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UNITED STATES

SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

FORM 10-Q

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

For the quarterly period ended June 30, 2012

OR

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

For the transition period from              to             .

Commission file number: 001-14953

HEALTHMARKETS, INC.
(Exact name of registrant as specified in its charter)
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Delaware 75-2044750
(State or other jurisdiction of

incorporation or organization)

(I.R.S. Employer

Identification Number)
9151 Boulevard 26, North Richland Hills, Texas 76180

(Address of principal executive offices, zip code)

(817) 255-5200

(Registrant�s phone number, including area code)

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the Securities Exchange Act
of 1934 during the preceding 12 months (or for such shorter period that the registrant was required to file such reports), and (2) has been subject
to such filing requirements for the past 90 days.    Yes  x    No  ¨

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if any, every Interactive Data
File required to be submitted and posted pursuant to Rule 405 of Regulation S-T (§232.405 of this chapter) during the preceding 1 months (or
for such shorter period that the registrant was required to submit and post such files).    x  Yes    ¨  No

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

Large accelerated filer ¨ Accelerated filer ¨

Non-accelerated filer x  (Do not check if a smaller reporting company) Smaller reporting company ¨
Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act).    Yes  ¨    No  x

On August 1, 2012, the registrant had 27,853,273 outstanding shares of Class A-1 Common Stock, $.01 Par Value, and 2,813,122 outstanding
shares of Class A-2 Common Stock, $.01 Par Value.
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HEALTHMARKETS, INC.

and Subsidiaries

CONSOLIDATED CONDENSED BALANCE SHEETS

(In thousands, except per share data)

June 30,
2012

December 31,
2011

(Unaudited)
ASSETS

Investments:
Securities available for sale �
Fixed maturities, at fair value (cost: 2012 � $368,439; 2011 � $394,948) $ 406,675 $ 428,199
Short-term and other investments 263,442 626,415

Total investments 670,117 1,054,614
Cash and cash equivalents 16,904 17,299
Student loan receivables 46,211 50,733
Restricted cash 14,778 14,447
Investment income due and accrued 5,307 4,007
Reinsurance recoverable � ceded policy liabilities 365,478 363,139
Agent and other receivables 24,916 21,416
Deferred acquisition costs 13,667 14,639
Property and equipment 34,907 37,466
Goodwill and other intangible assets 79,398 80,255
Recoverable federal income taxes 707 0
Other assets 19,135 13,478
Assets Held for Sale 0 2,100

$ 1,291,525 $ 1,673,593

LIABILITIES AND STOCKHOLDERS� EQUITY
Policy liabilities:
Future policy and contract benefits $ 470,551 $ 473,163
Claims 89,282 94,743
Unearned premiums 25,804 27,523
Other policy liabilities 37,703 34,167
Accounts payable and accrued expenses 24,671 30,852
Other liabilities 54,544 57,107
Current income taxes payable 0 410
Deferred federal income taxes 68,610 68,881
Debt 190,920 553,420
Student loan credit facility 55,950 60,050
Net liabilities of discontinued operations 944 1,486

1,018,979 1,401,802
Commitments and Contingencies (Note 7)

Stockholders� equity:

Preferred stock, par value $0.01 per share � authorized 10,000,000 shares, none issued 0 0
Common Stock, Class A-1, par value $0.01 per share � authorized 90,000,000 shares, 28,096,278 issued and
27,853,273 outstanding at June 30, 2012; 28,156,278 issued and 27,851,301 outstanding at December 31,

321 322

Edgar Filing: HealthMarkets, Inc. - Form 10-Q

Table of Contents 5



2011. Class A-2, par value $0.01 per share � authorized 20,000,000 shares, 4,026,104 issued and 2,816,322
outstanding at June 30, 2012; 4,026,104 issued and 2,776,985 outstanding at December 31, 2011
Additional paid-in capital 50,073 50,535
Accumulated other comprehensive income 24,969 21,838
Retained earnings 211,397 214,853
Treasury stock, at cost (243,005 Class A-1 common shares and 1,209,782 Class A-2 common shares at
June 30, 2012; 304,977 Class A-1 common shares and 1,249,119 Class A-2 common shares at December 31,
2011) (14,214) (15,757) 

272,546 271,791

$ 1,291,525 $ 1,673,593

See Notes to Consolidated Condensed Financial Statements.
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HEALTHMARKETS, INC.

and Subsidiaries

CONSOLIDATED CONDENSED STATEMENTS OF INCOME (LOSS)

(In thousands, except per share data)

(Unaudited)

Three Months Ended
June 30,

Six Months Ended
June 30,

2012 2011 2012 2011
REVENUE
Health premiums $ 122,372 $ 133,243 $ 237,916 $ 284,444
Life premiums and other considerations 364 390 835 856

122,736 133,633 238,751 285,300
Investment income 5,813 7,240 12,274 16,205
Commissions and other income 20,638 21,099 41,566 41,633
Realized gains, net 68 2,572 44 6,430

149,255 164,544 292,635 349,568
BENEFITS AND EXPENSES
Benefits, claims, and settlement expenses 85,838 91,722 167,686 195,688
Underwriting, acquisition, and insurance expenses 19,255 24,375 38,699 53,422
Other expenses 39,625 40,804 80,809 79,339
Interest expense 2,688 5,434 7,235 12,545

147,406 162,335 294,429 340,994

Income (loss) from continuing operations before income taxes 1,849 2,209 (1,794) 8,574
Federal income tax expense 3,097 912 1,971 3,343

Income (loss) from continuing operations (1,248) 1,297 (3,765) 5,231

Income from discontinued operations, (net of income tax expense of $15 and $166 for
the three and six months ended June 30, 2012, and $5 and $13 for the three and six
months ended June 30, 2011, respectively) 28 10 309 24

Net income (loss) $ (1,220) $ 1,307 $ (3,456) $ 5,255

Basic earnings (loss) per share:
Income (loss) from continuing operations $ (0.04) $ 0.04 $ (0.12) $ 0.17
Income from discontinued operations 0.00 0.00 0.01 0.00

Net income (loss) per share, basic $ (0.04) $ 0.04 $ (0.11) $ 0.17

Diluted earnings (loss) per share:
Income (loss) from continuing operations $ (0.04) $ 0.04 $ (0.12) $ 0.17
Income from discontinued operations 0.00 0.00 0.01 0.00

Edgar Filing: HealthMarkets, Inc. - Form 10-Q

Table of Contents 7



Net income (loss) per share, diluted $ (0.04) $ 0.04 $ (0.11) $ 0.17

See Notes to Consolidated Condensed Financial Statements.
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HEALTHMARKETS, INC.

and Subsidiaries

CONSOLIDATED CONDENSED STATEMENTS OF COMPREHENSIVE INCOME (LOSS)

(In thousands)

(Unaudited)

Three Months Ended
June  30,

Six Months Ended
June 30,

2012 2011 2012 2011
Net income (loss) $ (1,220) $ 1,307 $ (3,456) $ 5,255

Other comprehensive income (loss):
THE BOARD OF DIRECTORS RECOMMENDS THAT YOU VOTE FOR THE
REAPPROVAL OF THE MATERIAL TERMS OF PERFORMANCE GOALS
UNDER THE 2004 PLAN.

PROPOSAL IV

APPOINTMENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

The Audit Committee has approved and recommended the appointment of PricewaterhouseCoopers LLP as the
independent registered public accounting firm to examine the Company�s financial statements for 2009. The
persons named in the accompanying proxy will vote in accordance with the choice specified thereon, or, if no
choice is properly indicated, in favor of the ratification of PricewaterhouseCoopers LLP as the independent
registered public accounting firm for the Company.

A representative of PricewaterhouseCoopers LLP is expected to attend the Annual Meeting and to be available to
respond to appropriate questions raised during the Annual Meeting. The representative will also have an
opportunity to make a statement during the meeting if the representative so desires.

See �Audit Committee Report� below for further information.

THE BOARD OF DIRECTORS UNANIMOUSLY RECOMMENDS THAT YOU VOTE FOR
RATIFICATION OF THE APPOINTMENT OF THE FIRM OF PRICEWATERHOUSECOOPERS LLP
AS THE INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM FOR THE COMPANY FOR
ITS 2009 FISCAL YEAR.

AUDIT COMMITTEE REPORT

The Audit Committee is composed of three independent, non-employee directors. The Board of Directors has
made a determination that the members of the Audit Committee satisfy the requirements of the NYSE listing
standards as to independence, financial literacy and experience. The Board determined that one of the members of
the Audit Committee, Mr. Kelley, is an �audit committee financial expert� as defined by rules of the Securities and
Exchange Commission. The responsibilities of the Audit Committee are set forth in the Audit Committee Charter,
which was adopted in December 2003 and amended most recently in February 2007 by the Board of Directors.
The function of the Audit Committee is to review and report to the Board of Directors with respect to various
auditing and accounting matters, including overseeing the integrity of the financial statements of the Company, the
compliance by the Company with legal and regulatory requirements, the selection, independence, qualifications,
performance and compensation of the Company�s independent registered public accounting firm and the
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performance of the Company�s internal audit function. The Audit Committee also reviews its charter annually. This
is a report on the Audit Committee�s activities relating to the calendar year 2008.

Review of Audited Financial Statements with Management

The Audit Committee reviewed and discussed the audited financial statements and management�s discussion and
analysis of the Company�s financial condition and results of operations with the management of the Company.

Review of Financial Statements and Other Matters with Independent Registered Public Accounting Firm

The Audit Committee discussed with the independent registered public accounting firm the matters required to be
discussed as described in Statement on Auditing Standards (�SAS�) No. 61-Communication with Audit Committees,
as updated by SAS No. 89-Audit Adjustments, and SAS No. 90-Audit Committee Communications. The Audit
Committee has received and reviewed the written disclosures and the letter from PricewaterhouseCoopers LLP
(�PWC�), the Company�s independent registered public accounting firm, required by applicable Public Company
Accounting Oversight Board requirements regarding the firm�s communications with the Audit Committee
concerning independence and has discussed with PWC the independent registered public accounting firm�s
independence. These discussions included a review of all audit and non-audit services (including tax services)
provided by PWC to the Company.

Recommendation that Financial Statements be Included in the Annual Report

Based on the reviews and discussions referred to above, the Audit Committee recommended to the Board of
Directors that the audited financial statements be included in the Company�s Annual Report on Form 10-K for the
year 2008 for filing with the Securities and Exchange Commission.

Audit Committee
Robert Kelley (Chairman)
Rhys J. Best
Robert L. Keiser
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FEES BILLED BY INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

FOR SERVICES IN 2008 AND 2007

Fee Type* 2008 2007
Audit Fees $ 1,297,953 $ 1,184,430(1)
Audit Related Fees $ 73,000(2) �  
Tax Fees (3) $ 399,357 $ 414,124
All Other Fees �  �  

* No pre-approved requirements were waived under the de minimis exception.

(1) Includes $33,030 for the 2006 audit that was billed and paid by the Company in 2007 after the filing of the
Company�s proxy statement for the 2007 annual meeting of stockholders.

(2) Includes assistance with adoption of accounting standards and the prospectus for the Company�s June 2008
stock issuance.

(3) Includes federal, provincial, state and sales tax planning, audit support, compliance, advice, and return
preparation for United States and Canadian operations.

EXECUTIVE COMPENSATION

Compensation Discussion and Analysis

Introduction

The Compensation Committee of the Cabot Oil & Gas Board of Directors (�Committee�) oversees an executive
compensation program designed to attract, retain, and engage highly qualified executives. The Committee has
developed a structured executive compensation program, which it has formally evaluated and approved. This
program includes a compensation committee charter, total compensation philosophy and strategy, industry peer
group definition, annual calendar and general policy framework.

Philosophy and Objectives of the Company�s Compensation Programs

The guiding philosophy and specific objectives of the Company�s compensation programs are: (1) to align
executive compensation design and outcomes with business strategy, (2) to encourage management to create
sustained value for the stockholders, (3) to attract, retain, and engage our executives and (4) to support a
performance-based culture throughout the Company. These primary objectives are evaluated annually by:
(a) measuring and managing the mix of named executive officer (�NEO�) compensation, with a goal of making a
majority of total compensation performance-based and balanced between short-term and long-term incentives,
(b) tying incentive plan metrics and goals to shareholder value principles and (c) having balanced, open and
objective reviews of goals and performance. The Committee believes that each of these objectives carries an equal
amount of importance in the Company�s compensation program.

