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If an emerging growth company, indicate by check mark if the registrant has elected not to use the extended transition
period for complying with any new or revised financial accounting standards provided pursuant to Section 13(a) of the
Exchange Act. [   ] 

    Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act). 
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PART I. FINANCIAL INFORMATION
FORWARD-LOOKING STATEMENTS

This report contains forward-looking statements within the meaning of the U.S. Private Securities Litigation Reform
Act of 1995, which are subject to the safe harbors created by such Act. Forward-looking statements can be identified
by words such as anticipates, assumes, intends, plans, seeks, believes, estimates, expects, and similar references to
future periods. Examples of forward-looking statements include, but are not limited to, statements regarding the
following:
•plans, projections and predictions;
•objectives, goals or strategies;
•assumptions, generalizations and estimates;
•ongoing continuation of past practices or patterns;
•future events or performance;
•trends;
•risks;
•timing and cyclicality;
•earnings and dividends;
•capital expenditures and allocation;
•capital or organizational structure, including restructuring as a holding company;
•climate change and our role in a low-carbon future;
•growth;
•customer rates;
•labor relations and workforce succession;
•commodity costs;
•gas reserves;
•operational and financial performance and costs;
•energy policy, infrastructure and preferences;
•public policy approach and involvement;
•efficacy of derivatives and hedges;
•liquidity, financial positions, and planned securities issuances;
•valuations;
•project and program development, expansion, or investment;
•business development efforts, including acquisitions and integration thereof;
•asset dispositions and outcomes thereof;
•pipeline capacity, demand, location, and reliability;
•adequacy of property rights and headquarter development;
•technology implementation and cybersecurity practices;
•competition;
•procurement and development of gas supplies;
•estimated expenditures;
•costs of compliance;
•credit exposures;
•rate or regulatory outcomes, recovery or refunds;
•impacts or changes of laws, rules and regulations;
•tax liabilities or refunds, including effects of tax reform;
•levels and pricing of gas storage contracts and gas storage markets;
•outcomes, timing and effects of potential claims, litigation, regulatory actions, and other administrative matters;
•projected obligations, expectations and treatment with respect to retirement plans;
•availability, adequacy, and shift in mix, of gas supplies;
•effects of new or anticipated changes in critical accounting policies or estimates;
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•approval and adequacy of regulatory deferrals;
•effects and efficacy of regulatory mechanisms; and
•environmental, regulatory, litigation and insurance costs and recoveries, and timing thereof.

Forward-looking statements are based on our current expectations and assumptions regarding our business, the
economy and other future conditions. Because forward-looking statements relate to the future, they are subject to
inherent uncertainties, risks and changes in circumstances that are difficult to predict. Our actual results may differ
materially from those contemplated by the forward-looking statements. We therefore caution you against relying on
any of these forward-looking statements. They are neither statements of historical fact nor guarantees or assurances of
future operational or financial performance. Important factors that could cause actual results to differ materially from
those in the forward-looking statements are discussed in our 2017 Annual Report on Form 10-K, Part I, Item 1A “Risk
Factors” and Part II, Item 7 and Item 7A, “Management’s Discussion and Analysis of Financial Condition and Results of
Operations” and “Quantitative and Qualitative Disclosures about Market Risk,” and in Part I, Items 2 and 3,
“Management’s Discussion and Analysis of Financial Condition and Results of Operations” and “Quantitative and
Qualitative Disclosures About Market Risk”, respectively of Part II of this report.

AC Draft
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Any forward-looking statement made by us in this report speaks only as of the date on which it is made. Factors or
events that could cause our actual results to differ may emerge from time to time, and it is not possible for us to
predict all of them. We undertake no obligation to publicly update any forward-looking statement, whether as a result
of new information, future developments or otherwise, except as may be required by law.

