.9 million related to derivatives in the oil
and gas segment. The derivative gain represents a $5.3 million mark-to-market adjustment on certain derivatives
that no longer qualify for hedge accounting and a $0.6 million gain on ineffectiveness. In connection with monthly
settlements, we recognized net hedging losses in natural gas and oil revenues of $1.3 million for the three months
ended March 31, 2006. Based upon future oil and natural gas prices as of March 31, 2006, we expect to realize $5.5
million of hedging gains within the next 12 months. The amounts that we ultimately realize will vary due to
changes in the fair value of the open derivative agreements prior to settlement. We recognized net hedging losses of
$0.3 million for the three months ended March 31, 2005.

At the time we entered into our natural gas derivatives, physical sales prices correlated well with NYMEX
natural gas prices; however, beginning in the second half of 2005, basis differentials for certain derivative
agreements widened as NYMEX natural gas prices reached historically high levels. In the first quarter of 2006, our
correlation assessment indicated that certain NYMEX natural gas derivatives could no longer be considered “highly
effective” hedges under the parameters of the accounting rules. Consequently, we discontinued hedge accounting
effective January 1, 2006, for certain natural gas derivatives and recognized a net mark-to-market gain of $5.3
million in the first quarter of 2006.

Natural Gas Midstream Segment Commaodity Derivatives

The fair values of PVR’s derivative agreements are determined based on forward price quotes and regression
analysis for the respective commodities as of March 31, 2006. The following table sets forth PVR’s positions as of
March 31, 2006, for commodities related to natural gas midstream revenues (ethane, propane and crude oil) and cost
of midstream gas purchased (natural gas):

Average Weighted Estimated
Volume Average Fair Value
Per Day Price (in thousands)
Ethane Swaps (in gallons) (per gallon)
Second Quarter 2006 through Fourth Quarter 2006 68,880 $ 04770 $ (2,359)
First Quarter 2007 through Fourth Quarter 2007 34,440 $ 0.5050 (1,343)
First Quarter 2008 through Fourth Quarter 2008 34,440 $ 0.4700 (1,396)
Propane Swaps (in gallons) (per gallon)
Second Quarter 2006 through Fourth Quarter 2006 52,080 $ 0.7060 (4,139)
First Quarter 2007 through Fourth Quarter 2007 26,040 $ 0.7550 (1,992)
First Quarter 2008 through Fourth Quarter 2008 26,040 $ 0.7175 (2,075)
Crude Oil Swaps (in barrels) (per barrel)
Second Quarter 2006 through Fourth Quarter 2006 1,100 $ 4445 (7,895)
First Quarter 2007 through Fourth Quarter 2007 560 $ 50.80 (3,599)
First Quarter 2008 through Fourth Quarter 2008 560 $ 4927 (3,293)
Natural Gas Swaps (in MMbtu) (per MMbtu)
Second Quarter 2006 through Fourth Quarter 2006 7,500 $ 7.05 1,994
First Quarter 2007 through Fourth Quarter 2007 4,000 $ 6.97 3,608
First Quarter 2008 through Fourth Quarter 2008 4,000 $ 6.97 2,821
$ (19,668)

Based upon the assessment of derivative agreements at March 31, 2006, PVR reported (i) a net derivative
liability related to the natural gas midstream segment of $19.7 million, (ii) a loss in accumulated other
comprehensive income of $5.7 million, net of a related income tax benefit of $3.1 million, and (iii) a net unrealized
loss on derivatives for hedge ineffectiveness of $0.1 million for the three months ended March 31, 2006, related to



cash flow hedges in the natural gas midstream segment. In connection with monthly settlements, PVR recognized
net hedging losses in natural gas midstream revenues of $2.2 million for the three months ended March 31, 2006,
and net hedging gains in cost of midstream gas purchased of $2.4 million for the three months ended March 31,
2006. Based upon future commaodity prices as of March 31, 2006, PVR expects to realize $12.9 million of hedging
losses within the next 12 months. The amounts that PVR will ultimately realize will vary due to changes in the fair
value of the open derivative agreements prior to settlement. Because all hedged volumes relate to periods beginning
after March 31, 2005, PVR had no monthly settlements and recognized no net hedging losses in natural gas
midstream revenues for the three months ended March 31, 2005.

At the time PVR entered into its natural gas derivatives and certain natural gas liquid (“NGL”) derivatives,
physical purchase prices of natural gas correlated well with NYMEX natural gas prices and physical sales prices of
NGLs correlated well with NGL index prices. However, beginning in the second half of 2005, basis differentials for
certain derivative agreements widened as NYMEX natural gas prices and NGL index prices reached historically
high levels. In the first quarter of 2006, PVVR’s correlation assessment indicated that its NYMEX natural gas
derivatives and certain NGL derivatives could no longer be considered “highly effective” hedges under the
parameters of the accounting rules. Consequently, PVR discontinued hedge accounting effective January 1, 2006,
for its natural gas derivatives and certain NGL derivatives that were no longer considered highly effective and
recognized a net mark-to-market loss of $6.0 million in the first quarter of 2006.

In November 2005, PVR entered into a basis swap for the period January 2006 through July 2006. The basis
swap relates to purchases of natural gas in the Texas/Oklahoma Basin region. In accordance with SFAS No. 133,
Accounting for Derivative Instruments and Hedging Activities, changes in market value of the derivative instrument
are charged to earnings. PVR reported (i) a derivative liability of approximately $0.3 million at March 31, 2006,
and (ii) a derivative loss of $0.1 million for the three months ended March 31, 2006, related to the basis swap.

Discontinuation of Hedge Accounting

Because a large portion of our natural gas derivatives and NGL derivatives no longer qualify for hedge
accounting and to increase clarity in our financial statements, we elected to discontinue hedge accounting
prospectively for our remaining commodity derivatives beginning May 1, 2006. Consequently, from that date
forward, we will recognize mark-to-market gains and losses in earnings currently, rather than deferring such
amounts in accumulated other comprehensive income (shareholders’ equity). The net mark-to-market loss on our
outstanding derivatives at April 30, 2006, included in accumulated other comprehensive income will be reported in
future earnings through 2008 as the original hedged transactions occur. This change in reporting will have no impact
on our reported cash flows, although future results of operations will be affected by mark-to-market gains and losses
which fluctuate with volatile oil and gas prices.

Interest Rate Swaps

In September 2005, PVR entered into interest rate swap agreements to establish fixed rates on $60 million of
the LIBOR-based portion of the outstanding balance on PVR’s revolving credit facility until March 2010 (the
“Revolver Swaps™). PVR pays a weighted average fixed rate of 4.22 percent on the notional amount plus the
applicable margin, and the counterparties pay a variable rate equal to the three-month LIBOR. Settlements on the
Revolver Swaps are recorded as interest expense. The Revolver Swaps were designated as cash flow hedges.
Accordingly, the effective portion of the change in the fair value of the swap transactions is recorded each period in
other comprehensive income. The ineffective portion of the change in fair value, if any, is recorded to current
period earnings as interest expense. PVR reported (i) a derivative asset of approximately $2.0 million at March 31,
2006, and (ii) a gain in accumulated other comprehensive income of $1.3 million, net of related income tax expense
of $0.7 million for the three months ended March 31, 2006, related to the Revolver Swaps. In connection with
periodic settlements, PVR recognized $0.1 million in net hedging gains in interest expense for the three months
ended March 31, 2006. Based upon future interest rate curves at March 31, 2006, PVVR expects to realize $0.5
million of hedging gains within the next 12 months. The amounts that PVR ultimately realizes will vary due to
changes in the fair value of open derivative agreements prior to settlement.



4. Pension Plans and Other Postretirement Benefits

In accordance with SFAS No. 132, Employers’ Disclosures about Pensions and Other Postretirement Benefits,
the following table provides the components of net periodic benefit costs for the respective plans shown for the three
months ended March 31, 2006 and 2005 (in thousands):

Post-retirement

Pension Healthcare
Three Months Ended Three Months Ended

March 31, March 31,
2006 2005 2006 2005
Service cost $ - $ - $ 8 $ 7
Interest cost 32 32 63 65
Amortization of prior service cost 1 1 22 22
Amortization of transitional obligation 1 1 - -
Recognized actuarial loss 9 8 22 13
Net periodic benefit cost $ 43 $ 42 $ 115 $ 107

5. Earnings per Share

The following is a reconciliation of the numerators and denominators used in the calculation of basic and
diluted earnings per share for the three months ended March 31, 2006 and 2005 (in thousands, except per share
data):

Three Months
Ended March 31,

2006 2005
Net income $ 24,108 $ 7,040
Weighted average shares, basic 18,652 18,490
Effect of dilutive securities:

Stock options 221 204
Weighted average shares, diluted 18,873 18,694
Net income per share, basic $ 1.29 $ 0.38
Net income per share, diluted $ 128 % 0.38

6. Share-Based Payments
Adoption of New Accounting Standard

We have several stock compensation plans (collectively, the “Stock Compensation Plans”) that allow incentive
and nonqualified stock options and restricted stock to be granted to key employees and officers and nonqualified
stock options and deferred common stock units to be granted to directors. Prior to January 1, 2006, we accounted
for those plans under the recognition and measurement provisions of Accounting Principles Board Opinion No. 25,
Accounting for Stock Issued to Employees, and related Interpretations, as permitted by SFAS No. 123, Accounting
for Stock-Based Compensation. Stock-based compensation cost in our statements of income prior to 2006 included
only costs related to restricted stock and deferred common stock units. Prior to 2006, we did not recognize expense
for options as permitted by SFAS No. 123 because all options granted had an exercise price equal to the market
value of the underlying common stock on the date of grant. Effective January 1, 2006, we adopted the fair value
recognition provisions of SFAS No. 123(R) using the modified prospective transition method. Under that transition
method, compensation cost recognized in the three months ended March 31, 2006, includes: (a) compensation cost



for all share-based payments granted prior to, but not yet vested as of, January 1, 2006, based on the grant-date fair
value estimated in accordance with the original provisions of SFAS No. 123, and (b) compensation cost for all
share-based payments granted on or after January 1, 2006, based on the grant-date fair value estimated in accordance
with the provisions of SFAS No. 123(R). Results for prior periods have not been restated. For the three months
ended March 31, 2006, we recognized $0.6 million of compensation expense related to the Stock Compensation
Plans. The total income tax benefit recognized in the statements of income for the Stock Compensation Plans was
$0.2 million for the three months ended March 31, 2006.