The Company uses various components of executive compensation, with an emphasis on variable compensation
and long-term incentives. The components of executive compensation are presented in the table below and
discussed in more detail later in this report.
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Compensation Component Purpose Competitive Positioning

Base Salary Compensation for role, experience,
expertise and competencies.

Base salaries are targeted to
approximate the market median,
taking into account the competitive
environment, as well as the
experience and accomplishments of
each executive.
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Compensation Component Purpose Competitive Positioning

Annual Incentive Bonus Reward the achievement of annual
business objectives, including:

�        Financial Goals (Net Income,
Finding Costs)

�        Operational Goals (specific
objectives tied to Production
Growth and Reserve Growth)

�        Individual objectives aligned
with corporate strategy

�        Committee evaluation of
qualitative performance

Annual bonuses are established as
a percentage of base salary and are
targeted to match industry bonus
percentage levels for comparable
executive positions.

Long-term Incentives Prominent part of total
compensation to maintain
alignment with shareholder value
creation:

�        Stock Appreciation Rights
(time vested)

�        Performance Shares (earned
and vested based on Total
Shareholder Return versus peers)

�        Hybrid Performance Shares
(time vested and tied to positive
operating income)

�        Stock Ownership Guidelines

Long-term incentives are intended
to promote long-term value
creation for stockholders and to
retain executives through extended
vesting periods.

To place relatively greater
emphasis on the importance of
shareholder return performance,
the value of equity awards is
generally targeted for the 2nd

highest quartile of the peer group.

Executive Benefits and Perquisites Comprehensive programs to build
financial security, manage personal
financial risk and limit Company
costs.

Value of benefits and perquisites
are generally targeted to be
competitive with market levels.
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Total Compensation Designed to attract, retain, align
and engage highly qualified
executives, while creating a strong
connection to financial and
operational performance and
long-term shareholder value.

Total compensation is highly
correlated with Company and
individual performance and is
generally targeted slightly above
the median for the executive when
compared to the peer group.

The Committee�s philosophy for executive compensation is to assess and offer a total compensation package that is
targeted slightly above the median level for the comparative peer industry group. In that total, a greater weight is
placed on long-term equity awards versus annual cash to foster an environment where stock price appreciation
over the long-term is a major executive focus, which in turn benefits the stockholders. The competitive market is
determined by reference to the compensation practices of an industry peer group as set forth below.

Industry Peer Group

The companies chosen by the Committee for the peer group represent the Company�s direct competitors of similar
size and scope in the exploration and production sector of the energy industry, and are companies that compete in
the Company�s core areas of operation for both business opportunities and executive talent. Based on 2008
year-end closing market prices, the industry peer group�s market capitalization ranged from approximately $320
million to $9.9 billion. The Company�s market capitalization at 2008 year-end was approximately $2.7 billion. The
peer group changes from time to time due to business combinations, asset sales and other types of transactions that
cause peer companies to no longer exist or to no longer be comparable. The Committee approves all revisions to
the peer group. The Company�s peer group is as follows:

� Berry Petroleum Company

� Cimarex Energy Company

� Comstock Resources, Inc.

� Denbury Resources Inc.

� Encore Acquisition Company

� Forest Oil Corporation

� Penn Virginia Corporation

� Plains Exploration & Production Company

� Quicksilver Resources Inc.

� Range Resources Corporation

� Southwestern Energy Company
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� St. Mary Land & Exploration Company

� Stone Energy Corporation

� Swift Energy Company

16

Edgar Filing: HealthMarkets, Inc. - Form 10-Q

Table of Contents 15



� Unit Corporation

� Whiting Petroleum Corporation
2008 Committee Activity

During 2008 the Committee held three regular meetings, one in each of February, July and October. The
Committee also held two special meetings during 2008. At the February 2008 meeting, the Committee referenced
the Fall 2007 competitive market study of the peer group by Hewitt Associates, the Committee�s independent
compensation consultant (see �Compensation Consultant� below). Based on the study and the CEO�s
recommendations with respect to the other Company officers, the Committee determined 2008 salaries, bonus
payouts for 2007 performance and the annual grant of long-term incentive awards for the officers of the Company.
A detailed discussion of each item of compensation can be found below under �Elements of Compensation.�

Also at the February 2008 meeting and prior to making any compensation decisions, the Committee reviewed a
spreadsheet of 2002-2007 wealth accumulation for each NEO. The Committee uses the wealth accumulation
spreadsheets in lieu of tally sheets to review the impact of prior years� compensation decisions.

At the July 2008 meeting, the Committee reviewed an analysis of executive compensation reported by the
Company�s peer group prepared by Hewitt Associates. This data was used by the Committee to evaluate the
compensation decisions made by the peer group during 2007.

At the October 2008 meeting, the Committee reviewed an analysis prepared and presented by Hewitt Associates
on current compensation issues and trends and a current competitive market study of executive compensation
among the peer companies. This analysis is the precursor for the Committee�s review of all components of
compensation in the following February meeting.

The Committee held a special meeting in late April 2008 for the purpose of certifying the results for the
performance share awards made in 2005 for the performance period from May 1, 2005 to April 30, 2008.

Elements of Compensation

Elements of In-Service Compensation

There are three major elements of the executive in-service compensation program. The elements are (1) base
salary, (2) annual incentive bonus and (3) long-term incentive equity awards. Company perquisites are a minor
element of the executive compensation program. This design generally mirrors the pay practices of the industry
peer group. Each element is described below.

Mr. Dinges, the Company�s Chairman, President and Chief Executive Officer, has a significantly broader scope of
responsibilities at the Company than the other named executive officers, as do his peers in the peer group. The
difference in compensation for Mr. Dinges described below primarily reflects these differing responsibilities as
valued by the peer companies and, except as described below, does not result from the application of different
policies or decisions with respect to Mr. Dinges.

Base Salary

The Committee believes base salary is a critical element of executive compensation because it provides executives
with a base level of monthly income. The base salary of each executive, including the NEOs, is reviewed annually
by the Committee. The CEO�s salary is established by the Committee (and ratified by the Board of Directors) and
the other executives� salaries are established jointly by the CEO and the Committee. Base salary is targeted for all
executive positions near the median level of the peer group. Individual salaries take into account the Company�s
annual salary budget, the individual�s levels of responsibility, contribution and value to the Company, individual
performance, prior relevant experience, breadth of knowledge and internal and external equity issues. Increases in
base salary from 2007 to 2008 averaged 11.2% for the NEOs, ranging from 8.1% to 16.5%, and are as follows:
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Name 2007 Base Salary 2008 Base Salary
Mr. Dinges $ 530,000 $ 575,000
Mr. Schroeder $ 310,000 $ 350,000
Mr. Walen $ 382,000 $ 413,000
Mr. Arnold $ 236,000 $ 275,000
Mr. Hutton $ 229,000 $ 252,000

In 2008, the Committee reviewed two competitive market studies for compensation of the peer group (in July and
October). Mr.
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Dinges� 2008 base salary of $575,000 is slightly below the median of the industry peer group for the 2008
competitive data. The base salaries of the other NEOs generally fell slightly above the relevant medians among the
peer group. The Committee views these salary levels as consistent with its compensation philosophy, given the
ongoing changes in peer compensation levels and the intention of delivering a relatively higher percentage of CEO
compensation through long-term incentives. The Committee took no additional action to revise base salaries
during the year.

Annual Incentive Bonus

The annual incentive bonus opportunity is based upon the Company�s pay-for-performance philosophy. The
opportunity provides the NEOs, as well as other executives and key employees, with an incentive in the form of an
annual cash bonus to achieve overall business goals. The bonus opportunity is stated as a percentage of base salary
and is set using the Committee�s philosophy to target bonus levels (as a percentage of base salary) consistent with
the competitive market for executives in similar positions. Annual bonus opportunities allow the Company to
communicate specific goals that are of primary importance to the Company during the coming year and motivate
executives to achieve those goals. The 2008 measurement criteria were designed to drive value increases for the
Company�s stockholders.

During 2008 the bonus opportunity at a 100% of target level payout for the NEOs was as follows:

Executive Percentage of Salary 100% Payout Value
Mr. Dinges 100% $ 575,000
Mr. Schroeder 80% $ 280,000
Mr. Walen 85% $ 351,050
Mr. Arnold 55% $ 151,250
Mr. Hutton 50% $ 126,000

The 2008 bonus criteria measure the overall Company performance for year-over-year reserve and production
growth, along with absolute levels for finding costs and net income. These metrics are weighted 25%, 25%, 15%
and 10%, respectively, for a total of 75% of the bonus amounts. The remaining component, weighted at 25%, is
determined subjectively by the Committee, which evaluates individual performance, relative regional performance,
improvement in per share metrics and industry conditions, along with acquisition and divestiture activity. The
Committee sets no specific goals relating to these factors. In general, the Committee expects to award the full 25%
of this component in years when the Company meets internal and external performance expectations with respect
to these factors.

For each of the four metrics, the payout ranges for 2008 are as follows:

Payout (Percent of Target)
0% 100% 200%

Reserve Growth 5% 9% 14%
Production Growth 5% 9% 14%
Finding Costs, per Mcfe $ 2.80 $ 2.20 $ 1.85
Net Income $ 100 million $ 137 million $ 175 million
For 2008, the payout factor for each performance measure was capped at 200%. Once the payout based on each of
the four performance metrics is computed and the results are weighted as described above to compute the formula
goal achievement, the Committee�s subjective component of the bonus is added (this subjective component can
range from an achievement of 0% to 50% payout at the 200% performance level).

18

Edgar Filing: HealthMarkets, Inc. - Form 10-Q

Table of Contents 18



Once the goal achievement is determined, the actual amount of the total bonus is determined using the following
table:

Total Goal

Achievement Bonus Factor
<50 0

51-75% .5
76-105% Actual Achievement
106-120% 1.25
121-135% 1.5
136-150% 1.75
151-200% 2.0

>200 Actual Achievement
Upon completion of each fiscal year, the CEO makes recommendations to the Committee for annual bonuses to be
paid to each executive officer (other than the CEO) using the formula established for the program in that year.

The Company�s 2008 performance against the pre-established metrics was as follows:

Target Actual
Reserve Growth 9% 20.2%
Production Growth 9% 11.3%
Finding Costs, per Mcfe $ 2.20 $ 3.42
Net Income $ 137 million $ 211.3 million

On the strength of strategic investments made during 2008, the Company exceeded its targets for reserve growth,
production growth and net income. The Company fell short of its finding cost goal due to the inflationary market
for oil and gas services and the acquisition environment. The out-performance in the reserve growth, production
growth and net income metrics more than offset the shortfall in the finding cost metric, resulting in a 106.5% goal
achievement before determination by the Committee of the 25% subjective component. Upon discussion and
review of how 2008 performance compared to historical results (with record levels achieved in 2008 for net
income excluding gains from sales, for cash flow from operations and for absolute reserve and production levels),
the Committee determined to set this final component to achieve a total payout of 135% and elected not to use the
bonus factor table in 2008. Further assessment by the CEO translated into an additional $1,700 to one NEO.

Upon completion of each fiscal year, the Committee determines the CEO�s annual incentive bonus based on
Company performance, the formula payout and the Board�s annual CEO performance evaluation. The independent
directors of the Board discuss and ratify the CEO�s annual incentive bonus payment. The CEO�s bonus payment for
2008 was 135% of target.

Long-Term Incentives

All long-term incentives awarded in 2008 were made under the 2004 Incentive Plan, approved by the Company�s
stockholders at the 2004 Annual Meeting of Stockholders. In 2008 the Committee employed two types of
performance shares, traditional performance shares and hybrid performance shares, and stock appreciation rights
(�SARs�) to provide long-term incentives to the Company�s NEOs. The SARs awarded in 2008 are payable in shares
of Common Stock, thereby using fewer shares and minimizing dilution as compared to stock options. The award
allocation to NEOs is designed to provide 40% of the targeted grant-date value from traditional performance
shares, 40% from hybrid performance shares and 20% from SARs. The Committee believes this allocation delivers
a long-term incentive program with a relatively stronger performance orientation than that observed at the peer
companies. The total size of the long-term incentive awards is based on competitive practice and is targeted to fall
within the 2nd highest quartile of the peer group. The Committee does not typically consider past long-term
incentive awards, such as the amount of equity previously granted and outstanding, or the number of shares owned,
when determining annual long-term incentive awards.
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Traditional Performance Shares. In 2004, the Committee began shifting more value to performance shares instead
of stock options due to: (i) the less dilutive impact of performance shares, and (ii) the fact that in an up market,
stock options can increase in value, but Company performance can still lag the peer groups� performance. For these
reasons, the Committee believes that the Company�s performance share awards are a better measure of performance
versus the peer group and appropriately link stock performance and compensation. For additional information
about the traditional performance shares, see �Grants of Plan-Based Awards� below.