AC Draft
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ITEM 1. CONSOLIDATED FINANCIAL STATEMENTS

NORTHWEST NATURAL GAS COMPANY
CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME (UNAUDITED)

Three Months Ended
June 30,

Six Months Ended
June 30,

In thousands, except per share data 2018 2017 2018 2017

Operating revenues $124,567 $134,476 $388,202 $430,200

Operating expenses:
Cost of gas 42,053 53,005 150,159 196,616
Operations and maintenance 38,028 34,997 77,551 72,443
Environmental remediation 1,882 2,611 6,506 9,565
General taxes 7,729 7,204 17,203 15,883
Revenue taxes 4,780 — 17,209 —
Depreciation and amortization 21,147 20,224 42,022 40,177
Other operating expenses 679 — 1,532 —
Total operating expenses 116,298 118,041 312,182 334,684
Income from operations 8,269 16,435 76,020 95,516
Other income (expense), net 7 (340 ) (827 ) (763 )
Interest expense, net 8,771 9,473 18,045 19,103
Income (loss) before income taxes (495 ) 6,622 57,148 75,650
Income tax (benefit) expense (156 ) 2,547 15,476 30,178
Net income (loss) from continuing operations (339 ) 4,075 41,672 45,472
Loss from discontinued operations, net of tax (659 ) (1,346 ) (1,133 ) (2,433 )
Net income (loss) (998 ) 2,729 40,539 43,039
Other comprehensive income:
Amortization of non-qualified employee benefit plan liability, net of
taxes of $56 and $88 for the three months ended and $111 and $177 for
the six months ended June 30, 2018 and 2017, respectively

153 137 307 273

Comprehensive income (loss) $(845 ) $2,866 $40,846 $43,312
Average common shares outstanding:
Basic 28,791 28,648 28,772 28,641
Diluted 28,791 28,717 28,825 28,722
Earnings (loss) from continuing operations per share of common stock:
Basic $(0.01 ) $0.14 $1.45 $1.58
Diluted (0.01 ) 0.14 1.45 1.58
Loss from discontinued operations per share of common stock:
Basic $(0.02 ) $(0.04 ) $(0.04 ) $(0.08 )
Diluted (0.02 ) (0.04 ) (0.04 ) (0.08 )
Earnings (loss) per share of common stock:
Basic $(0.03 ) $0.10 $1.41 $1.50
Diluted (0.03 ) 0.10 1.41 1.50
Dividends declared per share of common stock 0.4725 0.4700 0.9450 0.9400
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NORTHWEST NATURAL GAS COMPANY
CONSOLIDATED BALANCE SHEETS (UNAUDITED)

June 30, June 30, December
31,

In thousands 2018 2017 2017

Assets:
Current assets:
Cash and cash equivalents $8,755 $20,854 $3,472
Accounts receivable 31,512 30,778 66,236
Accrued unbilled revenue 13,995 13,896 62,381
Allowance for uncollectible accounts (657 ) (845 ) (956 )
Regulatory assets 41,092 37,504 45,781
Derivative instruments 2,044 1,530 1,735
Inventories 43,109 57,264 47,577
Gas reserves 16,579 16,072 15,704
Other current assets 11,672 13,028 24,949
Discontinued operations current assets (Note 15) 12,743 1,923 3,057
Total current assets 180,844 192,004 269,936
Non-current assets:
Property, plant, and equipment 3,298,856 3,098,112 3,204,635
Less: Accumulated depreciation 984,998 942,558 960,477
Total property, plant, and equipment, net 2,313,858 2,155,554 2,244,158
Gas reserves 75,362 92,020 84,053
Regulatory assets 339,177 348,284 356,608
Derivative instruments 1,077 162 1,306
Other investments 64,854 68,885 66,363
Other non-current assets 11,588 3,164 6,505
Discontinued operations non-current assets (Note 15) — 205,081 10,817
Total non-current assets 2,805,916 2,873,150 2,769,810
Total assets $2,986,760 $3,065,154 $3,039,746

See Notes to Unaudited Consolidated Financial Statements

AC Draft
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NORTHWEST NATURAL GAS COMPANY
CONSOLIDATED BALANCE SHEETS (UNAUDITED)