As a result of adopting SFAS No. 123(R) on January 1, 2006, our income before minority interest and income
taxes and our net income for the three months ended March 31, 2006, are $0.3 million and $0.2 million lower than if
we had continued to account for share-based compensation under Opinion No. 25. Basic and diluted earnings per
share for the three months ended March 31, 2006, would have been $1.30 and $1.29 if we had not adopted SFAS
No. 123(R), compared to reported basic and diluted earnings per share of $1.29 and $1.28.

Prior to the adoption of SFAS No. 123(R), we presented all tax benefits of deductions resulting from the
exercise of stock options as operating cash flows in the statements of cash flows. SFAS No. 123(R) requires the
cash flows resulting from the tax benefits resulting from tax deductions in excess of the compensation cost
recognized for those options (excess tax benefits) to be classified as financing cash flows. The $0.2 million excess
tax benefit classified as a financing cash inflow would have been classified as an operating cash inflow if we had not
adopted SFAS No. 123(R).

The following table illustrates the effect on net income and earnings per share as if we had not adopted SFAS
No. 123(R) but had applied the fair value recognition provision of SFAS No. 123 to options granted under our stock
option plans for the three months ended March 31, 2005. For purposes of this pro forma disclosure, the value of the
options is estimated using a Black-Scholes-Merton option-pricing formula and amortized to expense over the
options’ vesting periods (in thousands, except per share data).

Three Months
Ended March 31,

2005
Net income, as reported $ 7,040
Add: Stock-based employee compensation expense included in reported net
income related to restricted units and director compensation, net of
related tax effects 198
Less: Total stock-based employee compensation expense determined under
fair value based method for all awards, net of related tax effects (345)
Pro forma net income $ 6,893
Earnings per share
Basic—as reported $ 038
Basic—pro forma $ 037
Diluted—as reported $ 0.38
Diluted—pro forma $ 037

Stock Options

The exercise price of all options granted under the Stock Compensation Plans is at the fair market value of our
common stock on the date of the grant. Options may be exercised at any time after vesting and prior to 10 years
following the grant. Options vest upon terms established by the Compensation and Benefits Committee of the
Board of Directors. In addition, all options will vest upon a change of control of the Company, as defined by the
Stock Compensation Plans. In the case of employees, if a grantee’s employment terminates (i) for cause, all of the
grantee’s options, whether vested or unvested, will be automatically forfeited, (ii) by reason of death, disability or
retirement, the grantee’s options will automatically vest and (iii) for any other reason, the grantee’s unvested options
will be automatically forfeited. In the case of directors, if a grantee’s membership on our Board of Directors
terminates for any reason, the grantee’s unvested options will be automatically forfeited. We have a policy of
issuing new shares to satisfy share option exercises.



Options granted on or before January 2, 2004, under the Stock Compensation Plans vested on the first
anniversary of the date of grant. Options granted after January 2, 2004, vest ratably over a three-year period so that
one-third is exercisable after one year, another third is exercisable after two years and the remaining third is
exercisable after three years.

The fair value of each option award is estimated on the date of grant using the Black-Scholes-Merton option-
pricing formula that uses the assumptions noted in the following table. Expected volatilities are based on historical
changes in the market value of our stock. Separate groups of employees that have similar historical exercise
behavior are considered separately to estimate expected lives. Options granted have a maximum term of ten years.
We base the risk-free interest rate on the U.S. Treasury rate for the week of the grant having a term equal to the
expected life of the option.

Three Months
Ended March 31,

2006
Expected volatility 20.6% to 26.0%
Dividend yield 0.71%
Expected life 3.510 4.6 years
Risk-free interest rate 4.68% to 4.70%

The following table summarizes activity since our most recent fiscal year end with respect to the common stock
options awarded under the stock option plans described above.

Weighted
Weighted  Average
Average Remaining  Aggregate

Exercise Contractual  Intrinsic
Options Shares Price Term Value

(in thousands)
Outstanding at January 1, 2006 621,631 $ 26.68
Granted 195,691 $ 63.07
Exercised (18,333) $ 25.33
Outstanding at March 31, 2006 798,989 $ 35.63 7.9 $22,111
Exercisable at March 31, 2006 454631 $ 2252 6.8 $ 18,541

The weighted-average grant-date fair value of options granted during the three months ended March 31, 20086,
was $14.27. The total intrinsic value of options exercised during the three months ended March 31, 2006, was $0.7
million.

A summary of the status of our nonvested shares as of March 31, 2006, and changes during the three months
then ended, is presented below:

Weighted

Average
Grant-Date
Nonvested Shares Shares Fair Value
Nonvested at January 1, 2006 232,937 $ 9.19
Granted 195,691 14.27
Vested (84,271) 8.71
Nonvested at March 31, 2006 344,357 $12.19
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As of March 31, 2006, there was $3.2 million of total unrecognized compensation cost related to nonvested
share-based compensation arrangements granted under the Stock Compensation Plans. That cost is expected to be
recognized over a weighted-average period of 1.3 years. The total fair value of shares vested during the three
months ended March 31, 2006, was $0.7 million.

Cash received from the exercise of share options for the three months ended March 31, 2006, was $0.7 million.
The actual tax benefit realized for the tax deductions from option exercises totaled $0.2 million for the three months
ended March 31, 2006.

Other Stock Compensation Plans

Accounting for restricted common stock and deferred common stock units did not significantly change from the
disclosure in our Annual Report on Form 10-K for the year ended December 31, 2005.

7. Comprehensive Income

Comprehensive income represents certain changes in equity during the reporting period, including net income
and charges directly to equity which are excluded from net income. Accumulated other comprehensive income was
$4.0 million at March 31, 2006. For the three months ended March 31, 2006 and 2005, the components of
comprehensive income were as follows (in thousands):

Three Months
Ended March 31,

2006 2005
Net income $ 24108 $ 7,040
Unrealized holding gains (losses) on hedging activities, net of tax 3,509 (6,618)
Reclassification adjustment for hedging activities, net of tax 320 196
Comprehensive income $ 27937 $ 618

8. Commitments and Contingencies
Drilling Commitments

In January 2006, we entered into an agreement to purchase oil and gas drilling services from a third party for
three years, beginning in the third or fourth quarter of 2006. The agreement includes early termination provisions
that would require us to pay a penalty if we terminate the agreement prior to the end of the original three-year term.
The amount of the penalty is based on the number of days remaining in the three-year term and declines as time
passes. As of March 31, 2006, drilling services had not commenced, and the pre-commencement early termination
penalty amount would have been $0.7 million if we had terminated the agreement on that date. Management intends
to utilize drilling services under this agreement for the full three-year term and has no plans to terminate the
agreement early.

Legal

We are involved, from time to time, in various legal proceedings arising in the ordinary course of business.
While the ultimate results of these proceedings cannot be predicted with certainty, management believes these
claims will not have a material effect on our financial position, liquidity or operations.

Environmental Compliance

Extensive federal, state and local laws govern oil and natural gas operations, regulate the discharge of materials
into the environment or otherwise relate to the protection of the environment. Numerous governmental departments
issue rules and regulations to implement and enforce such laws that are often difficult and costly to comply with and
which carry substantial administrative, civil and even criminal penalties for failure to comply. Some laws, rules and
regulations relating to protection of the environment may, in certain circumstances, impose “strict liability” for
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environmental contamination, rendering a person liable for environmental and natural resource damages and cleanup
costs without regard to negligence or fault on the part of such person. Other laws, rules and regulations may restrict
the rate of oil and natural gas production below the rate that would otherwise exist or even prohibit exploration or
production activities in sensitive areas. In addition, state laws often require some form of remedial action to prevent
pollution from former operations, such as closure of inactive pits and plugging of abandoned wells. The regulatory
burden on the oil and natural gas industry increases its cost of doing business and consequently affects its
profitability. These laws, rules and regulations affect our operations, as well as the oil and gas exploration and
production industry in general. We believe that we are in substantial compliance with current applicable
environmental laws, rules and regulations and that continued compliance with existing requirements will not have a
material adverse impact on us. Nevertheless, changes in existing environmental laws or the adoption of new
environmental laws have the potential to adversely affect our operations.

The operations of the Partnership’s coal lessees and natural gas midstream segment are subject to
environmental laws and regulations adopted by various governmental authorities in the jurisdictions in which these
operations are conducted. The terms of the Partnership’s coal property leases impose liability for all environmental
and reclamation liabilities arising under those laws and regulations on the relevant lessees. The lessees are bonded
and have indemnified the Partnership against any and all future environmental liabilities. The Partnership regularly
visits coal properties under lease to monitor lessee compliance with environmental laws and regulations and to
review mining activities. Management believes that the operations of the Partnership’s coal lessees and natural gas
midstream segment will comply with existing regulations and does not expect any material impact on its financial
condition or results of operations.

As of March 31, 2006, the Partnership’s environmental liabilities included $2.4 million, which represents the
Partnership’s best estimate of the liabilities as of that date related to the coal and natural gas midstream businesses.
The Partnership has reclamation bonding requirements with respect to certain unleased and inactive properties.
Given the uncertainty of when a reclamation area will meet regulatory standards, a change in this estimate could
occur in the future.

9. Segment Information

Segment information has been prepared in accordance with SFAS No. 131, Disclosure about Segments of an
Enterprise and Related Information. Under SFAS No. 131, operating segments are defined as components of an
enterprise about which separate financial information is available and is evaluated regularly by the chief operating
decision maker, or decision-making group, in assessing performance. Our chief operating decision-making group
consists of our Chief Executive Officer and other senior officials. This group routinely reviews and makes operating
and resource allocation decisions among our oil and gas operations, PVR’s coal operations and PVR’s natural gas
midstream operations. Accordingly, our reportable segments are as follows:

« Oil and Gas - crude oil and natural gas exploration, development and production.

« Coal (the “PVR Coal” segment) — the leasing of mineral interests and subsequent collection of royalties,
the providing of fee-based coal handling, transportation and processing infrastructure facilities, and the
development and harvesting of timber.