Hybrid Performance Shares. Due to restricted stock share limitations under the 2004 Incentive Plan and
Section 162(m) tax

19
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considerations, in 2008 the Committee again used hybrid performance share awards instead of restricted stock. The
hybrid performance shares vest one-third on each of the first, second and third anniversaries of the date of grant,
provided the Company has positive operating income in the fiscal year prior to the vesting date. For additional
information about the hybrid performance shares, see �Grants of Plan-Based Awards� below.

Stock Appreciation Rights (SARs). SARs were granted in 2008 with an exercise price equal to the fair market
value on the date of grant. Consistent with the Company�s 2004 Incentive Plan, the SAR grant date is the date on
which the Committee or the Board of Directors approves the award, and the fair market value is the average of the
high and low trading prices of the Common Stock on the grant date. SAR awards, as well as all other executive
equity awards, are generally made in February of each year at a pre-scheduled and in-person meeting of the
Committee. Company management is given no discretion to choose the grant dates. The SARs vest one-third on
each of the first, second and third anniversaries of the date of grant and have a seven-year term. Upon exercise, the
executive receives Common Stock equal to the appreciated value of the award. This value is determined by
subtracting the exercise price from the fair market value of each share on the exercise date and multiplying this
result by the number of shares exercised. The resulting value (less any required tax withholding) is then divided by
the fair market price on the date of exercise to determine the number of shares issued.

Personal Benefits and Perquisites

The Company provides the NEOs with perquisites and other personal benefits that the Company and the
Committee believe are reasonable and consistent with the overall compensation program to better enable the
Company to attract and retain superior employees for key positions. The Committee periodically reviews the level
of perquisites and other personal benefits provided to the NEOs. The NEOs are provided with club membership
dues, a tax gross up on the club membership dues, a Company-paid physical examination for the NEO and his
spouse, a financial and tax planning stipend of up to $3,000 annually, life insurance, and spouse travel to certain
business meetings. The aggregate cost to the Company of the perquisites and personal benefits described above for
the NEOs for 2008 are included under �All Other Compensation� in the Summary Compensation Table below.

Other Compensation

The Company offers all of its employees, including the NEOs, standard benefits including medical and dental
reimbursement, short-term and long-term disability plans, basic life and accident insurance and an employee
assistance program. The Company offers retirement programs consisting of both qualified and nonqualified
defined benefit pension and defined contribution savings plans. See �Elements of Post-Termination Compensation�
below for further descriptions of these programs.

Impact of Regulatory Requirements

The Company�s performance shares, both traditional and hybrid, SARs and stock options (when used as a
long-term incentive) are intended to constitute �qualified performance based compensation� as defined under
Section 162(m) of the Internal Revenue Code, with the effect that the deduction disallowance of Section 162(m)
should not be applicable to compensation paid to covered employees under the performance shares, SARs and
stock option provisions. It is the Committee�s intent that the majority of long-term incentive awards will qualify
under Section 162(m). In 2008, the Company was not able to deduct approximately $1.6 million as a result of the
application of Section 162(m) to the 2008 vesting of restricted stock awards granted in 2005 and 2006. Restricted
stock grants with vesting based solely on the passage of time do not qualify as performance based compensation.

In addition, in order to permit the Committee the flexibility to use subjective and discretionary components in
setting annual cash incentive awards without the Company�s loss of deduction under Section 162(m), the Company
uses a �negative discretion� plan for executive officers to whom Section 162(m) might be applicable. Under this
plan, the Committee sets one or more financial or operating performance targets early in the year to create a bonus
pool intended to meet the requirements of Section 162(m) for such executive officers and reserves the right to
reduce or otherwise set the cash incentive amounts taking other factors into account. As a result, the
Section 162(m) metrics are not the primary metrics used in determining the relevant cash incentive awards to these
executive officers.

Clawback Provisions
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Currently, the Company has not adopted express �clawback� provisions with respect to compensation elements
which would allow the Company to recoup paid compensation from designated officers in the event of a financial
restatement. The Committee will continue to review the appropriateness of clawback provisions in future
compensation decisions.
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Elements of Post-Termination Compensation

Pension Plan. Company employees, including the NEOs, are provided with retirement income by the Company�s
Pension Plan, a noncontributory defined benefit plan that provides benefits based generally upon the employee�s
years of service and the employee�s compensation levels, using the highest five consecutive years of the last ten
consecutive years of employment. Compensation for the purposes of determining benefits under the Pension Plan
consists of the total taxable income, including base salary, annual, discretionary and sign-on bonuses, and any
amounts by which an employee�s remuneration is reduced pursuant to voluntary salary reduction plans such as
flexible spending/�cafeteria� style plans and 401(k) plans. Compensation excludes any amounts contributed by or on
behalf of the Company to these plans or any other employee benefit plan sponsored by the Company, any income
arising from stock compensation awards, nondeductible moving expenses, disability pay, severance pay and
related amounts, taxable group term life insurance benefits, reimbursements, expense allowances, taxable fringe
benefits and retention and relocation bonuses. No current participant has been given enhanced or extra years of
service credit.

The Pension Plan provides for full vesting after five years of service. Benefits are automatically payable for the life
of the employee on a single-life annuity basis if the retiree is unmarried or on a 50% joint and survivor basis if the
retiree is married. Other benefit payment methods are available at the election of the employee. Benefits are not
subject to any deductions for Social Security or other offset amounts. Lump sum conversions are based on the
1994 Group Annuity Reserves Table with rates blended 50% for males and females and an interest rate equal to
the 30-year Treasury rate for the month of November in the year preceding the year of payment.

Savings Investment Plan. The Savings Investment Plan is a tax-qualified retirement savings plan in which all
employees, including the NEOs, may participate. It allows participants to contribute the lesser of up to 50% of
their annual salary, or the limit prescribed by the Internal Revenue Service, on a pre-tax basis. The Company
matches 100% of the first six percent of a participant�s pre-tax contribution. Participants are 100% vested in the
Company�s contributions after five years of service, vesting 20% per year.

Supplemental Employee Retirement Plan (�SERP�). The Company has entered into non-qualified and unfunded
supplemental arrangements to supplement the benefits payable to certain officers, including the NEOs, to the
extent benefits under the Pension Plan are limited by provisions of the Internal Revenue Code or the Employee
Retirement Income Security Act of 1974, as amended. The amount of the SERP is calculated using the same
formula as is used for the qualified Pension Plan and is the difference between total compensation as defined in the
Pension Plan (as if certain defined benefit limits were not imposed) and the qualified benefit.

Deferred Compensation Plan. The Deferred Compensation Plan provides supplemental retirement income benefits
for the officers of the Company, including the NEOs, through voluntary deferrals of salary, bonus and certain
long-term incentives. It also allows for the Company to provide its full six percent match when Company
contributions of the matching amount cannot be made to the Company 401(k) Plan up to Internal Revenue Code
limitations, due to the executive�s deferral of compensation which reduce salary and bonus to less than $250,000.
The plan allows the officers to defer the receipt and taxation on income until retirement from the Company. The
Company makes no additional contributions to, nor does it pay in excess of market interest rates on, the Deferred
Compensation Plan. Amounts deferred by an officer under the Deferred Compensation Plan are held and invested
by the Company in various mutual funds and other investment options selected by the officer at the time of
deferral. For additional information about the Deferred Compensation Plan, including the investment options and
the manner of distributions, see �Non-Qualified Deferred Compensation� below.

Retiree Medical Coverage. The Company provides certain health benefits for retired employees, including the
NEOs, including their spouses, eligible dependents and surviving spouses (retirees). The health care plans are
contributory with participants� contributions adjusted annually. Employees become eligible for this benefit if they
meet certain age and service requirements at retirement.

Section 409A. In October 2008, the Board of Directors of the Company approved amendments to the SERP, the
Deferred Compensation Plan, the 2004 Incentive Plan and the Change-in-Control Agreement, as well as
Mr. Dinges� employment agreement, to address Section 409A of the Internal Revenue Code and the related
guidance and certain other matters. These amendments primarily modify the manner in which certain types of
benefits are provided in order to comply with Section 409A. Where applicable, the amendments require that
payments due to a �specified employee� (as such term is defined under Section 409A) upon separation from service
must be delayed until the earlier of death or the expiration of a period of six months. In addition, the amendments
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require the use of a definition of �Change in Control� that complies with the requirements of Section 409A.

Change-in-Control Agreements

The Company has entered into Change-in-Control Agreements with the NEOs and with certain other senior
officers of the Company. This program has been in place since 1995, with some modifications in 2001. At both of
these time frames, many industry peers had change-in-control benefits. When approving the plan in 1995 and the
modifications in 2001, the Committee reviewed the
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features of comparable programs offered by the peer group and others in the industry and applied its judgment to
determine whether the level of payments and other benefits, and the circumstances that trigger the payment or
provision of benefits, under these agreements were necessary to meet the Committee�s objectives of encouraging
such employees to remain employed and to carry out their duties with the Company in the event of a
change-in-control of the Company and during circumstances suggesting a change-in-control might occur. The
program was again slightly modified in 2008 primarily to address Section 409A of the Internal Revenue Code as
discussed above. The Committee believes this program is important to maintaining strong leadership and to
encourage retention in these situations. For a more detailed discussion of the change-in-control program, see
�Potential Payments Upon Termination or Change in Control� below.

The Committee generally views the potential payments and benefits under the Change-in-Control Agreements as a
separate compensation element because such payments and benefits are not expected to be paid in a particular year
and serve a different purpose for the executive other than elements of compensation. Accordingly, those payments
and benefits do not significantly affect decisions regarding other elements of compensation.

Stock Ownership Guidelines

In February 2006 the Corporate Governance and Nominations Committee of the Board of Directors adopted stock
ownership guidelines for the officers and directors of the Company. These stock ownership guidelines were
thereafter approved by the Board of Directors. The Board of Directors and the Chief Executive Officer, the Chief
Financial Officer and the Chief Operating Officer are expected to hold 30% of the after-tax shares received upon
the vesting or exercise of an equity award until such time as they have accumulated five times base salary for the
officers and five times annual retainer for the directors. All other Vice Presidents are expected to hold 30% of the
after-tax shares received upon the vesting or exercise of an equity award until such time as they have accumulated
three times base salary. All of the NEOs are in compliance with the stock ownership guidelines.

Conclusion

The Committee and the Company believe these executive compensation policies and programs effectively serve
the interests of the stockholders and the Company. The Committee has worked over the years to devise, manage
and provide an executive compensation program that meets its intended objectives and contributes to the
Company�s overall success.

Compensation Consultant

The Committee employs the services of an executive compensation consultant. During 2008, Hewitt Associates
assisted the Committee with executive compensation matters and has also been retained by the Committee for
2009. Hewitt Associates has assisted the Committee on executive compensation matters since 1990. Hewitt
Associates is responsible for preparing and presenting a comprehensive competitive market study of the
compensation levels and practices for a group of industry peers. The Committee-approved industry peer group is
listed and described in more detail above at �Industry Peer Group.� Hewitt Associates is also responsible for
preparing and presenting an outside director compensation study using the same industry peer group. The
Committee relies on Hewitt Associates for input on pay philosophy, current market trends, legal and regulatory
considerations and prevalence of benefit and perquisite programs. A representative of Hewitt Associates attends all
regular meetings of the Committee and participates in most executive sessions.

The Committee believes Hewitt Associates is independent of management. Hewitt Associates works exclusively
for the Committee and generally performs no services directly for management. Management does not retain the
services of a compensation consultant.