June 30, June 30, December
31,

In thousands 2018 2017 2017

Liabilities and equity:
Current liabilities:
Short-term debt $47,100 $— $54,200
Current maturities of long-term debt 74,785 61,991 96,703
Accounts payable 70,551 95,126 111,021
Taxes accrued 6,916 6,906 18,883
Interest accrued 6,652 5,966 6,773
Regulatory liabilities 34,275 28,041 34,013
Derivative instruments 11,744 4,734 18,722
Other current liabilities 32,935 31,015 39,942
Discontinued operations current liabilities (Note 15) 12,922 1,303 1,593
Total current liabilities 297,880 235,082 381,850
Long-term debt 683,895 658,118 683,184
Deferred credits and other non-current liabilities:
Deferred tax liabilities 281,028 577,176 270,526
Regulatory liabilities 602,294 359,205 586,093
Pension and other postretirement benefit liabilities 218,061 219,718 223,333
Derivative instruments 3,913 3,466 4,649
Other non-current liabilities 140,163 134,793 135,292
Discontinued operations - non-current liabilities (Note 15) — 12,167 12,043
Total deferred credits and other non-current liabilities 1,245,459 1,306,525 1,231,936
Commitments and contingencies (Note 14)
Equity:
Common stock - no par value; authorized 100,000 shares; issued and
outstanding 28,800, 28,662, and 28,736 at June 30, 2018 and 2017, and
December 31, 2017, respectively

452,195 444,058 448,865

Retained earnings 315,462 428,049 302,349
Accumulated other comprehensive loss (8,131 ) (6,678 ) (8,438 )
Total equity 759,526 865,429 742,776
Total liabilities and equity $2,986,760 $3,065,154 $3,039,746

See Notes to Unaudited Consolidated Financial Statements

AC Draft
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NORTHWEST NATURAL GAS COMPANY
CONSOLIDATED STATEMENTS OF CASH FLOWS (UNAUDITED)

Six Months Ended
June 30,

In thousands 2018 2017

Operating activities:
Net Income $40,539 $43,039
Adjustments to reconcile net income to cash provided by operations:
Depreciation and amortization 42,022 40,177
Regulatory amortization of gas reserves 7,816 8,031
Deferred income taxes 11,227 22,170
Qualified defined benefit pension plan expense 2,876 2,615
Contributions to qualified defined benefit pension plans (5,570 ) (7,250 )
Deferred environmental expenditures, net (7,330 ) (6,817 )
Amortization of environmental remediation 6,506 9,565
Regulatory revenue deferral from the TCJA 9,212 —
Other 810 1,128
Changes in assets and liabilities:
Receivables, net 79,332 85,250
Inventories 4,803 (3,501 )
Income taxes (11,967 ) (5,243 )
Accounts payable (26,613 ) (21,849 )
Interest accrued (121 ) —
Deferred gas costs 4,787 15,325
Other, net 3,623 8,243
Discontinued operations 700 3,348
Cash provided by operating activities 162,652 194,231
Investing activities:
Capital expenditures (102,370) (94,333 )
Other 195 (404 )
Discontinued operations (283 ) 15
Cash used in investing activities (102,458) (94,722 )
Financing activities:
Repurchases related to stock-based compensation — (2,034 )
Proceeds from stock options exercised 45 1,309
Long-term debt retired (22,000 ) —
Change in short-term debt (7,100 ) (53,300 )
Cash dividend payments on common stock (25,577 ) (26,919 )
Other (279 ) (1,232 )
Cash used in financing activities (54,911 ) (82,176 )
Increase in cash and cash equivalents 5,283 17,333
Cash and cash equivalents, beginning of period 3,472 3,521
Cash and cash equivalents, end of period $8,755 $20,854

Supplemental disclosure of cash flow information:
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Interest paid, net of capitalization $17,117 $18,011
Income taxes paid 13,347 9,081
See Notes to Unaudited Consolidated Financial Statements
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NORTHWEST NATURAL GAS COMPANY
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (UNAUDITED)

1. ORGANIZATION AND PRINCIPLES OF CONSOLIDATION 

The accompanying consolidated financial statements represent the consolidated results of Northwest Natural Gas
Company (NW Natural or the Company) and all companies we directly or indirectly control, either through majority
ownership or otherwise. Our regulated local gas distribution business, referred to as the utility segment, is our core
operating business and serves residential, commercial, and industrial customers in Oregon and southwest Washington.
The other category primarily includes the non-utility portion of our Mist gas storage facility that provides storage
services for utilities, gas marketers, electric generators, and large industrial users from facilities located in Oregon. In
addition, we have investments and other non-utility activities reported as other.