« Natural Gas Midstream (the “PVR Midstream” segment) — gas processing, gathering and other related
services.
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The following table presents a summary of certain financial information relating to our segments
(in thousands):

)

Oil and PVR Corporate
Gas PVR Coal Midstream and Other Consolidated

As of and for the Three Months

Ended March 31, 2006
Revenues $ 65741 $ 25328 $ 109836 $ 2 $ 200,907
Operating costs and expenses 19,405 3,509 104,588 3,158 130,660
Depreciation, depletion and

amortization 12,653 4,752 4,069 107 21,581
Operating income (loss) $ 33683 $ 17,067 $ 1,179 $ (3,263) $ 48,666
Interest expense (4,788)
Interest income and other 396
Derivative losses (158)
Income before minority interest and

taxes $ 44,116

Additions to property and equipment
and acquisitions, net of cash acquired $ 44,152 § 6,004 $ 2561 $ 309 $ 53,026

As of and for the Three Months
Ended March 31, 2005

Revenues $ 41,746 $ 19812 $ 26,378 $ 274 $ 88210
Operating costs and expenses 15,428 3,663 23,148 2,423 44,662
Depreciation, depletion and

amortization 10,668 3,855 1,224 97 15,844
Operating income (loss) $ 15,650 $ 12294 $ 2,006 $ (2,246) 27,704
Interest expense (3,378)
Interest income and other 319
Derivative losses (14,317)
Income before minority interest and

taxes $ 10,328
Additions to property and equipment

and acquisitions, net of cash acquired $ 37,289 $ 38 3 251 % 8 $ 37,586

(1) Represents the results of operations of the natural gas midstream segment since March 3, 2005, the closing date
of the Cantera Acquisition.

10. PVR Unit Split

On February 23, 2006, the Board of Directors of the general partner of PVR declared a two-for-one split of
PVR’s common and subordinated units. To effect the split, PVR distributed one additional common unit and one
additional subordinated unit (a total of 16,997,325 common units and 3,824,940 subordinated units) on April 4,
2006, for each common unit and subordinated unit, respectively, held of record at the close of business on March 28,
2006.
11. Subsequent Event

On May 2, 2006, our Board of Directors declared a quarterly dividend of $0.1125 per share payable June 1,
2006, to shareholders of record at the close of business on May 12, 2006.
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Item 2 Management’s Discussion and Analysis of Financial Condition and Results of Operations

The following analysis of financial condition and results of operations of Penn Virginia Corporation (“Penn
Virginia,” the “Company,” “we,” “us” or “our”) and its subsidiaries should be read in conjunction with our
consolidated financial statements and the accompanying notes in Item 1, “Financial Statements.” Our discussion
and analysis include the following items:

e Overview of Business

« Acquisitions and Investments

e Overview of Current Performance

«  Critical Accounting Policies and Estimates

« Liquidity and Capital Resources

¢ Results of Operations

e Environmental

« Recent Accounting Pronouncements

« Forward-Looking Statements

Overview of Business

We are an independent energy company that is engaged in three primary business segments. Our oil and gas
segment explores for, develops, produces and sells crude oil, condensate and natural gas primarily in the eastern and
Gulf Coast onshore areas of the United States. Our coal and natural gas midstream segments operate through our 39
percent ownership in Penn Virginia Resource Partners, L.P. (the “Partnership” or “PVR”). Penn Virginia and the
Partnership are publicly traded on the New York Stock Exchange under the symbols “PVA” and “PVR.” Due to our
control of the general partner of the Partnership, the financial results of the Partnership are included in our
consolidated financial statements. However, the Partnership functions with a capital structure that is independent of
ours, consisting of its own debt instruments and publicly traded common units. The following diagram depicts our
ownership of the Partnership as of March 31, 2006 (after the effect of the two-for-one unit split described in Note 10
of the Notes to Consolidated Financial Statements):

Fenn %irginia Corporation
(MY SE:PVA)

100% 100%

FPenn %irginia Resource GF, LLC
: (2% GP Interest, 8.0 million Fublic Crwhers

Oil and Gas Segment cormrmaon units and 7.6 million (26.0 million common units)

subardinated units)

9% %

Penn Mirginia
Resource Partners, LP
(NYSE: PVR)

e e

Matural Gas

Coal Segment Midstream Segment

As a result of our ownership in the Partnership, we receive cash payments from PVR in the form of quarterly
cash distributions. We received approximately $6.4 million of cash distributions from PVR during the three months
ended March 31, 2006. As part of our ownership of the Partnership’s general partner, we also own the rights,
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referred to as incentive distribution rights, to receive an increasing percentage of quarterly distributions of available
cash from operating surplus after certain levels of cash distributions have been achieved. The cash payments we
received from PVR in the first quarters of 2006 and 2005 were as follows (in millions):

Three Months
Ended March 31,

2006 2005
Limited partner units $54 $4.4
General partner interest (2%) 0.3 0.2
Incentive distribution rights 0.7 -
Total $64 $46

In November 2004, 25 percent of PVR’s subordinated units converted to common units because the Partnership
met certain requirements to qualify for early conversion. In November 2005, another 25 percent converted to
common units. The remaining 50 percent of PVR’s subordinated units are expected to convert to common units in
November 2006, provided minimum quarterly distributions are paid and other conditions are met.

On February 23, 2006, the Board of Directors of the general partner of PVR declared a two-for-one split of
PVR’s common and subordinated units. To effect the split, PVR distributed one additional common unit and one
additional subordinated unit (a total of 16,997,325 common units and 3,824,940 subordinated units) on April 4,
2006, for each common unit and subordinated unit, respectively, held of record at the close of business on March 28,
2006.

Acquisitions and Investments

Our oil and gas investment strategy is to increase our presence in coal bed methane (“CBM”) and
unconventional natural gas to build a significant inventory of predictable, low risk development prospects and to
selectively drill higher risk exploration opportunities which could make a meaningful difference to our production
and reserve profile.

PVR continually evaluates acquisition opportunities that are accretive to cash available for distribution to its
unitholders, of which we are the largest single unitholder. These opportunities include, but are not limited to,
acquiring additional coal properties and reserves, acquiring or constructing assets for coal services and natural gas
midstream gathering and processing, all of which would provide a primarily fee-based revenue stream.

PVR expects to complete construction and commence operation of a new 600-ton per hour coal processing plant
and rail loading facility in the third quarter of 2006 for one of its lessees located in Knott County in eastern
Kentucky. The facility is designed for the high-speed loading of unit trains at 600 tons per hour. Total capital
expenditures for the construction are expected to be approximately $14 to $15 million.

Overview of Current Performance

Operating income for the three months ended March 31, 2006, was $48.7 million. The oil and gas segment,
combined with the operating results of corporate, contributed $30.4 million to operating income, and PVR’s coal
and natural gas midstream segments, in which we have a 41 percent interest in net income, including incentive
distribution rights, contributed $18.2 million, before the deduction of the 59 percent interest in net income to which
we do not own rights. A description of each of our reportable segments follows:

« Oil and Gas - crude oil and natural gas exploration, development and production.

« Coal - the leasing of mineral interests and subsequent collection of royalties, the providing of fee-based
coal handling, transportation and processing infrastructure facilities and the development and harvesting of
timber.

« Natural Gas Midstream — gas processing, gathering and other related services.

« Corporate and Other — primarily represents corporate functions.
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Oil and Gas Segment

During the first quarter of 2006, we made progress in each area as our oil and gas production increased by 14
percent to 7.3 billion cubic feet equivalent (“Bcfe”). High commaodity prices also contributed significantly to our
financial results. Natural gas prices have been volatile in the last few years, with the NYMEX futures market
trading at record price levels for natural gas. Our realized natural gas price for the first quarter of 2006 was $8.92
per thousand cubic feet (“Mcf”), an increase of 38 percent from $6.47 per Mcf for the first quarter of 2005. As part
of our risk management strategy, we use financial instruments to hedge natural gas and, to a lesser extent, oil prices.
The use of this risk management strategy has resulted in lower price realizations compared to physical sale prices in
the last several years.

We drilled a total of 45 gross (34.7 net) wells during the first quarter of 2006, including 39 gross (31.4 net)
development wells and six gross (3.3 net) exploratory wells. One exploratory well (0.2 net) was successful, one
exploratory well (0.8 net) was not successful, two gross (1.2 net) exploratory wells are currently being tested and
two (1.1 net) exploratory wells are awaiting completion. We completed drilling another exploratory well in April
2006 that we determined to be unsuccessful. In the first quarter of 2006, we recognized exploration expense of $2.4
million for drilling costs related to this well. An additional $0.5 million is expected to be expensed in the second
quarter of 2006. Testing continues on three other exploratory wells that were under evaluation as of December 31,
2005.

Early in 2004, we entered into a joint venture with GMX Resources, Inc. (NASDAQ: GMXR) to drill
development wells in the North Carthage Field in east Texas. Through March 31, 2006, 46 gross (31.7 net) wells
were drilled on this acreage, and we estimate that a total of 80 to 100 wells could ultimately be drilled.

We continue to expand our CBM production and reserve base in central Appalachia through leasehold
acquisitions and the use of a proprietary horizontal drilling technology. Daily production from our horizontal CBM
wells increased 17 percent from 12.5 million cubic feet equivalent (“MMcfe”) for the first quarter of 2005 to
approximately 14.6 MMcfe during the first quarter of 2006. The increase is a result of our growing drilling program
in West Virginia. We drilled eight gross (3.8 net) horizontal CBM development wells in the first quarter of 20086,
and all were successful.

Coal Segment

In the first quarter of 2006, coal royalty revenues increased 24 percent over the same period last year due to
more coal being mined by PVR’s lessees and increasing coal prices. Tons produced by lessees increased from 6.7
million tons in the first quarter of 2005 to 7.7 million tons in the first quarter of 2006, and average gross royalties
per ton increased from $2.69 in the first quarter of 2005 to $2.90 in the first quarter of 2006. The Illinois Basin coal
reserves PVR acquired in July 2005 enhanced coal royalty revenues in the first quarter of 2006 by $1.4 million.
Generally, as coal prices increase, PVR’s average royalties per ton also increase because most of its lessees pay
royalties based on the gross sales prices of the coal mined.