Role of Executives in Establishing Compensation

The President and CEO, the Senior Vice President and COO, the Vice President and CFO, the Vice President,
Human Resources and the Vice President, Managing Counsel and Corporate Secretary each play a role in the
Company�s compensation process. With the benefit of Hewitt Associates� competitive market study, the CEO makes
compensation recommendations to the Committee for the other officers of the Company. The CEO considers
internal pay equity issues, individual performance and Company performance in making his recommendations to
the Committee. The Senior Vice President and COO and the Vice President and CFO make recommendations to
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the CEO for their respective direct reports. The Vice President, Human Resources provides the Committee survey
data from a wider group of companies in the energy sector than the industry peer group described above, which the
Committee uses for evaluation of non-executive compensation, and general administrative support implementing
the Committee�s decisions. The executives listed above, together with the Vice President, Managing Counsel and
Corporate Secretary, prepare materials and agenda for the Committee meetings and also prepare the long-term
equity plans as directed by the Committee for its review and consideration. Certain of the noted officers
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attend the Committee meetings; however, the officers are generally excused from the meetings to enable the
Committee to meet privately in executive session, both with and without the compensation consultant. The
Committee has delegated to management authority to administer the long-term incentive plans in accordance with
the terms and conditions of the plans, the specific award agreements and the specific individual awards approved
by the Committee.

Executive Compensation Business Risk Review

The ownership stake in the Company provided by our equity-based compensation, the extended vesting of these
awards and our stock ownership guidelines are designed to align the interests of our NEO�s with our shareholders
and promote executive retention. At the same time, the Committee believes, with the concurrence of its
independent consultant, that, as a result of our focus on long-term incentive compensation, our use of different
types of long-term incentives, and our stock ownership guidelines, the Company�s executive compensation program
does not encourage our management to take unreasonable risks related to the Company�s business.

Compensation Committee Report

The Compensation Committee of the Board of Directors has reviewed and discussed with management the above
Compensation Discussion and Analysis and, based on such review and discussions, the Compensation Committee
recommended to the Board that the Compensation Discussion and Analysis be included in this Proxy Statement.

The Compensation Committee

William P. Vititoe, Chairman

David M. Carmichael

P. Dexter Peacock

Summary Compensation Table

The table below summarizes the total compensation paid to or earned by each of the CEO, the CFO and the next
three most highly compensated executive officers (�NEOs�) for the fiscal year ended December 31, 2008.

Amounts paid under the Company�s 2004 Incentive Plan, which are listed in the column titled �Non-Equity
Incentive Plan Compensation,� were determined by the Committee at its February 19, 2009 meeting for 2008
performance and, to the extent not deferred by the executive, were paid out shortly thereafter. For additional
information about Non-Equity Incentive Plan Compensation, see �Annual Incentive Bonus� above.

2008 SUMMARY COMPENSATION TABLE

Name and

Principal Position Year
Salary

($)

Bonus

($)
(1)

Stock
Awards

($)
(2)

Option
Awards

($)
(3)

Non-Equity
Incentive

Plan
Compensation

($)
(4)

Change in
Pension
Value
and

Nonqualified
Deferred

Compensation
Earnings

($)
(5)

All
Other

Compensation
($)
(6)

Total
($)

Dan O. Dinges 2008 $ 567,500 0 $ 2,461,390 $ 542,704 $ 776,250 $ 115,442 $ 33,657 $ 4,496,943
Chairman,
President and 2007 $ 525,000 0 $ 1,902,717 $ 429,261 $ 662,500 $ 240,919 $ 35,610 $ 3,796,007
Chief Executive
Officer 2006 $ 495,000 0 $ 1,808,218 $ 337,132 $ 900,000 $ 115,011 $ 30,718 $ 3,686,079
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Scott C.
Schroeder 2008 $ 343,333 0 $ 879,348 $ 203,229 $ 378,000 $ 27,155 $ 30,433 $ 1,861,498
Vice President
and Chief 2007 $ 305,367 0 $ 630,262 $ 141,295 $ 290,625 $ 95,856 $ 27,291 $ 1,490,696
Financial Officer 2006 $ 279,333 0 $ 608,242 $ 110,779 $ 366,900 $ 61,696 $ 26,943 $ 1,453,893
Michael B.
Walen 2008 $ 407,833 0 $ 1,036,816 $ 302,454 $ 473,918 $ 246,948 $ 42,613 $ 2,510,582
Sr. Vice
President and 2007 $ 378,467 0 $ 675,187 $ 294,712 $ 382,000 $ 417,128 $ 42,213 $ 2,189,707
Chief Operating
Officer 2006 $ 355,333 0 $ 953,494 $ 136,623 $ 505,100 $ 296,550 $ 37,184 $ 2,284,284
J. Scott Arnold 2008 $ 268,500 0 $ 581,914 $ 196,784 $ 204,188 $ 107,610 $ 28,411 $ 1,387,407
Vice President,
Land 2007 $ 233,833 0 $ 463,756 $ 135,715 $ 162,250 $ 154,680 $ 28,920 $ 1,179,154
and General
Counsel 2006 $ 220,833 0 $ 432,112 $ 81,233 $ 223,000 $ 112,795 $ 28,370 $ 1,098,343
Jeffrey W.
Hutton 2008 $ 248,167 $ 1,700 $ 403,330 $ 92,574 $ 170,100 $ 70,073 $ 26,205 $ 1,012,149
Vice President,
Marketing 2007 $ 226,833 $ 4,875 $ 342,634 $ 77,303 $ 143,125 $ 103,885 $ 31,200 $ 929,855

2006 $ 214,167 0 $ 349,686 $ 61,293 $ 194,400 $ 78,505 $ 25,705 $ 923,756
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(1) Cash bonuses paid pursuant to the 2004 Incentive Plan for 2008 annual performance are listed under the
column �Non-Equity Incentive Plan Compensation.�

(2) The amounts in this column reflect the dollar amount recognized with respect to performance share awards
and restricted stock awards for financial statement reporting purposes for the relevant fiscal year, in
accordance with Statement of Financial Accounting Standards (�SFAS�) No. 123(R), and therefore may include
amounts from awards granted in and prior to that year. The grant date fair value of these awards was
computed by using the average of the Company�s high and low stock trading price on the date of grant. The
grant date fair values used to compute the amounts in this column are as follows:

Grant Date Grant Date Fair Value per Share Award Types Included
February 16, 2004 $ 10.75 Restricted Stock
May 24, 2005 $ 15.22 Performance Shares & Restricted Stock
February 23, 2006 $ 23.80 Restricted Stock
February 22, 2007 $ 35.22 Hybrid Performance Shares
February 20, 2008 $ 48.48 Hybrid Performance Shares

Performance shares granted on February 23, 2006, February 22, 2007 and February 20, 2008, after the
implementation of SFAS No. 123(R), were valued using a Monte Carlo model and the grant date fair values per
share used for financial reporting purposes were $16.43, $30.72 and $41.53, respectively. Assumptions used in the
Monte Carlo model for these grants, as well as additional information regarding accounting for restricted stock and
performance share awards, are included in Note 10 of the Notes to the Consolidated Financial Statements included
in the Company�s Annual Report on Form 10-K for the year ended December 31, 2008 (the �Form 10-K�).

(3) The amounts in this column reflect the dollar amount recognized with respect to Stock Appreciation Rights
(�SARs�) for financial statement reporting purposes for the relevant fiscal year, in accordance with SFAS
No. 123(R). Assumptions used in the calculation of these amounts are included in Note 10 of the Notes to the
Consolidated Financial Statements included in the Form 10-K. SARs have not been repriced or otherwise
materially modified.

(4) The amounts in this column reflect cash incentive awards to the NEOs under the 2004 Incentive Plan, which is
discussed in detail above under �Annual Incentive Bonus.�

(5) The amounts in this column reflect the actuarial increase in the present value of the NEOs benefits under the
Company�s Pension Plan and the Supplemental Employment Retirement Plan determined using interest rate
and mortality rate assumptions consistent with those used in the Company�s financial statements. There were
no above-market or preferential earnings on deferred compensation.

(6) The amounts in this column include the Company�s $15,500 contribution to the Savings Investment Plan
(401(k) Plan), which is discussed above under �Elements of Post-Termination Compensation.� The amounts
also include for each NEO some or all of the following:

� Premiums paid on executive term life insurance

� Club dues

� A tax gross up on club dues
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� Executive physical examination for the NEOs and their spouses

� A financial and tax planning stipend of up to $3,000 per year

� Personal use of an administrative assistant and/or event tickets

� Spouse travel to certain business meetings
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Grants of Plan-Based Awards

The table below reports all grants of plan-based awards made during 2008. All grants of awards were made under
the Company�s 2004 Incentive Plan.

2008 GRANTS OF PLAN-BASED AWARDS

Grant
Date

Estimated Possible Payouts
Under

Non-Equity Incentive Plan
Awards

Estimated Future Payouts
Under

Equity Incentive Plan Awards

All
Other
Stock

Awards:
Number

of
Shares

of Stock

or Units
(#)

All Other
Option

Awards:
Number of
Securities

Underlying
Options (#)

(4)

Exercise
or Base
Price

Of
Option
Awards

($/Sh)
(4)

Grant Date
Fair Value

of Stock
and Option

Awards

($)
(5)Name

Threshold
($)

Target
($)

Maximum
($)
(1)

Threshold
(#)

Target
(#)
(2)

Maximum

(#)
(3)

Dan O.
Dinges 2/20/08 $ 0 $ 575,000 $ 1,150,000

2/20/08 0 38,400 76,800 $ 1,594,675
2/20/08 30,075 $ 1,457,886
2/20/08 39,875 $ 48.48 $ 605,287

Scott C.
Schroeder 2/20/08 $ 0 $ 280,000 $ 560,000

2/20/08 0 13,000 26,000 $ 539,864
2/20/08 12,250 $ 593,819
2/20/08 16,200 $ 48.48 $ 245,910

Michael
B. Walen 2/20/08 $ 0 $ 351,050 $ 702,100

2/20/08 0 15,980 31,960 $ 663,617
2/20/08 15,050 $ 729,549
2/20/08 19,925 $ 48.48 $ 302,454

J. Scott
Arnold 2/20/08 $ 0 $ 151,250 $ 302,500

2/20/08 0 8,250 16,500 $ 342,606
2/20/08 7,760 $ 376,166
2/20/08 10,300 $ 48.48 $ 156,350

Jeffrey W.
Hutton 2/20/08 $ 0 $ 126,000 $ 252,000

2/20/08 0 5,150 10,300 $ 213,869
2/20/08 4,850 $ 235,104
2/20/08 6,450 $ 48.48 $ 97,908

(1) Amounts in this column represent a bonus payout of 200% of target. However, the maximum payout per
participant under the Annual Incentive Bonus is five million dollars. See discussion of the bonus factor
applicable to the Annual Incentive Bonus above under �Annual Incentive Bonus.�

(2) The second amount in this column for each NEO represents 100% of hybrid performance shares which vest
one-third on each of the first, second and third anniversaries of the date of grant, provided the Company has
positive operating income in the fiscal year prior to the vesting date.

(3) Amounts in this column represent 200% of the targeted traditional performance shares. Amounts earned in
excess of 100% are paid in cash based on the average of the high and low trading prices of a share of Common
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Stock at the end of the performance period. See discussion of the additional terms of the performance shares
below.

(4) Amounts in this column represent SARs that vest one-third on each of the first, second and third anniversaries
following the date of grant and have a seven year term. The exercise price of the SARs shown is the average
of the high and low trading prices of the Common Stock on the award date, as required by the 2004 Incentive
Plan. The closing market price of the Common Stock on the date of grant, February 20, 2008, was $49.37.

(5) The amounts in this column reflect the grant date fair value of the traditional performance shares, the hybrid
performance shares and the SARs granted in 2008, as computed in accordance with SFAS No. 123(R). The
traditional performance share awards were valued using a Monte Carlo model and the grant date fair value per
share used for financial reporting purposes was $41.53. The hybrid performance share awards were valued by
using the average of the Company�s high and low stock trading price on the date of grant which was $48.48.
SARs were valued using a Black-Scholes model and the grant date fair value per share used for financial
reporting purposes was $15.18. Additional assumptions used in the Monte Carlo model for performance
shares and the Black-Scholes model for SARs, as well as other assumptions used in the calculation of these
amounts, are included in footnote 10 of the Notes to the Consolidated Financial Statements included in the
Form 10-K.

25

Edgar Filing: HealthMarkets, Inc. - Form 10-Q

Table of Contents 32



The traditional performance shares awarded in 2008 have a three-year performance period, which commenced
January 1, 2008 and ends December 31, 2010. Each performance share represents the right to receive, after the end
of the performance period, from 0 to 200% of a share of Common Stock (with amounts over 100% paid in cash),
based on the Company�s performance. The performance criteria that determines the payout per performance share
is the relative total shareholder return on the Company�s Common Stock as compared to the total shareholder return
on the common equity of each company in a comparator group. For this purpose, total shareholder return is
expressed as a percentage equal to common stock price appreciation as averaged for the first and last month of the
performance period, plus dividends (on a cumulative reinvested basis). The comparator group consists of the
companies listed above under �Industry Peer Group�. If any member of the comparator group ceases to have publicly
traded common stock or if as a result of other business transactions becomes incomparable, it will be removed
from the comparator group and a replacement company will be added by the Compensation Committee.