Our core utility business assets and operating activities are largely included in the parent company, NW Natural. Our
direct and indirect wholly-owned subsidiaries include:

•NW Natural Energy, LLC (NWN Energy);
◦NW Natural Gas Storage, LLC (NWN Gas Storage);
▪Gill Ranch Storage, LLC (Gill Ranch), which is presented as a discontinued operation;
•Northwest Energy Corporation (Energy Corp);
◦NWN Gas Reserves LLC (NWN Gas Reserves);
•NNG Financial Corporation (NNG Financial);

•NW Natural Water Company, LLC (NWN Water);
◦FWC Merger Sub, Inc.;
◦Cascadia Water, LLC (Cascadia);
•Northwest Natural Holding Company (NWN Holding); and
◦NWN Merger Sub, Inc. (NWN Holdco Sub).

Investments in corporate joint ventures and partnerships we do not directly or indirectly control, and for which we are
not the primary beneficiary, include NWN Energy's investment in Trail West Holdings, LLC (TWH), which is
accounted for under the equity method, and NNG Financial's investment in Kelso-Beaver Pipeline. NW Natural and
its affiliated companies are collectively referred to herein as NW Natural. The consolidated financial statements are
presented after elimination of all intercompany balances and transactions. In this report, the term “utility” is used to
describe our regulated gas distribution business, and the term “non-utility” is used to describe the non-utility portion of
our Mist gas storage facility and other non-utility investments and business activities.

Information presented in these interim consolidated financial statements is unaudited, but includes all material
adjustments management considers necessary for a fair statement of the results for each period reported including
normal recurring accruals. These consolidated financial statements should be read in conjunction with the audited
consolidated financial statements and related notes included in our 2017 Annual Report on Form 10-K (2017 Form
10-K), taking into consideration the changes mentioned below in this Note 1 and in Notes 4 and 15. A significant part
of our business is of a seasonal nature; therefore, results of operations for interim periods are not necessarily indicative
of full year results.
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During the second quarter of 2018, we moved forward with our long-term strategic plans, which include a shift away
from our merchant gas storage business. In June 2018, NWN Gas Storage, our wholly-owned subsidiary, entered into
a Purchase and Sale Agreement that provides for the sale of all of the membership interests in its wholly-owned
subsidiary, Gill Ranch, subject to various regulatory approvals and closing conditions. We have concluded that the
pending sale of Gill Ranch qualifies as assets and liabilities held for sale and discontinued operations. As such, for all
periods presented, the results of Gill Ranch have been presented as a discontinued operation on the consolidated
statements of comprehensive income and cash flows, and the assets and liabilities associated with Gill Ranch have
been classified as discontinued operations assets and liabilities on the consolidated balance sheets. See Note 15 for
additional information. Additionally, we reevaluated our reportable segments and concluded that the remaining gas
storage activities no longer meet the requirements to be separately reported as a segment. The non-utility portion of
our Mist gas storage facility is now reported as other, and all prior periods reflect this change. See Note 4, which
provides segment information. These reclassifications had no effect on our prior year's consolidated results of
operations, financial condition, or cash flows.

Our notes to the consolidated financial statements reflect the activity of our continuing operations for all periods
presented, unless otherwise noted. Note 15 provides information regarding our discontinued operations.

2. SIGNIFICANT ACCOUNTING POLICIES

Our significant accounting policies are described in Note 2 of the 2017 Form 10-K. There were no material changes to
those accounting policies during the six months ended June 30, 2018 other than those incorporated in Note 5 and Note
15 relating to revenue and discontinued operations, respectively. The following are current updates to certain critical
accounting policy estimates and new accounting standards.