In managing its properties, PVR actively works with its lessees to develop efficient methods to exploit its
reserves and to maximize production from its properties. PVR earns revenues from providing fee-based coal
preparation and transportation services to PVR’s lessees, which enhance their production levels and generate
additional coal royalty revenues, and from industrial third party coal end-users by owning and operating coal
handling facilities through PVR’s joint venture with Massey Energy Company (“Massey”). Coal services revenues
increased to $1.4 million in the first quarter of 2006 from $1.3 million in the first quarter of 2005. PVR believes that
these types of fee-based infrastructure assets provide good investment and cash flow opportunities for it, and it
continues to look for additional investments of this type as well as other primarily fee-based assets. PVR also earns
revenues from oil and gas royalty interests, coal transportation (“wheelage”) rights and the sale of standing timber
on PVR’s properties.
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As of March 31, 2006, PVR’s primary coal reserves and coal infrastructure assets were located on the following
properties:

« incentral Appalachia, at properties in Buchanan, Lee and Wise Counties, Virginia; Floyd, Harlan, Knott
and Letcher Counties, Kentucky; and Boone, Fayette, Kanawha, Lincoln, Logan and Raleigh Counties,
West Virginia;

« innorthern Appalachia, at properties in Barbour, Harrison, Lewis, Monongalia and Upshur Counties, West
Virginia;

« inthe Illinois Basin, at properties in Henderson and Webster Counties, Kentucky; and

« inthe San Juan Basin, at properties in McKinley County, New Mexico.

Natural Gas Midstream Segment

Increasing NGL prices helped drive the gross processing margin for PVR’s natural gas midstream operations
from $1.14 per Mcf in the first quarter of 2005 to $1.25 per Mcf in the first quarter of 2006, excluding a $4.6 million
non-cash reserve charge in the first quarter of 2006. PVR charged $4.6 million to cost of midstream gas purchased
to reserve for amounts related to balances assumed as part of the acquisition of Cantera Gas Resources, LLC (the
“Cantera Acquisition™) for which the possibility of collection is still being evaluated by PVR. Inlet volumes at
PVR’s gas processing plants and gathering systems were 134 million cubic feet (“MMcf”) per day for the first
quarter of 2006, an increase over 126 MMcf per day in the first quarter of 2005.

PVR continually seeks new supplies of natural gas to both offset the natural declines in production from the
wells currently connected to PVR’s systems and to increase throughput volume. New natural gas supplies are
obtained for all of PVVR’s systems by contracting for production from new wells, connecting new wells drilled on
dedicated acreage and by contracting for natural gas that has been released from competitors’ systems.

Critical Accounting Policies and Estimates

The process of preparing financial statements in accordance with accounting principles generally accepted in
the United States of America requires our management to make estimates and judgments regarding certain items and
transactions. It is possible that materially different amounts could be recorded if these estimates and judgments
change or if the actual results differ from these estimates and judgments. We consider the following to be the most
critical accounting policies which involve the judgment of our management.

Reserves

The estimates of oil and gas reserves are the single most critical estimate included in our financial statements.
Reserve estimates become the basis for determining depletive write-off rates, recoverability of historical cost
investments and the fair value of properties subject to potential impairments. There are many uncertainties inherent
in estimating crude oil and natural gas reserve quantities, including projecting the total quantities in place, future
production rates and the timing of future development expenditures. In addition, reserve estimates of new
discoveries are less precise than those of producing properties due to the lack of a production history. Accordingly,
these estimates are subject to change as additional information becomes available.

Proved reserves are the estimated quantities of crude oil, condensate and natural gas that geological and
engineering data demonstrate with reasonable certainty to be recoverable in future years from known reservoirs
under existing economic and operating conditions at the end of the respective years. Proved developed reserves are
those reserves expected to be recovered through existing wells with existing equipment and operating methods.
Proved undeveloped reserves are those quantities that require additional capital investment through drilling or well
recompletion techniques.

There are several factors which could change our estimates of oil and gas reserves. Significant rises or declines
in product prices could lead to changes in the amount of reserves as production activities become more or less
economical. An additional factor that could result in a change of recorded reserves is the reservoir decline rates
differing from those assumed when the reserves were initially recorded. Estimation of future production and
development costs is also subject to change partially due to factors beyond our control, such as energy costs and
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inflation or deflation of oil field service costs. Additionally, we perform impairment tests pursuant to Statement of
Financial Accounting Standards (“SFAS”) No. 144, Accounting for the Impairment or Disposal of Long-Lived
Assets, when significant events occur, such as a market move to a lower price environment or a material revision to
our reserve estimates.

Depreciation and depletion of oil and gas producing properties is determined by the units-of-production method
and could change with revisions to estimated proved recoverable reserves.

Coal properties are depleted on an area-by-area basis at a rate based on the cost of the mineral properties and the
number of tons of estimated proven and probable coal reserves contained therein. The Partnership’s estimates of
coal reserves are updated periodically and may result in adjustments to coal reserves and depletion rates that are
recognized prospectively.

Oil and Gas Revenues

Revenues associated with sales of natural gas, crude oil, condensate and NGLs are recorded when title passes to
the customer. Natural gas sales revenues from properties in which we have an interest with other producers are
recognized on the basis of our net working interest (“entitlement” method of accounting). Natural gas imbalances
occur when we sell more or less than our entitled ownership percentage of total natural gas production. Any amount
received in excess of our share is treated as deferred revenues. If we take less than we are entitled to take, the under-
delivery is recorded as a receivable. As a result of the numerous requirements necessary to gather information from
purchasers or various measurement locations, calculate volumes produced, perform field and wellhead allocations
and distribute and disburse funds to various working interest partners and royalty owners, the collection of revenues
from oil and gas production may take up to 60 days following the month of production. Therefore, accruals for
revenues and accounts receivable are made based on estimates of our share of production, particularly from
properties that are operated by our partners. Since the settlement process may take 30 to 60 days following the
month of actual production, our financial results include estimates of production and revenues for the related time
period. Any differences, which we do not expect to be significant, between the actual amounts ultimately received
and the original estimates are recorded in the period they become finalized. Approximately 32 percent of natural gas
and oil and condensate revenues for the three months ended March 31, 2006, related to two customers.

Natural Gas Midstream Revenues

Revenue from the sale of NGLs and residue gas is recognized when the NGLs and residue gas produced at the
Partnership’s gas processing plants are sold. Gathering and transportation revenue is recognized based upon actual
volumes delivered. Due to the time needed to gather information from various purchasers and measurement
locations and then calculate volumes delivered, the collection of natural gas midstream revenues may take up to 30
days following the month of production. Therefore, accruals for revenues and accounts receivable and the related
cost of midstream gas purchased and accounts payable are made based on estimates of natural gas purchased and
NGLs and natural gas sold, and our financial results include estimates of production and revenues for the period of
actual production. Any differences, which we do not expect to be significant, between the actual amounts ultimately
received or paid and the original estimates are recorded in the period they become finalized. Approximately 57
percent of natural gas midstream revenues for the three months ended March 31, 2006, related to three customers.

Coal Royalty Revenues

Coal royalty revenues are recognized on the basis of tons of coal sold by the Partnership’s lessees and the
corresponding revenues from those sales. Since the Partnership does not operate any mines, it does not have access
to actual production and revenue information until approximately 30 days following the month of production.
Therefore, the financial results of the Partnership include estimated revenues and accounts receivable for this 30-day
period. Any differences, which we do not expect to be significant, between the actual amounts ultimately received
and the original estimates are recorded in the period they become finalized.
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Derivative Instruments and Hedging Activities

We and the Partnership have historically entered into derivative financial instruments that were expected to
qualify for hedge accounting under SFAS No. 133, Accounting for Derivative Instruments and Hedging Activities.
Hedge accounting affects the timing of revenue recognition in our statements of income, as a majority of the gain or
loss from a contract qualifying as a cash flow hedge is deferred until realized. The position reflected in the
statement of income is based on the actual settlements with the counterparty. We include this gain or loss in oil and
gas revenues, natural gas midstream revenues or cost of midstream gas purchased, depending on the commodity.
Effective January 1, 2006, some of our derivatives did not qualify for hedge accounting under SFAS No. 133, and
changes in market value of these derivative instruments were recognized in earnings. When we do not use hedge
accounting, we could experience significant changes in the estimate of non-cash derivative gain or loss recognized
in revenue due to swings in the value of these contracts. These fluctuations could be significant in a volatile pricing
environment.

Because a large portion of our natural gas derivatives and NGL derivatives no longer qualify for hedge
accounting and to increase clarity in our financial statements, we elected to discontinue hedge accounting
prospectively for our remaining commodity derivatives beginning May 1, 2006. Consequently, from that date
forward, we will recognize mark-to-market gains and losses in earnings currently, rather than deferring such
amounts in accumulated other comprehensive income (shareholders’ equity). The net mark-to-market loss on our
outstanding derivatives at April 30, 2006, included in accumulated other comprehensive income will be reported in
future earnings through 2008 as the original hedged transactions occur. This change in reporting will have no impact
on our reported cash flows, although future results of operations will be affected by mark-to-market gains and losses
which fluctuate with volatile oil and gas prices.

Oil and Gas Properties

We use the successful efforts method to account for our oil and gas properties. Under this method, costs of
acquiring properties, costs of drilling successful exploration wells and development costs are capitalized.
Geological and geophysical costs, delay rentals and costs to drill exploratory wells that do not find proved reserves
are expensed as oil and gas exploration. We will carry the costs of an exploratory well as an asset if the well found a
sufficient quantity of reserves to justify its capitalization as a producing well and as long as we are making sufficient
progress assessing the reserves and the economic and operating viability of the project. For certain projects, it may
take us more than one year to evaluate the future potential of the exploratory well and make a determination of its
economic viability. Our ability to move forward on a project may be dependent on gaining access to transportation
or processing facilities or obtaining permits and government or partner approval, the timing of which is beyond our
control. In such cases, exploratory well costs remain suspended as long as we are actively pursuing access to
necessary facilities and access to such permits and approvals and believe they will be obtained. We assess the status
of suspended exploratory well costs on a quarterly basis.

A portion of the carrying value of our oil and gas properties is attributable to unproved properties. At March
31, 20086, the costs attributable to unproved properties were approximately $65.8 million. We regularly assess on a
property-by-property basis the impairment of individual unproved properties whose acquisition costs are relatively
significant. Unproved properties whose acquisition costs are not relatively significant are amortized in the aggregate
over the lesser of five years or the average remaining lease term. As exploration work progresses and the reserves
on relatively significant properties are proven, capitalized costs of these properties will be subject to depreciation
and depletion. If the exploration work is unsuccessful, the capitalized costs of the properties related to the
unsuccessful work will be expensed. The timing of any writedowns of these unproven properties, if warranted,
depends upon the nature, timing and extent of future exploration and development activities and their results.