After the end of the performance period, the Company will issue shares of Common Stock and pay cash in respect
of each performance share based on the relative ranking of the Company versus the comparator group for total
shareholder return during the performance period using the following scale:

Company Relative

Placement
Percent Performance

Shares
1-2 (highest) 200%
3-4 167%
5-6 133%
7-8 100%
9-10 75%
11-12 50%
13-14 25%
15-17 (lowest) 0%

As noted above, in the event of a relative ranking of 1 through 6, corresponding to a percentage payout above
100%, a share of performance stock will entitle the participant to receive one full share of Common Stock with
respect to the first 100% of the payout and the balance of the payout in cash, in an amount based on the fair market
value of a share of Common Stock at the end of the performance period.

If a participant is not an employee on the last day of the performance period due to death, disability or retirement,
Common Stock will be issued on the original performance period schedule and the level of payout will be
determined as with all other participants. If a participant is not an employee on the last day of the performance
period due to any other voluntary or involuntary termination, no shares of Common Stock will be issued in respect
of the participant�s performance share award unless otherwise determined by the Compensation Committee. Prior
to the issuance of shares of Common Stock in respect of a performance share award, the participant will have no
right to vote or receive dividends on the shares. The performance share award may not be assigned or transferred
except by will or the laws of descent and distribution. In the event of a Change-in-Control (as defined) all unvested
performance shares shall vest and the shares will be valued at a price based on the change-in-control transaction. In
the event the Company ceases to have publicly traded Common Stock as a result of a business combination or
other extraordinary transaction, the performance period will be terminated effective upon the date of such
cessation. The Committee certifies the results of the performance share awards prior to the issuance of Common
Stock.

The hybrid performance shares awarded in 2008 vest one-third on each of the first, second and third anniversaries
of the date of grant, provided the Company has positive operating income in the fiscal year prior to the vesting
date. If the performance metric is not met, then the respective tranche of hybrid performance shares will be
forfeited. Unvested hybrid performance shares will be forfeited if, during the three-year vesting period, the
executive voluntarily leaves the Company. In the event of an involuntary termination by the Company, the
Compensation Committee will determine whether the unvested hybrid performance shares will be forfeited. In the
event of an employment termination due to death, disability or retirement, all unvested hybrid performance shares
shall vest. Prior to vesting, the participant has no right to vote or receive dividends on such shares. The hybrid
performance shares may not be assigned or transferred except by will or the laws of descent and distribution. In the
event of a Change-in-Control (as defined), the unvested hybrid performance shares shall vest.
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The SARs awarded in 2008 vest one-third on each of the first, second and third anniversaries of the date of grant
and have a seven year term. Unvested SARs will be forfeited and vested SARs must be exercised within ninety
days if the executive voluntarily leaves the Company. In the event of an involuntary termination by the Company,
the Compensation Committee may extend the exercise period for vested SARs from 90 days to 36 months. In the
event of an employment termination due to death, disability or retirement, all SARs will vest. The SAR award may
not be assigned or transferred except by will or the laws of descent and distribution. In the event of a
Change-in-Control (as defined) all unvested SARs shall vest and remain exercisable throughout the term of the
SAR.
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In the event of any merger, reorganization, recapitalization, separation, liquidation, stock dividend, share
combination or other change in the corporate structure of the Company affecting the performance shares or the
SARs, the number of performance shares and SARs shall be equitably adjusted by the Compensation Committee to
prevent dilution or enlargement of rights.

For additional information about the treatment of certain of Mr. Dinges� awards in the event of an employment
termination, see �Potential Payments Upon Termination or Change-in-Control� below.

Outstanding Equity Awards at Fiscal Year-End

The table below reports for each NEO outstanding equity awards at December 31, 2008.

OUTSTANDING EQUITY AWARDS AT FISCAL YEAR-END 2008

Option Awards Stock Awards

Name

Number of
Securities

Underlying
Unexercised

Options

(#)

Exercisable
(1)

Number of
Securities

Underlying
Unexercised

Options

(#)

Unexercisable
(2)

Equity
Incentive

Plan
Awards:

Number of
Securities

Underlying
Unexercised
Unearned
Options

(#)

Option
Exercise

Price
($)

Option
Expiration

Date

Number
of

Shares
or

Units of
Stock
That
Have
Not

Vested

(#)
(3)

Market
Value of
Shares or
Units of
Stock
That
Have
Not

Vested

($)
(4)

Equity
Incentive

Plan
Awards:
Number

of
Unearned

Shares,
Units or
Other
Rights
That

Have Not
Vested

(#)
(5)

Equity
Incentive

Plan
Awards:

Market or
Payout

Value of
Unearned

Shares,
Units or
Other
Rights

That Have
Not Vested

($)
(4)

Dan O.
Dinges 60,866 30,434 �  $ 23.80 2/23/2013

12,332 24,668 �  $ 35.22 2/22/2014
39,875 �  $ 48.48 2/20/2015

�  10,734 $ 279,084 108,600 $ 2,823,600
�  51,143 $ 1,329,718

Scott C.
Schroeder 20,000 10,000 �  $ 23.80 2/23/2013

4,066 8,134 �  $ 35.22 2/22/2014
16,200 �  $ 48.48 2/20/2015

�  3,500 $ 91,000 36,400 $ 946,400
�  19,318 $ 502,268

Michael
B. Walen 24,666 12,334 �  $ 23.80 2/23/2013

5,000 10,000 �  $ 35.22 2/22/2014
19,925 �  $ 48.48 2/20/2015

�  4,334 $ 112,684 44,480 $ 1,156,480
�  23,718 $ 616,668

J. Scott
Arnold 14,666 7,334 �  $ 23.80 2/23/2013

3,000 6,000 �  $ 35.22 2/22/2014
10,300 �  $ 48.48 2/20/2015

�  2,568 $ 66,768 25,050 $ 651,300
�  12,828 $ 333,528

Jeffrey W.
Hutton 11,066 5,534 �  $ 23.80 2/23/2013

2,200 4,400 �  $ 35.22 2/22/2014
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6,450 �  $ 48.48 2/20/2015
�  1,968 $ 51,168 17,750 $ 461,500
�  8,584 $ 223,184

(1) The first and second amount in this column for each NEO is the exerciseable portion of a SAR award granted
on February 23, 2006 and February 22, 2007, respectively, both of which vest ratably on the first, second and
third anniversaries of the date of grant and have a seven-year term.

(2) The first, second and third amount in this column for each NEO is the unexercisable portion of a SAR granted
on February 23, 2006, February 22, 2007 and February 20, 2008, respectively, all of which vest ratably on the
first, second and third year anniversaries of the date of grant and have a seven year term.
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(3) All Shares reported in this column are time-vested restricted stock. The vesting schedule for each executive is
as follows:

Date Dan O. Dinges
Scott C.

Schroeder Michael B. Walen J. Scott Arnold Jeffrey W. Hutton
2/23/2009 10,734 3,500 4,334 2,568 1,968

(4) Market value is based on $26.00 per share closing price on December 31, 2008.

(5) The first amount in this column for each NEO is traditional performance share awards. The terms and
conditions of the traditional performance share awards are described above. The performance shares vest, if at
all, for each executive as follows:

Date Dan O. Dinges
Scott C.

Schroeder Michael B. Walen J. Scott Arnold Jeffrey W. Hutton
12/31/2008 36,400 12,000 14,700 8,600 6,600
12/31/2009 33,800 11,400 13,800 8,200 6,000
12/31/2010 38,400 13,000 15,980 8,250 5,150
The second amount in this column for each NEO is hybrid performance shares. The terms and conditions of the
hybrid performance share awards are described above. The hybrid performance shares vest, if at all, for each
executive as follows:

Date Dan O. Dinges
Scott C.

Schroeder Michael B. Walen J. Scott Arnold Jeffrey W. Hutton
2/20/2009 10,025 4,084 5,017 2,587 1,616
2/22/2009 10,534 3,534 4,334 2,534 1,866
2/20/2010 10,025 4,083 5,017 2,587 1,617
2/22/2010 10,534 3,534 4,334 2,534 1,868
2/20/2011 10,025 4,083 5,016 2,586 1,617
Option Exercises and Stock Vested

The table below reports exercised stock options, vested restricted stock and a performance share payout during
2008.

2008 OPTION EXERCISES AND STOCK VESTED

Option Awards Stock Awards

Name
Number of Shares

Acquired on Exercise (#)
Value Realized on

Exercise ($)

Number of Shares
Acquired on Vesting (#)

(1)

Value Realized on
Vesting ($)

(1)
Dan O. Dinges 128,800 $  4,362,243 114,600 $  6,421,316
Scott C. Schroeder �  �  37,364 $ 777,958
Michael B. Walen �  �  46,334 $ 2,595,651
J. Scott Arnold �  �  27,566 $ 1,544,695
Jeffrey W. Hutton �  �  20,832 $ 1,167,602

(1) Includes the number of shares and value realized for performance shares, the performance period for which
was May 1, 2005 through April 30, 2008 and which paid out upon the Compensation Committee�s certification
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of the results on April 30, 2008. Does not include the cash portion of the performance share award for
performance in excess of 100% of $2,710,979, $880,878, $1,093,504, $653,065, and $493,596, for
Mr. Dinges, Mr. Schroeder, Mr. Walen, Mr. Arnold and Mr. Hutton, respectively.
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Pension Benefits Table

The table below reports the present values of accumulated benefits payable to each NEO, including the number of
years of service credited to each NEO, under the Company�s qualified Pension Plan and the non-qualified
Supplemental Executive Retirement Plan. Additional information regarding the Pension Plan and the Supplemental
Executive Retirement Plan can be found above under �Elements of Post-Termination Compensation.�

PENSION BENEFITS

Name Plan Name

Number
of Years
Credited
Service

(#)

Present
Value of

Accumulated
Benefit

($)
(1)

Payments
During

Last
Fiscal
Year
($)

Dan O. Dinges Cabot Oil & Gas Corporation
Pension Plan 7.25 $ 122,125 �  
Cabot Oil & Gas Corporation
Non-Qualified Plan (SERP) 7.25 $ 605,461 �  

Scott C. Schroeder Cabot Oil & Gas Corporation
Pension Plan 13.18 $ 126,328 �  
Cabot Oil & Gas Corporation
Non-Qualified Plan (SERP) 13.18 $ 215,859 �  

Michael B. Walen (2) Cabot Oil & Gas Corporation
Pension Plan 21.68 $ 513,190 �  
Cabot Oil & Gas Corporation
Non-Qualified Plan (SERP) 21.68 $ 1,352,063 �  

J. Scott Arnold (2) Cabot Oil & Gas Corporation
Pension Plan 25.60 $ 440,834 �  
Cabot Oil & Gas Corporation
Non-Qualified Plan (SERP) 25.60 $ 391,877 �  

Jeffrey W. Hutton Cabot Oil & Gas Corporation
Pension Plan 23.77 $ 350,667 �  
Cabot Oil & Gas Corporation
Non-Qualified Plan (SERP) 22.77 $ 266,544 �  

(1) The amounts in this column reflect the same assumptions used for financial statement reporting purposes
under generally accepted accounting principles. The assumptions used in the calculation of these amounts are
included in footnote 5 to the Notes to the Consolidated Financial Statements and in Management�s Discussion
and Analysis of Financial Conditions and Results of Operations, under �Long-Term Employee Benefit Costs,�
included in the Company�s Form 10-K.

(2) Mr. Walen and Mr. Arnold are currently eligible for early retirement under the Pension Plan. Early retirement
is defined as reaching age 55, with 10 years of credited service. Pension Plan and Supplemental Executive
Retirement Plan benefits for early retirement are reduced by approximately 3% per year from the age 65
benefit if retirement is prior to age 62. Mr. Walen was 60 and Mr. Arnold was 55 at December 31, 2008.

Non-Qualified Deferred Compensation

The table below reports NEO contributions, earnings, and aggregate balances in the Company�s Deferred
Compensation Plan for 2008.