AC Draft
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Industry Regulation  
In applying regulatory accounting principles, we capitalize or defer certain costs and revenues as regulatory assets and
liabilities pursuant to orders of the Oregon Public Utilities Commission (OPUC) or Washington Utilities and
Transportation Commission (WUTC), which provide for the recovery of revenues or expenses from, or refunds to,
utility customers in future periods, including a return or a carrying charge in certain cases.
Amounts deferred as regulatory assets and liabilities were as follows:

Regulatory Assets

June 30, December
31,

In thousands 2018 2017 2017
Current:
Unrealized loss on derivatives(1) $11,744 $4,625 $18,712
Gas costs 273 859 154
Environmental costs(2) 5,594 6,724 6,198
Decoupling(3) 10,232 12,136 11,227
Income taxes 2,217 4,378 2,218
Other(4) 11,032 8,782 7,272
Total current $41,092 $37,504 $45,781
Non-current:
Unrealized loss on derivatives(1) $3,913 $3,466 $4,649
Pension balancing(5) 67,527 55,358 60,383
Income taxes 19,267 36,591 19,991
Pension and other postretirement benefit liabilities 171,186 176,136 179,824
Environmental costs(2) 65,156 64,008 72,128
Gas costs 28 87 84
Decoupling(3) 1,636 1,993 3,970
Other(4) 10,464 10,645 15,579
Total non-current $339,177 $348,284 $356,608

Regulatory Liabilities

June 30, December
31,

In thousands 2018 2017 2017
Current:
Gas costs $20,906 $15,708 $14,886
Unrealized gain on derivatives(1) 1,938 1,459 1,674
Decoupling(3) 2,153 134 322
Other(4) 9,278 10,740 17,131
Total current $34,275 $28,041 $34,013
Non-current:
Gas costs $3,460 $2,719 $4,630
Unrealized gain on derivatives(1) 1,077 162 1,306
Decoupling(3) 410 — 957
Income taxes(6) 222,734 — 213,306
Accrued asset removal costs(7) 370,245 350,828 360,929
Other(4) 4,368 5,496 4,965
Total non-current $602,294 $359,205 $586,093
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(1)
Unrealized gains or losses on derivatives are non-cash items and therefore, do not earn a rate of return or a carrying
charge. These amounts are recoverable through utility rates as part of the annual Purchased Gas Adjustment (PGA)
mechanism when realized at settlement.

(2) Refer to footnote (3) per the Deferred Regulatory Asset table in Note 14 for a description of environmental costs.
(3) This deferral represents the margin adjustment resulting from differences between actual and expected volumes. 

(4) Balances consist of deferrals and amortizations under approved regulatory mechanisms and typically earn a rate of
return or carrying charge.

(5) Refer to footnote (1) of the Net Periodic Benefit Cost table in Note 8 for information regarding the deferral of
pension expenses.

(6) This balance represents estimated amounts associated with the Tax Cuts and Jobs Act. See Note 9.
(7) Estimated costs of removal on certain regulated properties are collected through rates.

AC Draft
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We believe all costs incurred and deferred at June 30, 2018 are prudent. We annually review all regulatory assets and
liabilities for recoverability and more often if circumstances warrant. If we should determine that all or a portion of
these regulatory assets or liabilities no longer meet the criteria for continued application of regulatory accounting, then
we would be required to write-off the net unrecoverable balances in the period such determination is made.

New Accounting Standards
We consider the applicability and impact of all accounting standards updates (ASUs) issued by the Financial
Accounting Standards Board (FASB). ASUs not listed below were assessed and determined to be either not applicable
or are expected to have minimal impact on our consolidated financial position or results of operations.