Liquidity and Capital Resources

Although results are consolidated for financial reporting, the Company and PVR operate with independent
capital structures. The Company and PVR have separate credit facilities, and neither entity guarantees the debt of
the other. Since the Partnership’s inception in 2001, with the exception of cash distributions paid to us by PVR, the
cash needs of each entity have been met independently with a combination of operating cash flows, credit facility
borrowings and issuance of new Partnership units. We expect that our cash needs and the cash needs of PVR will
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continue to be met independently of each other with a combination of these funding sources. Summarized cash flow
statements for three months ended March 31, 2006 and 2005, consolidating our combined segments are set forth
below (in millions).

Oil and Gas PVR Coal and
For the three months ended March 31, 2006 & Corporate PVR Midstream Consolidated
Cash flows from operating activities:
Net income contribution $ 220 $ 21 % 24.1
Adjustments to reconcile net income to net cash provided
by operating activities (summarized) 21.0 19.7 40.7
Net change in operating assets and liabilities 94 (8.5) 0.9
Net cash provided by operating activities 52.4 13.3 65.7
Cash flows from investing activities:
Additions to property and equipment (41.3) (5.5) (46.8)
Acquisitions (3.1) (3.1) (6.2)
Other 1.2 - 1.2
Net cash used in investing activities (43.2) (8.6) (51.8)
Cash flows from financing activities:
PVA dividends paid (2.1) - (2.1)
PVR distributions received (paid) 6.4 (15.5) (9.1)
PVA debt proceeds, net of repayments (12.0) - (12.0)
PVR debt proceeds, net of repayments - (3.3) (3.3)
Other 0.7 - 0.7
Net cash provided by (used in) financing activities (7.0) (18.8) (25.8)
Net increase (decrease) in cash and cash equivalents 2.2 (14.1) (11.9)
Cash and cash equivalents—beginning of period 2.7 23.2 25.9
Cash and cash equivalents—end of period $ 49 % 9.1 $ 14.0
Oil and Gas PVR Coal and
For the three months ended March 31, 2005 & Corporate PVR Midstream Consolidated
Cash flows from operating activities:
Net income contribution $ 75 % 05 $ 7.0
Adjustments to reconcile net income to net cash provided
by operating activities (summarized) 17.8 18.3 36.1
Net change in operating assets and liabilities (5.9) (6.4) (12.3)
Net cash provided by operating activities 194 114 30.8
Cash flows from investing activities:
Additions to property and equipment (37.3) (0.3) (37.6)
Acquisitions, net of cash acquired — (205.0) (205.0)
Other 9.7 0.1 9.8
Net cash used in investing activities (27.6) (205.2) (232.8)
Cash flows from financing activities:
PVA dividends paid (2.1) — (2.2)
PVR distributions received (paid) 4.6 (10.4) (5.8)
PVA debt proceeds, net of repayments 2.0 — 2.0
PVR debt proceeds, net of repayments — 80.3 80.3
Proceeds received from (paid for) the issuance of
partners’ capital (2.5) 127.7 125.2
Other 0.5 (2.0) (1.5)
Net cash provided by (used in) financing activities 25 195.6 198.1
Net increase (decrease) in cash and cash equivalents (5.7) 1.8 (3.9
Cash and cash equivalents—beginning of period 45 21.0 255
Cash and cash equivalents—end of period $ 12) $ 228 $ 21.6
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Cash Flows
Except where noted, the following discussion of cash flows relates to our consolidated results.

From the three months ended March 31, 2005, to the three months ended March 31, 2006, the oil and gas and
corporate segments’ net cash provided by operations increased primarily due to increased natural gas production and
increased prices received for natural gas and crude oil. We used cash from operating activities during both periods
to help fund capital expenditures. Cash provided by operations of the coal and natural gas midstream segments
increased primarily due to accretive cash flows from the natural gas midstream business, which PVR acquired in
March 2005, and an increase in average royalties per ton resulting from higher coal sales prices.

Capital expenditures totaled $55.0 million for the three months ended March 31, 2006, compared with $249.9
million for the three months ended March 31, 2005. The following table sets forth capital expenditures by segment
made during the periods indicated:

Three Months
Ended March 31,

2006 2005
(in millions)
Oil and gas
Development drilling $ 282 $ 246
Exploration drilling 9.9 7.3
Seismic 24 4.9
Lease acquisition and other 3.9 4.2
Pipeline, gathering, facilities 2.8 3.6
Total 47.2 44.6
Coal
Acquisitions 2.7 9.3
Maintenance expenditures 0.1 0.1
Other property and equipment expenditures 2.1 -
Total 4.9 9.4
Natural gas midstream
Acquisitions, net of cash acquired - 195.7
Maintenance expenditures 0.6 0.2
Other property and equipment expenditures 2.0 -
Total 2.6 195.9
Other 0.3 -
Total capital expenditures $ 550 $ 2499

We are committed to expanding our oil and gas operations over the next several years through a combination of
development, exploration and acquisition of new properties. We have a portfolio of assets which balances relatively
low risk, moderate return development projects in Appalachia, Mississippi and the Cotton Valley in east Texas and
north Louisiana with relatively moderate risk, potentially higher return development projects and exploration
prospects in south Texas and south Louisiana.

We expect oil and gas segment capital expenditures to be between $224 million and $244 million in 2006. We
continually review drilling and other capital expenditure plans and may change the amount we spend in any area
based on industry conditions and the availability of capital. We believe our cash flow from operations and sources
of debt financing are sufficient to fund our 2006 planned oil and gas capital expenditures program.

During the three months ended March 31, 2006, PVR made aggregate capital expenditures of $7.5 million for

coal reserve acquisitions, coal loadout facility construction and natural gas midstream gathering systems. PVR’s
cash flows from operations funded coal and natural gas midstream capital expenditures for the three months ended
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March 31, 2006. To finance its acquisitions in the three months ended March 31, 2005, PVR borrowed $80.3
million, net of repayments, received proceeds of $125.2 million from the sale of its common units in a public
offering and received a $2.5 million contribution from its general partner, which is a wholly owned subsidiary of the
Company.

We repaid $12 million of our revolving credit facility in the three months ended March 31, 2006, compared to
borrowings, net of repayments, of $2 million for the three months ended March 31, 2005. We also received cash
distributions from PVR of $6.4 million in the three months ended March 31, 2006, compared to $4.6 million in the
same period last year. Funds from both of these sources were primarily used for capital expenditures.

In April 2006, PVR announced a $0.35 per unit quarterly distribution for the three months ended March 31,
2006, or $1.40 per unit on an annualized basis. The distribution will be paid on May 15, 2006, to unitholders of
record at the close of business on May 5, 2006. As a result of the 15.6 million limited partner units and incentive
distribution rights we own as PVR’s general partner, cash distributions we receive from PVR are expected to be
approximately $25 million in 2006.

Long-Term Debt

Revolving Credit Facility. We have a revolving credit facility (the “Revolver”) that is secured by a portion of
our proved oil and gas reserves and matures in December 2010. We have a commitment of $200 million under the
Revolver and a borrowing base of $300 million. We had $67 million outstanding under the Revolver as of March
31, 2006, giving us approximately $133 million of available borrowing capacity. The Revolver is governed by a
borrowing base calculation and is redetermined semi-annually. We have the option to elect interest at (i) the London
Interbank Offering Rate (“LIBOR”) plus a Eurodollar margin ranging from 1.00 to 1.75 percent, based on the
percentage of the borrowing base outstanding or (ii) the greater of the prime rate or federal funds rate plus a margin
up to 0.50 percent. The Revolver allows for the issuance of up to $20 million of letters of credit.

The financial covenants under the Revolver require us to maintain levels of debt-to-earnings and impose
dividend limitation restrictions. The Revolver contains various other covenants that limit, among other things, our
ability to incur indebtedness, grant liens, make certain loans, acquisitions and investments, make any material
change to the nature of our business, acquire another company or enter into a merger or sale of assets, including the
sale or transfer of interests in our subsidiaries. As of March 31, 2006, we were in compliance with all of our
covenants under the Revolver.

Line of Credit. We have a $5.0 million line of credit with a financial institution, which had no borrowings
against it as of March 31, 2006. The line of credit is effective through June 2006 and is renewable annually. We
have an option to elect either a fixed rate LIBOR loan, a floating rate LIBOR loan or a base rate (as determined by
the financial institution) loan.

PVR Revolving Credit Facility. As of March 31, 2006, PVR had $172.0 million outstanding under its $300
million revolving credit facility (the “PVR Revolver”) that matures in March 2010. The PVR Revolver is available
for general Partnership purposes, including working capital, capital expenditures and acquisitions, and includes a
$10 million sublimit for the issuance of letters of credit. PVR has a one-time option to expand the PVR Revolver by
$150 million upon receipt by the credit facility’s administrative agent of commitments from one or more lenders.
The PVR Revolver’s interest rate fluctuates based on PVR’s ratio of total indebtedness to EBITDA. Interest is
payable at a base rate plus an applicable margin of up to 1.00 percent if PVR selects the base rate borrowing option
under the credit agreement or at a rate derived from LIBOR, plus an applicable margin ranging from 1.00 percent to
2.00 percent if PVR selects the LIBOR-based borrowing option.

The financial covenants under the PVR Revolver require PVR to maintain specified levels of debt to
consolidated EBITDA and consolidated EBITDA to interest. The financial covenants restricted PVR’s additional
borrowing capacity under the PVR Revolver to approximately $145.9 million as of March 31, 2006. The PVR
Revolver prohibits PVR from making certain distributions, including distributions to unitholders if any potential
default or event of default occurs or would result from such unitholder distributions. In addition, the PVR Revolver
contains various covenants that limit, among other things, PVR’s ability to incur indebtedness, grant liens, make
certain loans, acquisitions and investments, make any material change to the nature of PVR’s business, acquire
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another company or enter into a merger or sale of assets, including the sale or transfer of interests in PVR’s
subsidiaries. As of March 31, 2006, PVR was in compliance with all of its covenants under the PVR Revolver.