2008 NONQUALIFIED DEFERRED COMPENSATION
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Name

Executive
Contributions

in Last FY

($)
(1)

Registrant
Contributions

in Last FY
($)

Aggregate

Earnings in

Last FY

($)
(2)

Aggregate

Withdrawals/

Distributions
($)

Aggregate

Balance

at Last FYE

($)
(3)

Dan O. Dinges $ 156,125 �  $ (2,246,276) �  $ 3,762,125
Scott C. Schroeder $ 1,349,077 �  $ (1,287,597) �  $ 1,691,513
Michael B. Walen $ 59,883 �  $ (1,082,261) �  $ 2,323,296
J. Scott Arnold �  �  $ (1,958) �  $ 5,132
Jeffrey W. Hutton $ 37,000 �  $ 15,276 �  $ 546,157

(1) Amounts reported in this column are included in the Summary Compensation Table as salary, stock awards
and non-equity incentive plan compensation, as applicable.

(2) Amounts reported in this column are not included in the Summary Compensation Table.
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(3) The following amounts in this column were previously reported in prior years� summary compensation tables:

Dan O. Dinges $ 4,276,187
Scott C. Schroeder $ 1,243,464
Michael B. Walen $ 2,676,503
J. Scott Arnold $ 0
Jeffrey W. Hutton $ 373,850
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Up to 100% of salary, annual incentive bonus and vested traditional performance shares are permitted to be
deferred into the Deferred Compensation Plan, subject to payment of Social Security, Medicare, incomes taxes (on
compensation not deferred) and employee benefit plan withholding requirements. Since June 1, 2008, traditional
performance shares have not been permitted to be deferred into the Deferred Compensation Plan. Earnings on the
deferred balances are determined by the executive�s investment selections at the time of deferral. The Company
holds deferred amounts and earnings thereon as corporate assets, which are invested as elected by the executive.
For 2008, the investment options and their respective rates of return follow:

Fund Name Rate of Return
Fidelity Retirement Money Market 2.93%
Fidelity U. S. Bond Index 3.76%
Oakmark Equity & Income -16.18%
Oakmark Fund I -32.60%
Davis NY Venture -40.03%
Spartan U. S. Equity Index -37.03%
Fidelity Capital Appreciation -40.50%
Lord Abbett Mid Cap Value -39.44%
Calamos Growth A -50.28%
Royce Opportunity -45.73%
Fidelity Small Cap Stock -42.91%
Fidelity Int�l Discovery -44.28%
Cabot Oil & Gas Corporation Common Stock -35.40%

Distributions from the Deferred Compensation Plan are made no earlier than six months following retirement and
are based on the executive�s election at the time of deferral. Event-based distribution elections may be modified
provided that the modification is made at least one year prior to termination of employment. Time-based
distribution elections may be modified provided that the modification is made at least one year prior to the original
time elected and the new election is moved out at least two years past the original time-based distribution election.
Distribution elections can only be delayed not accelerated.

Potential Payments Upon Termination or Change-in-Control

The tables below reflect the compensation payable to each NEO upon voluntary termination, retirement,
involuntary not-for-cause termination, for cause termination, termination following a change-in-control and in the
event of disability or death of the executive. The amounts shown assume that such termination was effective as of
December 31, 2008, and thus includes amounts earned through such time and are estimates of the amounts which
would be paid out to the executives upon their termination. The actual amounts to be paid out can only be
determined at the time of such executive�s separation from the Company.

Change-in-Control Benefits

The Company has entered into Change-in-Control Agreements with each NEO and certain other senior officers of
the Company. The Committee believes that these agreements encourage these executives to remain employed and
to carry out their duties with the Company in the event of a change-in-control of the Company and during
circumstances suggesting a change-in-control might occur. The Committee believes this program is important to
maintaining strong leadership in those situations.

The agreements provide that, in the event of a change-in-control or in the event deemed to be in anticipation of a
change-in-control, the executives will receive certain benefits in the event that their employment is terminated
within two years of such event. The executive will receive these benefits unless termination is:

� for cause,

� voluntary on the part of the executive, but not a constructive termination, or
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� because of death or disability.
Benefits under the Change-in-Control Agreements generally include:

� a lump-sum cash payment equal to three times the sum of

� the executive�s base salary in effect immediately prior to the change-in-control or the executive�s
termination, whichever is greater, and

� the greater of (1) the executive�s target bonus for the year during which the change-in-control
occurred or, if greater, the year during which the executive�s termination occurred or (2) the
executive�s actual bonus paid in the year immediately preceding the change-in-control or, if
termination of employment occurs prior to a change-in-control, termination of employment,

� payment with respect to traditional performance shares at a price based on the change-in-control
transaction,
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� immediate vesting and exercisability of all of the executive�s stock options,

� immediate vesting and lapse of restrictions on any outstanding restricted stock grants,

� immediate vesting of any outstanding hybrid performance shares,

� three years of continued medical, dental and life insurance coverage at the premium rate applicable to
active executives,

� crediting of three additional years of service in the Company�s retirement plans, and

� outplacement assistance in an amount up to 15% of the executive�s base salary.
In the event that excise taxes apply to payments by the Company, the Company will make an additional tax gross
up payment to the executive in an amount to leave the executive �whole,� as if no excise tax had applied. No
payments have been made under these agreements.

In the agreements, a �change-in-control� is generally defined to include:

� any person or group becoming the beneficial owner of 35% or more of either the Company�s common
stock or the combined voting power of the Company�s outstanding voting securities, with certain
exceptions,

� specified changes in a majority of the members of the Board of Directors,

� a reorganization, merger or consolidation or sale or other disposition of substantially all of the Company�s
assets is consummated, unless, following the transaction:

� the persons who were the beneficial owners of the Company prior to the transaction continue to
own at least 50% of the common stock or other securities entitled to vote in the election of directors
of the resulting entity in substantially the same proportions as prior to the transaction,

� no individual or entity (other than an entity resulting from the transaction) beneficially owns 35% or
more of the common equity or voting power of the entity resulting from the transaction, except to
the extent that such ownership existed prior to the transaction, and

� at least a majority of the members of the Board of Directors of the entity resulting from the
transaction were members of the Company�s Board at the time the transaction was approved or
entered into, and

� a liquidation or dissolution of the Company.
CEO Employment Agreement
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In addition to a Change-in-Control Agreement, the Company has entered into an employment agreement with
Mr. Dinges. The employment agreement provides that if Mr. Dinges terminates his employment for good reason
(as defined) or if the Company terminates his employment other than for cause (as defined), Mr. Dinges will
receive:

� a lump sum cash payment equal to two times his annual base salary plus two times his annual target
bonus,

� a 24-month continuation of medical and life insurance programs at the premium rate applicable to active
executives,

� full vesting of all of his restricted stock awards,

� full vesting of all of his stock option awards and SAR awards, and

� full vesting of all of his performance shares.
Under the terms of Mr. Dinges� Employment Agreement, in the event of a change-in-control, Mr. Dinges will
receive the more generous of the benefits and payments, as determined on a benefit-by-benefit basis, under either
his Change-in-Control Agreement or his employment agreement, but not both.

The following table shows the potential payments upon termination or a change-in-control of the Company for
Dan O. Dinges, Chairman, President and Chief Executive Officer.
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Dan O. Dinges

Executive Benefit and
Payments Upon
Separation

Voluntary
Termination

for Good
Reason

Voluntary
Termination

Retirement
(1)

Involuntary
Not For
Cause

Termination

For
Cause

TerminationChange-in-Control Disability Death
Compensation
Multiple of Salary
(0x, 2x or 3x) $ 1,150,000 $ 0 $ 0 $ 1,150,000 $ 0 $ 1,725,000 $ 0 $ 0
Multiple of Bonus
(0x, 2x or 3x) 1,150,000 0 0 1,150,000 0 1,987,500 0 0
Long-Term
Incentive
Compensation
Performance Share
Vesting 0 0 0 0 0 4,153,318 4,153,318 4,153,318
Stock Appreciation
Rights Vesting 0 0 0 0 0 200,860 200,860 200,860
Restricted Stock
Vesting 279,084 0 0 279,084 0 279,084 279,084 279,084
Benefits &
Perquisites
Additional Years of
Service Benefit
(Non-Qualified) 0 0 0 0 0 301,074 0 0
Early Payout of
Deferred
Compensation 0 0 0 0 0 3,762,125 0 3,762,125
Health, Life, and
Welfare Benefits
Continuation 60,766 0 0 60,766 0 60,766 0 0
Excise Tax &
Gross-Up 0 0 0 0 0 0 0 0
Outplacement
Services 0 0 0 0 0 86,250 0 0
Earned Vacation 0 0 0 0 0 0 0 0
Total $ 2,639,850 $ 0 $ 0 $ 2,639,850 $ 0 $ 12,555,977 $ 4,633,262 $ 8,395,387

(1) Mr. Dinges was not retirement eligible on December 31, 2008.
The following table shows the potential payments upon termination or a change-in-control of the Company for
Scott C. Schroeder, Vice President and CFO.

Scott C. Schroeder

Executive Benefit and
Payments Upon

Separation
Voluntary

Termination
Retirement

(1)

Involuntary
Not For
Cause

Termination
For Cause

TerminationChange-in-Control Disability Death
Compensation
Multiple of Salary (0x, 2x
or 3x) $ 0 $ 0 $ 0 $ 0 $ 1,050,000 $ 0 $ 0
Multiple of Bonus (0x, 2x
or 3x) 0 0 0 0 871,875 0 0
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Long-Term Incentive
Compensation
Performance Share
Vesting 0 0 0 0 1,448,668 1,448,668 1,448,668
Stock Appreciation
Rights Vesting 0 0 0 0 66,000 66,000 66,000
Restricted Stock Vesting 0 0 0 0 91,000 91,000 91,000
Benefits & Perquisites
Additional Years of
Service Benefit
(Non-Qualified) 0 0 0 0 77,131 0 0
Early Payout of Deferred
Compensation 0 0 0 0 1,691,513 0 1,691,513
Health, Life, and Welfare
Benefits Continuation 0 0 0 0 63,588 0 0
Excise Tax & Gross-Up 0 0 0 0 0 0 0
Outplacement Services 0 0 0 0 52,500 0 0
Earned Vacation 29,615 0 29,615 29,615 29,615 29,615 29,615
Total $ 29,615 $ 0 $ 29,615 $ 29,615 $ 5,441,890 $ 1,635,283 $ 3,326,796

(1) Mr. Schroeder was not retirement eligible on December 31, 2008.
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The following table shows the potential payments upon termination or a change-in-control of the Company for
Michael B. Walen, Senior Vice President and COO.

Michael B. Walen

Executive Benefit and
Payments Upon
Separation

Voluntary
Termination Retirement

Involuntary
Not For
Cause

Termination

For
Cause

TerminationChange-in-Control Disability Death
Compensation
Multiple of Salary (0x, 2x
or 3x) $ 0 $ 0 $ 0 $ 0 $ 1,239,000 $ 0 $ 0
Multiple of Bonus (0x, 2x
or 3x) 0 0 0 0 1,146,000 0 0
Long-Term Incentive
Compensation
Performance Share
Vesting 0 1,773,148 0 0 1,773,148 1,773,148 1,773,148
Stock Appreciation Rights
Vesting 0 81,400 0 0 81,400 81,400 81,400
Restricted Stock Vesting 0 112,606 0 0 112,606 112,606 112,606
Benefits & Perquisites
Additional Years of
Service Benefit
(Non-Qualified) 0 0 0 0 258,077 0 0
Early Payout of Deferred
Compensation 0 0 0 0 2,323,296 0 2,323,296
Health, Life, and Welfare
Benefits Continuation 0 0 0 0 74,590 0 0
Excise Tax & Gross-Up 0 0 0 0 0 0 0
Outplacement Services 0 0 0 0 61,950 0 0
Earned Vacation 9,675 9,675 9,675 9,675 9,675 9,675 9,675
Total $ 9,675 $ 1,976,829 $ 9,675 $ 9,675 $ 7,079,742 $ 1,976,829 $ 4,300,125
The following table shows the potential payments upon termination or a change-in-control of the Company for J.
Scott Arnold, Vice President, Land and General Counsel.