Recently Adopted Accounting Pronouncements
STOCK COMPENSATION. On May 10, 2017, the FASB issued ASU 2017-09, "Stock Compensation - Scope of
Modification Accounting." The purpose of the amendment is to provide clarity, reduce diversity in practice, and
reduce the cost and complexity when applying the guidance in Topic 718, related to a change to the terms or
conditions of a share-based payment award. Specifically, an entity would not apply modification accounting if the fair
value, vesting conditions, and classification of the awards are the same immediately before and after the modification.
The amendments in this update were effective for us beginning January 1, 2018, and will be applied prospectively to
any award modified on or after the adoption date. The adoption did not have a material impact to our financial
statements or disclosures.

RETIREMENT BENEFITS. On March 10, 2017, the FASB issued ASU 2017-07, "Improving the Presentation of Net
Periodic Pension Cost and Net Periodic Post Retirement Benefit Cost." The ASU requires entities to disaggregate
current service cost from the other components of net periodic benefit cost and present it with other current
compensation costs for related employees in the income statement. Additionally, the other components of net periodic
benefit costs are to be presented elsewhere in the income statement and outside of income from operations, if that
subtotal is presented. Only the service cost component of the net periodic benefit cost is eligible for capitalization. The
amendments in this update were effective for us beginning January 1, 2018.

Upon adoption, the ASU required that changes to the income statement presentation of net periodic benefit cost be
applied retrospectively, while changes to amounts capitalized must be applied prospectively. As such, the interest cost,
expected return on assets, amortization of prior service costs, and other costs have been reclassified from operations
and maintenance expense to other income (expense), net on our consolidated statement of comprehensive income for
the three and six months ended June 30, 2017. We did not elect the practical expedient which would have allowed us
to reclassify amounts disclosed previously in the pension and other postretirement benefits footnote disclosure as the
basis for applying retrospective presentation. As mentioned above, on a prospective basis, the other components of net
periodic benefit cost will not be eligible for capitalization, however, they will continue to be included in our pension
regulatory balancing mechanism.

The retrospective presentation requirement related to the other components of net periodic benefit cost affected the
operations and maintenance expense and other income (expense), net lines on our consolidated statement of
comprehensive income. For the three months and six months ended June 30, 2017, $1.3 million and $2.6 million of
expense was reclassified from operations and maintenance expense and included in other income (expense), net,
respectively.

STATEMENT OF CASH FLOWS. On August 26, 2016, the FASB issued ASU 2016-15, "Classification of Certain
Cash Receipts and Cash Payments." The ASU adds guidance pertaining to the classification of certain cash receipts
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and payments on the statement of cash flows. The purpose of the amendment is to clarify issues that have been
creating diversity in practice. The amendments in this standard were effective for us beginning January 1, 2018, and
the adoption did not have a material impact to our financial statements or disclosures as our historical practices and
presentation were consistent with the directives of this ASU.

FINANCIAL INSTRUMENTS. On January 5, 2016, the FASB issued ASU 2016-01, "Financial Instruments -
Overall: Recognition and Measurement of Financial Assets and Financial Liabilities." The ASU enhances the
reporting model for financial instruments, which includes amendments to address aspects of recognition,
measurement, presentation, and disclosure. The new standard was effective for us beginning January 1, 2018, and the
adoption did not have a material impact to our financial statements or disclosures.

REVENUE RECOGNITION. On May 28, 2014, the FASB issued ASU 2014-09 "Revenue From Contracts with
Customers." The underlying principle of the guidance requires entities to recognize revenue depicting the transfer of
goods or services to customers at amounts the entity is expected to be entitled to in exchange for those goods or
services. The ASU also prescribes a five-step approach to revenue recognition: (1) identify the contract(s) with the
customer; (2) identify the separate performance obligations in the contract(s); (3) determine the transaction price; (4)
allocate the transaction price to separate performance obligations; and (5) recognize revenue when, or as, each
performance obligation is satisfied. The guidance also requires additional disclosures, both qualitative and
quantitative, regarding the nature, amount, timing and uncertainty of revenue and cash flows.