PVR Senior Unsecured Notes. As of March 31, 2006, PVR owed $79.7 million under its senior unsecured
notes (the “PVR Notes”). The PVR Notes bear interest at a fixed rate of 6.02 percent and mature over a ten-year
period ending in March 2013, with semi-annual principal and interest payments. The PVR Notes contain various
covenants similar to those contained in the PVR Revolver. The PVR Notes are equal in right of payment with all
other unsecured indebtedness, including the PVR Revolver. As of March 31, 2006, PVR was in compliance with all
of its covenants under the PVR Notes. The PVR Notes require PVR to obtain an annual confirmation of its credit
rating, with a 1.00 percent increase in the interest rate payable on the PVR Notes in the event its credit rating falls
below investment grade. In March 2006, PVR’s investment grade credit rating was confirmed by Dominion Bond
Rating Services.

Interest Rate Swaps. In September 2005, PVR entered into two interest rate swap agreements with notional
amounts totaling $60 million to establish a fixed rate on the LIBOR-based portion of the outstanding balance of the
PVR Revolver until March 2010 (the “PVR Revolver Swaps”). PVR pays a fixed rate of 4.22 percent on the
notional amount, and the counterparties pay a variable rate equal to the three-month LIBOR. Settlements on the
PVR Revolver Swaps are recorded as interest expense. The PVR Revolver Swaps were designated as cash flow
hedges. Accordingly, the effective portion of the change in the fair value of the swap transactions is recorded each
period in other comprehensive income. The ineffective portion of the change in fair value, if any, is recorded to
current period earnings in interest expense. After considering the applicable margin of 1.25 percent in effect as of
March 31, 2006, the total interest rate on the $60 million portion of PVR Revolver borrowings covered by the PVR
Revolver Swaps was 5.47 percent at March 31, 2006.

Future Capital Needs and Commitments

We are committed to increasing value to our shareholders by conducting a balanced program of investment in
all three of our business segments. In the oil and gas segment, we expect to continue to execute a program
combining relatively low risk, moderate return development drilling in Appalachia, Mississippi, east Texas and
north Louisiana with higher risk, higher return exploration and development drilling in the onshore Gulf Coast,
supplemented periodically with acquisitions. In addition to our continuing conventional development program, we
have continued to expand our presence in unconventional plays by developing CBM gas reserves in Appalachia. By
employing horizontal drilling techniques, we expect to continue to increase the value from the CBM-prospective
properties we own. We are committed to expanding our oil and gas reserves and production primarily by using our
ability to generate exploratory prospects and development drilling programs internally.

In 2006, we anticipate making oil and gas segment capital expenditures, excluding acquisitions, of between
$224 and $244 million. These expenditures are expected to be funded primarily by operating cash flow. Additional
funding will be provided as needed from our Revolver.

Part of PVR’s strategy is to make acquisitions which increase cash available for distribution to its unitholders.
Long-term cash requirements for asset acquisitions are expected to be funded by several sources, including cash
flows from operating activities, borrowings under credit facilities and the issuance of additional equity and debt
securities. PVR’s ability to make these acquisitions in the future will depend in part on the availability of debt
financing and on its ability to periodically use equity financing through the issuance of new common units, which
will depend on various factors, including prevailing market conditions, interest rates and its financial condition and
credit rating at the time.

PVR anticipates making capital expenditures, excluding acquisitions, in 2006 of $16 to $18 million for coal
services projects and other property and equipment and $8 to $10 million for natural gas midstream system
expansion projects. PVR believes that cash flow provided by operating activities, supplemented by borrowings
against the PVR Revolver, will be sufficient to fund these capital expenditures.
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Results of Operations
Selected Financial Data—Consolidated

Three Months Ended March 31,
2006 2005
(in millions, except per share data)

Revenues $ 200.9 $ 882
Expenses $ 152.2 $ 605
Operating income $ 487 $ 277
Net income $ 241 $ 70
Earnings per share, basic $  1.29 $ 0.38
Earnings per share, diluted $ 128 $ 0.38
Cash flows provided by operating activities $ 657 $ 309

The increase in net income for the first quarter of 2005 compared to the first quarter of 2006 was primarily
attributable to a $21.0 million increase in operating income and a $14.2 million decrease in non-cash derivative
losses, partially offset by the related net increase in income tax expense. Operating income increased primarily due
to increased natural gas revenues as a result of higher commaodity prices and production volumes, and an increased
contribution from our ownership in PVR, which is reported under the coal and natural gas midstream segments.

The assets, liabilities and earnings of PVR are fully consolidated in our financial statements, with the public
unitholders’ interest (59 percent, after effect of incentive distribution rights, as of March 31, 2006) reflected as a
minority interest.

Oil and Gas Segment

In our oil and gas segment, we explore for, develop, produce and sell crude oil, condensate and natural gas
primarily in the Appalachian, Mississippi, east Texas and Gulf Coast onshore regions of the United States. Our
revenues, profitability and future rate of growth are highly dependent on the prevailing prices for oil and natural gas,
which are affected by numerous factors that are generally beyond our control. Crude oil prices are generally
determined by global supply and demand. Natural gas prices are influenced by national and regional supply and
demand. A substantial or extended decline in the price of oil or natural gas could have a material adverse effect on
our revenues, profitability and cash flow and could, under certain circumstances, result in an impairment of some of
our oil and natural gas properties. Our future profitability and growth is also highly dependent on the results of our
exploratory and development drilling programs.
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Operations and Financial Summary — Oil and Gas Segment

Three Months Ended March 31, 2006, Compared with Three Months Ended March 31, 2005

Three Months
Ended March 31,

Three Months
Ended March 31,

%
2006 2005 Change 2006 2005
(in millions, except as noted) (per Mcfe) (1)
Production
Natural gas (billion cubic feet (“Bcf”)) 6.7 59 14%
Oil and condensate (thousand barrels) 91 85 7%
Total production (Bcfe) 7.3 6.4 14%
Revenues
Natural gas
Revenue received for production 60.3 $ 383 (57%) $ 8.94 $6.48
Effect of hedging activities (0.2) (0.2) - (0.02) (0.01)
Net revenue realized 60.2 38.2 58% 8.92 6.47
Oil and condensate
Revenue received for production 5.0 3.7 35% 54.74 43.09
Effect of hedging activities 0.2) (0.3) 33% (2.09) (2.94)
Net revenue realized 4.8 34 41% 52.65 40.15
Other income 0.7 0.1 600%
Total revenues 65.7 41.7 58% 9.01 6.50
Expenses
Operating 5.0 3.1 61% 0.69 0.49
Taxes other than income 4.0 2.8 43% 0.55 0.44
General and administrative 2.5 1.8 39% 0.34 0.29
Production costs 11.5 7.7 49% 1.58 1.22
Exploration 7.9 7.7 3% 1.08 1.19
Depreciation, depletion and amortization 12.7 10.7 19% 1.73 1.66
Total expenses 32.1 26.1 23% 4.39 4.07
Operating income $ 336 $ 15.6 115% $ 462 $ 243

(1) Natural gas revenues are shown per Mcf, oil and condensate revenues are shown per barrel (“Bbl™), and all

other amounts are shown per thousand cubic feet equivalent (“Mcfe”).

Production. The increase in production was primarily due to new production from increased drilling, including
the horizontal CBM play in Appalachia, the Selma Chalk development play in Mississippi and the Cotton Valley
play in east Texas and north Louisiana. Production from a new exploratory well drilled in 2005 in the Hackberry
formation in south Texas also contributed to the increase. Production increases were partially offset by normal field

declines.

Revenues. Approximately 93 percent and 92 percent of production in the three months ended March 31, 2006
and 2005, was natural gas. Increased natural gas production accounted for approximately $5.4 million, or 24
percent, of the increase in natural gas revenues. Increased realized prices for natural gas accounted for
approximately $17.1 million, or 76 percent, of the increase in natural gas revenues. The increase in oil and

condensate revenues is primarily attributable to increased realized prices.

Due to the volatility of crude oil and natural gas prices, we use derivatives to affect the price received for
certain sales volumes through the use of swaps and costless collars. Gains and losses from derivative activities are
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included in net income when the related production occurs. In the first quarter of 2006, approximately 47 percent of
our natural gas production used costless collars at an average floor price of $7.12 per million British thermal units
(“MMbtu”) and an average ceiling price of $12.07 per MMbtu. Approximately 27 percent of our crude oil
production used costless collars with an average floor price of $48.20 per Bbl and an average ceiling price of $56.17
per Bbl. We recognized a loss on settled derivative contracts accounted for as cash flow hedges of $0.3 million in
revenues in both the first quarter of 2006 and the first quarter of 2005. In addition, we recognized derivative gains
for mark-to-market adjustments and ineffectiveness on oil and gas derivatives as described in Item 2,
“Management’s Discussion and Analysis of Financial Condition and Results of Operations—Results of
Operations—Corporate and Other—Derivative Losses.”

Expenses. The oil and gas segment’s aggregate operating costs and expenses in the first quarter of 2006
increased due to increases in operating expenses, taxes other than income, general and administrative expenses and
depreciation, depletion and amortization (“DD&A”) expenses. These increases were partially offset by a decrease in
exploration expense.

Operating expenses increased primarily due to additional compressor rentals at fields with increased
production, downhole maintenance charges associated with horizontal CBM wells in Appalachia and Selma Chalk
wells in Mississippi, increased surface repair costs and increased gathering fees related to horizontal CBM and
Cotton Valley wells.

Taxes other than income increased due to higher severance taxes as a result of increased production and higher
gas prices. General and administrative expenses increased primarily due to increased payroll costs as a result of
wage increases and new personnel.

Exploration expenses for the three months ended March 31, 2006 and 2005, consisted of the following (in
millions):

Three Months
Ended March 31,

2006 2005
Dry hole costs $ 32 $ 22
Seismic 24 49
Unproved leasehold write-offs 1.2 0.3
Other 1.1 0.3
Total $ 79 $ 7.7

Exploration expenses for the first quarter of 2006, were similar in total to exploration expenses for the first
quarter of 2005. Increases in dry hole costs and unproved leasehold write-offs were offset by decreased seismic
expenses. We wrote off costs incurred in the first quarter of 2006 related to an exploratory well that had been
determined to be unsuccessful in the fourth quarter of 2005 and another exploratory well that was determined to be
unsuccessful subsequent to March 31, 2006. In the first quarter of 2005, we wrote off four exploratory wells that
had been under evaluation. Increased unproved leasehold write-offs and other exploration expense increased
primarily due to the amortization of unproved property pools and increased delay rentals. The timing of seismic
data purchases in the first quarter of 2006 caused seismic expenses to decrease compared to the first quarter of 2005.