J. Scott Arnold

Executive Benefit and
Payments Upon
Separation

Voluntary
Termination Retirement

Involuntary
Not For
Cause

Termination

For
Cause

TerminationChange-in-Control Disability Death
Compensation
Multiple of Salary (0x, 2x
or 3x) $ 0 $ 0 $ 0 $ 0 $ 925,000 $ 0 $ 0
Multiple of Bonus (0x, 2x
or 3x) 0 0 0 0 486,750 0 0
Long-Term Incentive
Compensation
Performance Share
Vesting 0 984,828 0 0 984,828 984,828 984,828
Stock Appreciation Rights
Vesting 0 48,400 0 0 48,400 48,400 48,400
Restricted Stock Vesting 0 66,768 0 0 66,768 66,768 66,768
Benefits & Perquisites

0 0 0 81,015 0 0
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Additional Years of
Service Benefit
(Non-Qualified)
Early Payout of Deferred
Compensation 0 0 0 0 5,132 0 5,132
Health, Life, and Welfare
Benefits Continuation 0 0 0 0 60,170 0 0
Excise Tax & Gross-Up 0 0 0 0 0 0 0
Outplacement Services 0 0 0 0 41,250 0 0
Earned Vacation 9,916 9,916 9,916 9,916 9,916 9,916 9,916
Total $ 9,916 $ 1,109,912 $ 9,916 $ 9,916 $ 2,709,229 $ 1,109,912 $ 1,115,044
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The following table shows the potential payments upon termination or a change-in-control of the Company for
Jeffrey W. Hutton, Vice President, Marketing.

Jeffrey W. Hutton

Executive Benefit and
Payments Upon
Separation

Voluntary
Termination

Retirement
(1)

Involuntary
Not For
Cause

Termination
For Cause

TerminationChange-in-Control Disability Death
Compensation
Multiple of Salary (0x, 2x
or 3x) $ 0 $ 0 $ 0 $ 0 $ 756,000 $ 0 $ 0
Multiple of Bonus (0x, 2x
or 3x) 0 0 0 0 444,000 0 0
Long-Term Incentive
Compensation
Performance Share
Vesting 0 0 0 0 684,684 684,684 684,684
Stock Appreciation Rights
Vesting 0 0 0 0 36,520 36,520 36,520
Restricted Stock Vesting 0 0 0 0 51,168 51,168 51,168
Benefits & Perquisites
Additional Years of
Service Benefit
(Non-Qualified) 0 0 0 0 66,279 0 0
Early Payout of Deferred
Compensation 0 0 0 0 546,157 0 543,157
Health, Life, and Welfare
Benefits Continuation 0 0 0 0 28,538 0 0
Excise Tax & Gross-Up 0 0 0 0 0 0 0
Outplacement Services 0 0 0 0 37,800 0 0
Earned Vacation 16,719 0 16,719 16,719 16,719 16,719 16,719
Total $ 16,719 $ 0 $ 16,719 $ 16,719 $ 2,667,865 $ 789,091 $ 1,332,248

(1) Mr. Hutton was not retirement eligible on December 31, 2008.
Director Compensation

The table below summarizes the total compensation paid to each of the non-employee directors of the Company
for the fiscal year ended December 31, 2008. For more information on director compensation see �Director
Compensation� above.

DIRECTOR COMPENSATION TABLE

Name

Fees
Earned
or Paid
in Cash

($)

Stock
Awards

($)
(2) (3)

Option
Awards

($)
(3) (4)

Non-Equity
Incentive Plan
Compensation

($)

Change in
Pension

Value and
Nonqualified

Deferred
Compensation

Earnings

All Other
Compensation

($)
(5)

Total
($)

Rhys J. Best $ 13,750 $ 62,491 �  �  �  $ 362 $ 76,603
John G.L. Cabot (1) $ 48,750 $ 125,338 �  �  �  $ 1,099 $ 175,187
David M. Carmichael $ 58,750 $ 125,338 $ 29,877 �  �  $ 1,243 $ 215,208
Robert L. Keiser $ 58,750 $ 125,338 $ 29,877 �  �  $ 1,243 $ 215,208
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Robert Kelley $ 63,750 $ 125,338 �  �  �  $ 2,275 $ 191,363
P. Dexter Peacock $ 70,000 $ 125,338 �  �  �  $ 2,275 $ 197,613
William P. Vititoe $ 62,500 $ 125,338 �  �  �  $ 3,878 $ 191,716

(1) Mr. Cabot retired from the Board of Directors in April 2008.

(2) The amounts in this column reflect the dollar amount recognized with respect to restricted stock units for
financial statement reporting purposes for the fiscal year ended December 31, 2008, in accordance with SFAS
No. 123(R), which also equals the grant date fair value computed in accordance with SFAS No. 123(R).
Assumptions used in the calculation of these amounts are included in footnote 10 to the Notes to the
Consolidated Financial Statements included in the Form 10-K. In February 2008, each non-employee director
(excluding Mr. Best who was not yet a director) received a grant of 2,560 restricted stock units, with an
aggregate grant date fair value of $752,028 based on the average of the high and low trading price of the
Common Stock on February 21, 2008, the grant date. In July 2008, Mr. Best received a grant of 1,205
restricted stock units, with a grant date fair value of $62,491 based on the average of the high and low trading
price of the Common Stock on July 22, 2008, the grant date. The restricted stock units vest on the grant date
and are paid in shares of Common Stock on the date the non-employee director ceases to be a director of the
Company.
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(3) The aggregate number of stock awards and the aggregate number of option awards outstanding at
December 31, 2008 were as follows:

Name
Stock

Awards
Stock

Options
Rhys J. Best 1,205 �  
John G. L. Cabot �  �  
David M. Carmichael 11,002 20,000
Robert L. Keiser 11,002 30,000
Robert Kelley 19,602 10,500
P. Dexter Peacock 19,602 �  
William P. Vititoe 19,602 �  

(4) The amounts in this column reflect the dollar amount recognized with respect to stock options for financial
statement reporting purposes for the fiscal year ended December 31, 2008, in accordance with SFAS
No. 123(R) and thus may include amounts from awards granted in and prior to 2008. The grant date fair value
of these awards was computed using a Black-Scholes model. Assumptions used for these stock option grants
expensed during 2008 are detailed below:

Grant Date

Grant
Date
Fair

Value
per

Share

Stock
Price

Volatility

Risk
Free
Rate

of
Return

Expected
Dividend

Expected
Term

(in
years)

February 23, 2006 $ 7.32 31.5% 4.6% 0.3% 4.0
Additional information regarding the accounting for stock options is included in footnote 10 to the Notes to the
Consolidated Financial Statements included in the Form 10-K.

(5) The amounts in this column include for each director some or all of the following:

� A quarterly dividend of $.03 per share paid on the restricted stock units awarded in 2008 and in prior
years.

� Spouse travel to the September 2008 Board of Directors meeting and related expenses.
Equity Compensation Plan Information

The following table provides information as of December 31, 2008 regarding the number of shares of Common
Stock that may be issued under the Company�s equity compensation plans. All of the Company�s equity
compensation plans have been approved by the Company�s stockholders.

Plan Category (a)
Number of
securities

to be issued
upon

exercise of
outstanding

options,

(b)
Weighted-

average
exercise
price of

outstanding
options,

warrants

(c)
Number of
securities
remaining

available for
future

issuance
under equity
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warrants
and rights

and rights compensation
plans

(excluding
securities

reflected in
column (a))

Equity compensation plans approved by security holders 552,430 $ 31.11 3,967,895(1)

Equity compensation plans not approved by security holders n/a n/a n/a
Total 552,430 $ 31.11 3,967,895(1)

(1) Includes 90,940 shares of restricted stock awarded under the 2004 Incentive Plan, the restrictions on which
lapse over the period 2009, 2010 and 2011; 812,330 performance shares awarded under the 2004 Incentive
Plan, the performance periods which end on various dates in 2009, 2010 and 2011; 151,445 hybrid
performance shares, which vest, if at all, in 2009, 2010 and 2011; and 82,015 restricted stock units awarded to
the non-employee directors under the 2004 Incentive Plan, the restrictions on which lapse upon a
non-employee director�s departure from the Board of Directors.

CONFLICT OF INTEREST AND RELATED PARTY TRANSACTIONS

        Under the Company�s Code of Business Conduct, directors, officers and employees are to avoid situations that
present a potential conflict between their personal interests and the interests of the Company. The Code requires
that, at all times, directors, officers and employees make a prompt disclosure in writing to the Company�s Vice
President and Corporate Secretary of any fact or circumstance that may involve an actual or potential conflict of
interest as well as any information necessary to determine the existence or likely development of conflicts of
interest. This specifically includes any material transaction or relationship that could reasonably be expected to
give rise to a conflict of interest. This requirement includes situations that create even the appearance of a conflict
of interest.
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For executive officers of the Company other than the CEO, the Vice President and Corporate Secretary reviews the
written disclosure described above with the CEO, and a determination is made whether to approve the transaction
resulting in the conflict of interest or potential conflict of interest. The CEO and the Vice President and Corporate
Secretary may refer the matter to the Company�s Board of Directors as circumstances require. If the transaction
involves the CEO or a member of the Board of Directors, the matter is referred to the full Board of Directors for
review and approval. In each case the standard applied in approving the transaction is the best interests of the
Company without regard to the interests of the individual officer or director involved in the transaction. These
procedures for reviewing and approving conflict of interest transactions are based on the Company�s past practice
and are not in writing.

In the second quarter of 2006, the Company implemented its Mineral, Royalty and Overriding Royalty Interest
Plan under which the Company may offer to a number of its employees, including its executive officers, the
opportunity to purchase a portion of the mineral, participating and non-participating royalty and overriding royalty
interests acquired by the Company from time to time for cash at a price determined using the same cost basis as the
Company acquired such interests. In 2006, the Company offered to 73 participants, including ten officers, whose
participation was approved by the Compensation Committee, the opportunity to purchase $2.3 million of the
mineral, royalty and overriding royalty interests acquired by the Company in the McCampbell Field, located in
Aransas Pass, Texas. Interests were offered to the key professional employees in the region in which the interest
was located and to management level employees in the other regions and the corporate office. Participants were
offered an interest commensurate with their level of responsibility and their income. Each participant was offered
an interest in the same property. Each of the officers participating in the plan, including each NEO, purchased
interests in the field. No individual officer purchased in excess of $115,000 of the interests offered, and no other
interests were offered under the plan in 2006, 2007 or 2008.

In accordance with the plan, the Company makes all determinations with respect to the acquisition, exploration,
development, maintenance and operation of any property subject to an interest under the plan using the same
criteria (or criteria less favorable to the property subject to an interest) as it would use were such property not
subject to such an interest (that is, the Company will not favor properties subject to interests under the plan over
properties not subject to such interests when allocating Company resources in the acquisition, exploration,
development, maintenance and operation of its properties).

COMPENSATION COMMITTEE INTERLOCKS

AND INSIDER PARTICIPATION

No member of the Compensation Committee was, during 2008, an officer or employee of the Company or any of
its subsidiaries, or formerly an officer of the Company or any of its subsidiaries. During 2008 the Company had no
compensation committee interlocks.

SECTION 16(a) BENEFICIAL OWNERSHIP

REPORTING COMPLIANCE

Section 16(a) of the Securities Exchange Act of 1934 requires the Company�s executive officers and directors to
file initial reports of ownership and reports of changes in ownership of Company Common Stock with the
Securities and Exchange Commission and, pursuant to rules promulgated under Section 16(a), such individuals are
required to furnish the Company with copies of Section 16(a) reports they file. Based solely on a review of the
copies of such reports furnished to the Company, and written representations that those reports accurately reflect
all reportable transactions and holdings, the Company is aware of no failures to comply with the Section 16(a)
reporting requirements during 2008.
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BENEFICIAL OWNERSHIP OF OVER FIVE PERCENT OF COMMON STOCK

The following table reports beneficial ownership of the Common Stock by holders of more than five percent of the
Company�s Common Stock. Unless otherwise noted, all ownership information is based upon filings made by such
persons with the Securities and Exchange Commission.

Name and Address of Beneficial Owner

Number of
Shares

of Common
Stock

Owned

Percent
of

Class
FMR LLC
82 Devonshire Street
Boston, MA 02109 14,802,893(1) 14.3%
Wellington Management Company, LLP
75 State Street
Boston, MA 02109 13,103,270(2) 12.7%
Neuberger Berman, Inc.

Neuberger Berman, LLC.
605 Third Avenue
New York, NY 10158 6,676,846(3) 6.5%
Janus Capital Management LLC
151 Detroit Street
Denver, CO 80206 6,457,604(4) 6.2%

(1) According to Amendment No. 3 to a Schedule 13G, dated February 13, 2009, filed with the Commission by
FMR LLC, it has sole voting power over 1,894,770 of these shares, no voting power over the remainder and
sole dispositive power over all of these shares.

(2) According to Amendment No. 22 to a Schedule 13G, dated February 17, 2009, filed with the Commission by
Wellington Management Company, LLP, it has shared voting power over 8,270,170 of these shares, no voting
power over the remainder of these shares, and shared dispositive power over all of these shares.

(3) According to Amendment No. 12 to a Schedule 13G, dated February 12, 2009, filed with the Commission by
Neuberger Berman, Inc. and Neuberger Berman, LLC., they have sole voting power over 2,388,972 of these
shares, shared voting power over 2,877,300 of these shares, and shared dispositive power over all of these
shares.

(4) According to a Schedule 13G, dated February 17, 2009, filed with the Commission by Janus Capital
Management LLC, it has shared voting power and shared dispositive power over all of these shares.
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BENEFICIAL OWNERSHIP OF DIRECTORS AND EXECUTIVE OFFICERS

The following table reports, as of February 1, 2009, beneficial ownership of Common Stock by each director and
nominee for director, by each named executive officer listed in the 2008 Summary Compensation Table and by all
directors, nominees and executive officers as a group. Unless otherwise indicated, the persons below have sole
voting and investment power with respect to the shares of Common Stock shown as beneficially owned by them.

Name of Beneficial Owner

Number of
Outstanding

Shares of
Common

Stock Held

Number of Shares of

Common Stock
Beneficially Owned

Percent
Class

Rhys J. Best 2,500 3,705 1/ *
David M. Carmichael 0 31,002 2/ *
Robert L. Keiser 16,000 57,002 3/ *
Robert Kelley 66,413 96,515 4/ *
P. Dexter Peacock 82,099 101,701 5/ *
William P. Vititoe 22,844 42,446 6/ *
Dan O. Dinges 672,201 832,854 7/12/13/14 *
Michael B. Walen 198,117 265,443 8/12/13/14 *
Scott C. Schroeder 169,357 224,008 9/12/13/14 *
J. Scott Arnold 48,892 88,078 10/12/13/14 *
Jeffrey W. Hutton 79,448 109,708 11/12/13/14 *

All directors, nominees and executive officers as a group
(14 individuals) 2,107,636 15/ 2.0%

* Represents less than 1% of the outstanding Common Stock.

1/ Includes 1,205 restricted stock units, the restrictions on which lapse upon Mr. Best�s retirement from the Board
of Directors.

2/ Includes 20,000 shares purchasable upon the exercise of options within 60 days and 11,002 restricted stock
units, the restrictions on which lapse upon Mr. Carmichael�s retirement from the Board of Directors.

3/ Includes 30,000 shares purchasable upon the exercise of options within 60 days and 11,002 restricted stock
units, the restrictions on which lapse upon Mr. Keiser�s retirement from the Board of Directors.

4/ Includes 10,500 shares purchasable upon the exercise of options within 60 days, 4,000 shares over which
Mr. Kelley shares voting and investment power, and 19,602 restricted stock units, the restrictions on which
lapse upon Mr. Kelley�s retirement from the Board of Directors.

5/ Includes 19,602 restricted stock units, the restrictions on which lapse upon Mr. Peacock�s retirement from the
Board of Directors.

6/ Includes 19,602 restricted stock units, the restrictions on which lapse upon Mr. Vititoe�s retirement from the
Board of Directors.
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7/ Includes 129,360 stock appreciation rights exercisable within 60 days.

8/ Includes 53,642 stock appreciation rights exercisable within 60 days.

9/ Includes 43,534 stock appreciation rights exercisable within 60 days.

10/ Includes 64 shares held in the Company�s Savings Investment Plan as to which Mr. Arnold shares voting and
investment power and 31,434 stock appreciation rights exercisable within 60 days.

11/ Includes 1,660 shares held in the Company�s Savings Investment Plan as to which Mr. Hutton shares voting
and investment power and 23,150 stock appreciation rights exercisable within 60 days.

12/ Includes 10,734, 4,334, 3,500, 2,568 and 1,968 shares of restricted stock granted to Messrs. Dinges, Walen,
Schroeder, Arnold and Hutton, respectively, on February 23, 2006, the restrictions on which lapse one-third
on each of the three one year anniversaries following the date of award. Messrs. Dinges, Walen, Schroeder,
Arnold and Hutton have no voting or investment power with respect to these shares during the restrictive
period.

13/ Includes 10,534, 4,334, 3,534, 2,534 and 1,866 hybrid performance shares, which is one-third of the total
hybrid performance share award made to Messrs. Dinges, Walen, Schroeder, Arnold and Hutton, respectively,
on February 22, 2007. These shares vested February 22, 2009 because the Company had positive operating
income during 2008. For more information on the hybrid performance shares see �Long Term Incentives�
above.
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14/ Includes 10,025, 5,016, 4,083, 2,586 and 1,616 hybrid performance shares, which is one-third of the total
hybrid performance share award made to Messrs. Dinges, Walen, Schroeder, Arnold and Hutton, respectively,
on February 20, 2008. These shares vested on February 20, 2009 because the Company had positive operating
income in 2008. For more information on the hybrid performance shares see �Long Term Incentives� above.

15/ Includes 4,635 shares held in the Company�s Savings Investment Plan as to which the executive officers share
voting and investment power, 343,668 stock appreciation rights exercisable by the executive officers within
60 days, 28,000 hybrid performance shares which vested February 22, 2009 and 27,724 hybrid performance
shares which vested on February 20, 2009. Includes 28,406 shares of restricted stock granted to the executive
officers and 82,015 restricted stock units granted to the directors. See also Notes 1-14 above.

FUTURE STOCKHOLDER PROPOSALS

Any stockholder proposal intended for inclusion in the proxy statement for the 2010 Annual Meeting of
Stockholders of the Company, and otherwise eligible, should be sent to Ms. Lisa A. Machesney, Vice President,
Managing Counsel and Corporate Secretary, Cabot Oil & Gas Corporation, 1200 Enclave Parkway, Houston,
Texas 77077 and must be received by November 24, 2009.

The Bylaws of the Company require timely advance written notice of stockholder nominations of director
candidates and of any other business to be presented by a stockholder at an annual meeting of stockholders. To be
timely, the Bylaws require advance written notice be delivered to the Company�s Secretary at the principal
executive offices of the Company not later than the close of business on the 60th day, nor earlier than the close of
business on the 90th day, prior to the anniversary of the preceding year�s annual meeting (with certain exceptions if
the date of the annual meeting is different by more than specified amounts from the anniversary date). The
deadline for submission for the 2010 Annual Meeting of Stockholders is currently February 27, 2010. To be valid,
a notice must set forth certain information specified in the Bylaws.

SOLICITATION OF PROXIES

The cost of soliciting proxies in the enclosed form will be born by the Company. In addition to solicitation by mail,
officers, employees or agents of the Company may solicit proxies personally. The Company may request banks
and brokers or other similar agents or fiduciaries to transmit the proxy material to the beneficial owners for their
voting instructions and will reimburse them for their expenses in so doing. Georgeson Inc. has been retained to
assist the Company in the solicitation of proxies at a fee estimated not to exceed $10,000, plus expenses.

MISCELLANEOUS

The Company�s management does not know of any matters to be presented at the Annual Meeting other than those
set forth in the Notice of Annual Meeting of Stockholders. However, if any other matters properly come before the
Annual Meeting, the persons named in the enclosed proxy intend to vote the shares to which the proxy relates on
such matters in accordance with their best judgment unless otherwise specified in the proxy.

BY ORDER OF THE BOARD OF DIRECTORS,

LISA A. MACHESNEY

Vice President, Managing Counsel and
Corporate Secretary

March 24, 2009
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CABOT OIL & GAS CORPORATION

ATTN: LISA MACHESNEY

1200 ENCLAVE PARKWAY

HOUSTON, TX 77077

VOTE BY INTERNET - www.proxyvote.com

Use the Internet to transmit your voting instructions
and for electronic delivery of information up until
11:59 P.M. Eastern Time the day before the meeting
date. Have your proxy card in hand when you access
the web site and follow the instructions to obtain your
records and to create an electronic voting instruction
form.

E L E C T R O N I C  D E L I V E R Y  O F  F U T U R E
PROXY MATERIALS

If you would like to reduce the costs incurred by our
company in mailing proxy materials, you can consent
to receiving all future proxy statements, proxy cards
and annual reports electronically via e-mail or the
Internet. To sign up for electronic delivery, please
follow the instructions above to vote using the Internet
and, when prompted, indicate that you agree to receive
or access proxy materials electronically in future
years.

VOTE BY PHONE - 1-800-690-6903

Use any touch-tone telephone to transmit your voting
instructions up until 11:59 P.M. Eastern Time the day
before the meeting date. Have your proxy card in hand
when you call and then follow the instructions.

VOTE BY MAIL

Mark, sign and date your proxy card and return it in
the postage-paid envelope we have provided or return
it to Vote Processing, c/o Broadridge, 51 Mercedes
Way, Edgewood, NY 11717.

TO VOTE, MARK BLOCKS BELOW IN BLUE OR BLACK INK AS FOLLOWS:

COGCO1 KEEP THIS PORTION
FOR YOUR RECORDS

THIS PROXY CARD IS VALID ONLY WHEN SIGNED AND DATED. DETACH AND RETURN
THIS PORTION ONLY

CABOT OIL & GAS CORPORATION

The Board of Directors recommends you vote �FOR� Proposals I
through IV.

I.       To elect the following three persons to the Board of Directors of the
Company.

Nominees: For Against Abstain

Ia.     Rhys J. Best ¨ ¨    ¨    
¨ ¨    ¨    
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Ib.    Robert Kelley

Ic.     P. Dexter Peacock ¨ ¨    ¨    

Vote on Proposals For Against Abstain

II.     To approve an amendment to the Company�s Certificate of Incorporation
to increase the authorized Common Stock of the Company from 120,000,000
shares to 240,000,000 shares.

¨ ¨    ¨    

III.    To reapprove the material terms of the performance goals under the 2004
Incentive Plan.

¨ ¨    ¨    

IV.   To ratify the appointment of the firm PricewaterhouseCoopers LLP as the
independent registered public accounting firm for the Company for its 2009
fiscal year.

¨ ¨    ¨    

V.     To transact such other business as may properly come before the meeting or any adjournments or
postponements thereof.

For address changes and/or comments, please check
this box and write them on the back where indicated.

¨    

Please indicate if you plan to attend this
meeting. ¨    ¨    

Yes    No    

Signature [PLEASE SIGN WITHIN
BOX] Date

S i g n a t u r e  ( J o i n t
Owners) Date
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Meeting Time: 8:00 a.m. local time

Meeting Location: Cabot Oil & Gas Corporation�s corporate headquarters, First Floor Auditorium,

located at 1200 Enclave Parkway, Houston, Texas 77077

Important Notice Regarding the Availability of Proxy Materials for the Annual Meeting of Stockholders to
be Held on

April 28, 2009:

The Notice and Proxy Statement and 2008 Annual Report are available free of charge at
www.cabotog.com/2009AnnualMeeting.

COGO2    

CABOT OIL & GAS CORPORATION

The undersigned acknowledges receipt of the notice of Annual Meeting of Stockholders and the Proxy
Statement, each dated March 24, 2009, and appoints Lisa A. Machesney, Vice President and Corporate
Secretary, and Scott C. Schroeder, Vice President and Chief Financial Officer, or either of them, proxies
for the undersigned, with power of substitution, to vote all of the undersigned�s shares of common stock of
Cabot Oil & Gas Corporation at the Annual Meeting of Stockholders to be held at Cabot Oil & Gas
Corporation�s corporate headquarters, First Floor Auditorium, located at 1200 Enclave Parkway, Houston,
Texas 77077 at 8:00 a.m., local time, on April 28, 2009, and at any adjournments or postponements
thereof.

In their discretion, the proxies are authorized to vote upon such other business as may properly come
before the meeting or any adjournments or postponements thereof.

This proxy will be voted in the manner directed herein by the undersigned stockholder. If no
direction is made, this proxy will be voted FOR Items I, II, III and IV and will grant discretionary
authority pursuant to Item V.

This proxy will revoke all prior proxies signed by you.

Address Changes/Comments:

(If you noted any Address Changes/Comments above, please mark corresponding box on the reverse side.)
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