Oil and gas DD&A expenses increased due to the 14 percent increase in equivalent production and as a result of
higher average depletion rates. The average depletion rate increased from $1.67 per Mcfe in the first quarter of 2005
to $1.74 per Mcfe in the first quarter of 2006 as a result of a greater percentage of production coming from relatively
higher cost horizontal CBM and Cotton Valley wells and general price inflation for equipment, services and tubulars
used for drilling and development.
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Coal Segment

The coal segment includes coal reserves, coal services, timber assets and other land assets. PVR enters into
leases with various third-party operators for the right to mine coal reserves on its properties in exchange for royalty
payments. PVR does not operate any mines. In addition to coal royalty revenues, PVR generates coal services
revenues from fees charged to lessees for the use of its coal preparation and loading facilities and from equity
earnings from the Massey joint venture. PVR also generates revenues from the sale of standing timber on its
properties, the collection of wheelage fees and oil and natural gas well royalties.

Coal royalties are impacted by several factors that PVR generally cannot control. The number of tons mined
annually is determined by an operator’s mining efficiency, labor availability, geologic conditions, access to capital,
ability to market coal and ability to arrange reliable transportation to the end-user. The possibility exists that new
legislation or regulations may be adopted which may have a significant impact on the mining operations of PVR’s
lessees or their customers’ ability to use coal and which may require PVR, its lessees or its lessees’ customers to
change operations significantly or incur substantial costs.

Operations and Financial Summary — Coal Segment

Three Months Ended March 31, 2006, Compared with Three Months Ended March 31, 2005

Three Months
Ended March 31,

2006 2005 %
Change
Financial Highlights (in millions, except as
noted)
Revenues
Coal royalties $ 224 $ 181 24%
Coal services 14 13 8%
Other 15 0.4 275%
Total revenues 25.3 19.8 28%
Expenses
Operating 1.0 1.0 -
Taxes other than income 0.3 0.3 -
General and administrative 2.2 24 (8%)
Operating expenses before non-cash charges 35 3.7 (5%)
Depreciation, depletion and amortization 4.7 3.8 24%
Total expenses 8.2 7.5 9%
Operating income $ 17.1 $ 123 39%
Operating Statistics
Royalty coal tons produced by lessees (tons in millions) 7.7 6.7 15%
Average royalty per ton ($/ton) $290 $ 2.69 8%

Revenues. Coal royalty revenues increased due to a higher average royalty per ton and increased production.
The average royalty per ton increased to $2.90 in the first quarter of 2006 from $2.69 in the first quarter of 2005.
The increase in the average royalty per ton was primarily due to a greater percentage of coal being produced from
certain price-sensitive leases and stronger market conditions for coal resulting in higher prices. Coal production by
PVR’s lessees increased primarily due to new production on PVR’s Illinois Basin property, which it acquired in the
third quarter of 2005.
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Other revenues increased primarily due to the following factors. In the three months ended March 31, 2006,
PVR received approximately $0.4 million in revenues for the management of certain coal properties, approximately
$0.2 million of rental income from railcars purchased in the second quarter of 2005 and approximately $0.1 million
of royalty income from oil and natural gas royalty interests acquired in March 2005. PVR also received
approximately $0.2 million of additional wheelage fees in the three months ended March 31, 2006, primarily as a
result of an April 2005 acquisition.

Expenses. Operating expenses did not increase despite the increase in production because production on PVR’s
subleased properties decreased by 29 percent to 0.8 million tons in the first quarter of 2006 due to the movement of
longwall mining operations at one of these properties. DD&A expense increased due to the increase in production
and a higher depletion rate on reserves acquired in 2005.

Natural Gas Midstream Segment

PVR purchased its natural gas midstream business on March 3, 2005. The results of operations of the PVR
midstream segment since that date are included in the operations and financial summary table below.

The PVR midstream segment derives revenues primarily from gas processing contracts with natural gas
producers and from fees charged for gathering natural gas volumes and providing other related services. Revenues,
profitability and the future rate of growth of the PVR midstream segment are highly dependent on market demand
and prevailing NGL and natural gas prices. Historically, changes in the prices of most NGL products have generally
correlated with changes in the price of crude oil. NGL and natural gas prices have been subject to significant
volatility in recent years in response to changes in the supply and demand for NGL products and natural gas market
uncertainty.

28



Operations and Financial Summary — PVR Midstream Segment

Three Months Ended March 31, 2006, Compared with Three Months Ended March 31, 2005

Three Months Ended Three Months Ended

March 31, March 31,
2006 2005 (1) 2006 2005 (1)
(in millions, except as noted) (per Mcf)
Financial Highlights
Revenues
Residue gas $ 785 $ 17.0
Natural gas liquids 28.0 8.3
Condensate 2.3 -
Gathering and transportation fees 0.4 1.0
Total natural gas midstream revenues 109.2 26.3
Marketing revenue, net 0.6 0.1
Total revenues 109.8 264 ¢ 911 $ 6.75
Expenses
Cost of midstream gas purchased 98.7 21.9 8.18 5.59
Operating 25 0.8 0.21 0.20
Taxes other than income 0.4 0.1 0.03 0.03
General and administrative 3.0 0.4 0.25 0.11
Depreciation and amortization 4.1 1.2 0.34 0.31
Total operating expenses 108.7 24.4 9.01 6.24
Operating income $ 11 $ 20 3 010 $ o051
Operating Statistics
Inlet volumes (Bcf) 12.1 3.9
Midstream processing margin (2) $ 105 $ 44 3% 087 $ 114

(1) Represents the results of operations of the natural gas midstream segment since March 3, 2005, the closing date
of the Cantera Acquisition.

(2) Midstream processing margin consists of total natural gas midstream revenues minus the cost of midstream gas
purchased. Excluding the effect of a $4.6 million non-cash reserve charge, the midstream processing margin
per Mcf for the three months ended March 31, 2006, would have been $1.25 per Mcf.

Revenues. Revenues included residue gas sold from processing plants after NGLs were removed, NGLs sold
after being removed from inlet volumes received, condensate collected and sold, gathering and other fees primarily
from natural gas volumes connected to PVR’s gas processing plants and the purchase and resale of natural gas not
connected to PVR’s gathering systems and processing plants. The increase in average realized sales price from
$6.75 per Mcf in the first quarter of 2005 to $9.11 per Mcf in the first quarter of 2006 is consistent with overall
market increases in NGL and natural gas prices.

Expenses. Operating costs and expenses primarily consisted of the cost of midstream gas purchased and also
included operating expenses, taxes other than income, general and administrative expenses and depreciation and
amortization.

Cost of midstream gas purchased consisted of amounts payable to third-party producers for gas purchased under
percentage of proceeds and keep-whole contracts. The increase in the average purchase price for gas from $5.59 in
the first quarter of 2005 to $8.18 in the first quarter of 2006 is primarily due to overall market increases in natural
gas prices. Included in cost of midstream gas purchased for the three months ended March 31, 2006, was a $4.6
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million non-cash charge to reserve for amounts related to balances assumed as part of the Cantera Acquisition for
which the possibility of collection is still being evaluted by PVR. Excluding this non-cash charge, the midstream
processing margin per Mcf would have been $1.25 per Mcf, an increase of seven percent from $1.13 in the first
quarter of 2005.

General and administrative expenses per Mcf increased from $0.11 in the first quarter of 2005 to $0.25 in the
first quarter of 2006, primarily due to increased reimbursement to the general partner for corporate overhead costs.

Corporate and Other
Corporate and other results primarily consist of oversight and administrative functions.

Expenses. Corporate operating expenses increased $0.8 million from $2.5 million in the first quarter of 2005 to
$3.3 million in the first quarter of 2006. The increase was primarily related to increased general and administrative
expenses which included higher payroll costs as a result of wage increases, new personnel and the recognition of
stock option expense upon adoption of Statement of Financial Accounting Standards No. 123(R), Share-Based
Payment.

Interest Expense. Interest expense increased primarily due to interest incurred on additional borrowings under
the PVR Revolver to finance 2005 acquisitions. We capitalized interest costs amounting to $0.4 million and $0.6
million in the quarters ended March 31, 2006 and 2005, because the borrowings funded the preparation of unproved
properties for their intended use.

Derivative Losses. Non-cash derivative losses of $0.2 million for the three months ended March 31, 2006,
consisted of a $5.9 million gain on oil and gas segment derivatives and a $6.1 million loss on natural gas midstream
derivatives. The derivative losses primarily resulted from mark-to-market adjustments on certain derivatives that no
longer qualified for hedge accounting. The $14.3 million in derivative losses for the three months ended March 31,
2005, primarily represented the change in the market value of derivative agreements between the time we entered
into the agreements in January 2005 and the time they qualified for hedge accounting after closing the Cantera
Acquisition in March 2005. Beginning in the first quarter of 2006, changes in market value of the derivative
agreements are charged to earnings.

For the three months ended March 31, 2006, in addition to the $0.2 million derivative losses discussed above,
we recognized a net derivative loss of $1.0 million which is reflected primarily in natural gas midstream revenues,
natural gas revenues, oil and condensate revenues and cost of midstream gas purchased. We made net cash
disbursements of $3.3 million on derivative settlements during the three months ended March 31, 2006.

Environmental

Extensive federal, state and local laws govern oil and natural gas operations, regulate the discharge of materials
into the environment and otherwise relate to the protection of the environment. Numerous governmental
departments issue rules and regulations to implement and enforce such laws that are often difficult and costly to
comply with and which carry substantial administrative, civil and even criminal penalties for failure to comply.
Some laws, rules and regulations relating to protection of the environment may, in certain circumstances, impose
“strict liability” for environmental contamination, rendering a person liable for environmental and natural resource
damages and cleanup costs without regard to negligence or fault on the part of such person. Other laws, rules and
regulations may restrict the rate of oil and natural gas production below the rate that would otherwise exist or even
prohibit exploration or production activities in sensitive areas. In addition, state laws often require some form of
remedial action to prevent pollution from former operations, such as closure of inactive pits and plugging of
abandoned wells. The regulatory burden on the oil and natural gas industry increases its cost of doing business and
consequently affects its profitability. These laws, rules and regulations affect our operations, as well as the oil and
gas exploration and production industry in general. We believe that we are in substantial compliance with current
applicable environmental laws, rules and regulations and that continued compliance with existing requirements will
not have a material adverse impact on us. Nevertheless, changes in existing environmental laws or the adoption of
new environmental laws have the potential to adversely affect our operations.
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The operations of the Partnership’s coal lessees and natural gas midstream segment are subject to environmental
laws and regulations adopted by various governmental authorities in the jurisdictions in which these operations are
conducted. The terms of the Partnership’s coal property leases impose liability for all environmental and
reclamation liabilities arising under those laws and regulations on the relevant lessees. The lessees are bonded and
have indemnified the Partnership against any and all future environmental liabilities. The Partnership regularly
visits coal properties under lease to monitor lessee compliance with environmental laws and regulations and to
review mining activities. Management believes that the operations of the Partnership’s coal lessees and natural gas
midstream segment will comply with existing regulations and does not expect any material impact on its financial
condition or results of operations.

As of March 31, 2006 and 2005, the Partnership’s environmental liabilities included $2.4 million and $1.5
million, which represents the Partnership’s best estimate of the liabilities as of those dates related to the coal and
natural gas midstream businesses. The Partnership has reclamation bonding requirements with respect to certain
unleased and inactive properties. Given the uncertainty of when a reclamation area will meet regulatory standards, a
change in this estimate could occur in the future.

Recent Accounting Pronouncements

No accounting pronouncements issued in the first quarter of 2006 are expected to have a material effect on our
consolidated financial position, results of operations or cash flows. See Note 2 in the Notes to Consolidated
Financial Statements for a discussion of new accounting standards adopted in the first quarter of 2006.

Forward-Looking Statements

Certain statements contained herein that are not descriptions of historical facts are “forward-looking” statements
within the meaning of Section 27A of the Securities Act of 1933, as amended, and Section 21E of the Securities
Exchange Act of 1934, as amended (the “Exchange Act”). Because such statements include risks, uncertainties and
contingencies, actual results may differ materially from those expressed or implied by such forward-looking
statements. These risks, uncertainties and contingencies include, but are not limited to, the following:

« the cost of finding and successfully developing oil and gas reserves;

« our ability to acquire new oil and gas reserves and the price for which such reserves can be acquired,;

« energy prices generally and the specific and relative prices of crude oil, natural gas, NGLs and coal;

« the volatility of commaodity prices for crude oil, natural gas, NGLs and coal;

» the projected supply of and demand for crude oil, natural gas, NGLs and coal;

« our ability to obtain adequate pipeline transportation capacity for our oil and gas production;

« availability of required drilling rigs, materials and equipment;

« non-performance by third party operators in wells in which we own an interest;

« competition among producers in the oil and natural gas, coal and natural gas midstream industries
generally;

» the extent to which the amount and quality of actual production of our oil and natural gas or PVR’s coal
differs from estimated recoverable proved oil and gas reserves and coal reserves;

« PVR’s ability to make cash distributions to its general partner and its unitholders;

» hazards or operating risks incidental to our business and to PVVR’s coal or midstream business;

« PVR’s ability to continually find and contract for new sources of natural gas supply for its midstream
business;

« PVR’s ability to retain its existing or acquire new midstream customers;

« PVR’s ability to acquire new coal reserves and the price for which such reserves can be acquired;

o PVR’s ability to lease new and existing coal reserves;

« the ability of PVR’s lessees to produce sufficient quantities of coal on an economic basis from PVR’s
reserves;

e Unanticipated geological problems;

« the occurrence of unusual weather or operating conditions including force majeure events;

« the failure of equipment or processes to operate in accordance with specifications or expectations;

« delays in anticipated start-up dates of our oil and natural gas production and PVR’s lessees’ mining
operations;
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« environmental risks affecting the drilling and producing of oil and gas wells, the mining of coal reserves or
the production, gathering and processing of natural gas;

« the timing of receipt of necessary governmental permits by us and by PVR or PVR’s lessees;

» the risks associated with having or not having price risk management programs;

« labor relations and costs;

e  accidents;

« changes in governmental regulation or enforcement practices, especially with respect to environmental,
health and safety matters, including with respect to emissions levels applicable to coal-burning power
generators;

« risks and uncertainties relating to general domestic and international economic (including inflation and
interest rates) and political conditions (including the impact of potential terrorist attacks);

» the experience and financial condition of PVR’s coal lessees and midstream customers;

« changes in financial market conditions; and

o other risks set forth in Item 1A, “Risk Factors,” of our Annual Report on Form 10-K for the year ended
December 31, 2005.

Additional information concerning these and other factors can be found in our press releases and public periodic
filings with the Securities and Exchange Commission, including our Annual Report on Form 10-K for the year
ended December 31, 2005. Many of the factors that will determine our future results are beyond the ability of
management to control or predict. Readers should not place undue reliance on forward-looking statements, which
reflect management’s views only as of the date hereof. We undertake no obligation to revise or update any forward-
looking statements, or to make any other forward-looking statements, whether as a result of new information, future
events or otherwise.

Item 3 Quantitative and Qualitative Disclosures About Market Risk

Market risk is the risk of loss arising from adverse changes in market rates and prices. The principal market
risks to which we are exposed are NGL, crude oil, natural gas and coal price risks and interest rate risk.

We are also indirectly exposed to the credit risk of our customers and PVR’s lessees. If our customers or
PVR’s lessees become financially insolvent, they may not be able to continue operating or meet their payment
obligations to us.

Price Risk Management

Our price risk management program permits the utilization of derivative financial instruments (such as futures,
forwards, option contracts and swaps) to seek to mitigate the price risks associated with fluctuations in natural gas,
NGL and crude oil prices as they relate to our anticipated production. These financial instruments were historically
designated as cash flow hedges and accounted for in accordance with SFAS No. 133, as amended by SFAS No. 137,
SFAS No. 138 and SFAS No. 139. The derivative financial instruments are placed with major financial institutions
that we believe are of minimum credit risk. The fair value of our price risk management assets is significantly
affected by energy price fluctuations. During the first quarter of 2006, we reported a $0.2 million derivative loss for
mark-to-market adjustments on certain derivatives that no longer qualified for hedge accounting effective January 1,
2006. See the discussion and tables in Note 4 in the Notes to Consolidated Financial Statements for a description of
our hedging program and a listing of open derivative agreements and their fair value as of March 31, 2006.

Because a large portion of our natural gas derivatives and NGL derivatives no longer qualify for hedge
accounting and to increase clarity in our financial statements, we elected to discontinue hedge accounting
prospectively for our remaining commodity derivatives beginning May 1, 2006. Consequently, from that date
forward, we will recognize mark-to-market gains and losses in earnings currently, rather than deferring such
amounts in accumulated other comprehensive income (shareholders’ equity). The net mark-to-market loss on our
outstanding derivatives at April 30, 2006, included in accumulated other comprehensive income will be reported in
future earnings through 2008 as the original hedged transactions occur. This change in reporting will have no impact
on our reported cash flows, although future results of operations will be affected by mark-to-market gains and losses
which fluctuate with volatile oil and gas prices.
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Interest Rate Risk

As of March 31, 2006, we had $67 million of long-term debt outstanding under the Revolver. The Revolver
matures in December 2007 and is governed by a borrowing base calculation that is re-determined semi-annually.
We have the option to elect interest at (i) LIBOR plus a Eurodollar margin ranging from 1.00 percent to 1.75
percent, based on the percentage of the borrowing base outstanding or (ii) the greater of the prime rate or federal
funds rate plus a margin up to 0.50 percent. As a result, our interest costs will fluctuate based on short-term interest
rates relating to our Revolver.

As of March 31, 2006, the Partnership’s $172.0 million of outstanding indebtedness under the PVR Revolver
carried a variable interest rate throughout its term. The Partnership executed interest rate derivative transactions in
September 2005 to effectively convert the interest rate on $60 million of the amount outstanding under the PVR
Revolver from a LIBOR-based floating rate to a fixed rate of 4.22 percent plus the applicable margin. The interest
rate swaps are accounted for as cash flow hedges in accordance with SFAS No. 133.

Item 4 Controls and Procedures
(@) Disclosure Controls and Procedures

Under the supervision and with the participation of our management, including our Chief Executive Officer and
our Chief Financial Officer, we performed an evaluation of the design and operation of our disclosure controls and
procedures (as defined in Rule 13a-15(e) of the Exchange Act) as of March 31, 2006. Our disclosure controls and
procedures are designed to ensure that information required to be disclosed by us in the reports we file or submit
under the Exchange Act is recorded, processed, summarized and reported accurately and on a timely basis. Based
on that evaluation, our Chief Executive Officer and our Chief Financial Officer concluded that, as of March 31,
20086, such disclosure controls and procedures were effective.

(b) Changes in Internal Control over Financial Reporting
No changes were made in our internal control over financial reporting during our last fiscal quarter that have
materially affected, or are reasonably likely to materially affect, our internal control over financial reporting, except

that we evaluated the controls in our natural gas midstream business that PVR acquired in March 2005 and have
integrated those controls into our existing internal control structure.
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PART Il. OTHER INFORMATION

Items 1, 2, 3, 4 and 5 of Part I are not applicable and have been omitted.

ltem 6 Exhibits

10.1

12.1
311

31.2

321

32.2

Third Amendment to Amended and Restated Credit Agreement dated as of April 14, 2006 among Penn
Virginia Corporation, the lenders party thereto and JPMorgan Chase Bank, N.A.

Statement of Computation of Ratio of Earnings to Fixed Charges Calculation.

Certification Pursuant to 18 U.S.C. Section 1350, as Adopted Pursuant to Section 302 of the Sarbanes-
Oxley Act of 2002.

Certification Pursuant to 18 U.S.C. Section 1350, as Adopted Pursuant to Section 302 of the Sarbanes-
Oxley Act of 2002.

Certification Pursuant to 18 U.S.C. Section 1350, as Adopted Pursuant to Section 906 of the Sarbanes-
Oxley Act of 2002.

Certification Pursuant to 18 U.S.C. Section 1350, as Adopted Pursuant to Section 906 of the Sarbanes-
Oxley Act of 2002.
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SIGNATURES

Pursuant to the requirements of the Securities Exchange Act of 1934, as amended, the Registrant has duly
caused this report to be signed on its behalf by the undersigned thereunto duly authorized.

Date:

Date:

May 9, 2006

May 9, 2006

By:

By:
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