The new accounting standard and all related amendments were effective for us beginning January 1, 2018. We applied
the accounting standard to all contracts using the modified retrospective method. The new standard is primarily
reflected in our consolidated statement of comprehensive income and Note 5. The implementation of the new revenue
standard did not result in

AC Draft
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changes to how we currently recognize revenue, and therefore, we did not have a cumulative effect or adjustment to
the opening balance of retained earnings. The implementation did result in changes to our disclosures and presentation
of revenue and expenses. The comparative information for prior years has not been restated. There is no material
impact to our financial results and no significant changes to our control environment due to the adoption of the new
revenue standard on an ongoing basis.

As previously discussed, the adoption of the new revenue standard did not impact our consolidated balance sheet or
statement of cash flows but did result in changes to the presentation of our consolidated statements of comprehensive
income. Had the adoption of the new revenue standard not occurred, our operating revenues for the three and six
months ended June 30, 2018 would have been $119.8 million and $371.0 million, compared to the reported amounts
of $124.6 million and $388.2 million under the new revenue standard, respectively. Similarly, absent the impact of the
new revenue standard, our operating expenses would have been $111.5 million and $295.0 million, compared to the
reported amounts of $116.3 million and $312.2 million under the new revenue standard for the three and six months
ended June 30, 2018, respectively. The effect of the change was an increase in both operating revenues and operating
expenses of $4.8 million and $17.2 million for the three and six months ended June 30, 2018, respectively, due to the
change in presentation of revenue taxes. As part of the adoption of the new revenue standard, we evaluated the
presentation of revenue taxes under the new guidance and across our peer group and concluded that the gross
presentation of revenue taxes provides the greatest level of consistency and transparency. Prior to the adoption of the
new revenue standard, a portion of revenue taxes was presented net in operating revenues and a portion was recorded
directly on the balance sheet. During the three and six months ended June 30, 2018, we recognized $4.8 million and
$17.2 million in revenue taxes in operating revenues and operating expenses, respectively. In comparison, for the
three and six months ended June 30, 2017, we recognized $5.6 million and $19.3 million in revenue taxes, of which
$3.2 million and $11.0 million were recorded in operating revenues and $2.4 million and $8.3 million were recorded
on the balance sheet, respectively. The change in presentation of revenue taxes had no impact on utility margin, net
income or earnings per share.

Recently Issued Accounting Pronouncements
ACCUMULATED OTHER COMPREHENSIVE INCOME. On February 14, 2018, the FASB issued ASU 2018-02,
"Income Statement—Reporting Comprehensive Income: Reclassification of Certain Tax Effects from Accumulated
Other Comprehensive Income." This update was issued in response to concerns from certain stakeholders regarding
the current requirements under U.S. GAAP that deferred tax assets and liabilities are adjusted for a change in tax laws
or rates, and the effect is to be included in income from continuing operations in the period of the enactment date. This
requirement is also applicable to items in accumulated other comprehensive income where the related tax effects were
originally recognized in other comprehensive income. The adjustment of deferred taxes due to the new corporate
income tax rate enacted through the Tax Cuts and Jobs Act (TCJA) on December 22, 2017 recognized in income from
continuing operations causes the tax effects of items within accumulated other comprehensive income (referred to as
stranded tax effects) to not reflect the appropriate tax rate. The amendments in this update allow a reclassification
from accumulated other comprehensive income to retained earnings for stranded tax effects resulting from the TCJA
and require certain disclosures about stranded tax effects. The amendments in this update are effective for us
beginning January 1, 2019, and should be applied either in the period of adoption or retrospectively to each period in
which the effect of the change in the federal corporate income tax rate in the TCJA is recognized. The reclassification
allowed in this update is elective, and we are currently assessing whether we will make the reclassification. This
update is not expected to have a material impact on our financial condition.

DERIVATIVES AND HEDGING. On August 28, 2017, the FASB issued ASU 2017-12, "Derivatives and Hedging:
Targeted Improvements to Accounting for Hedging Activities." The purpose of the amendment is to more closely
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align hedge accounting with companies’ risk management strategies. The ASU amends the accounting for risk
component hedging, the hedged item in fair value hedges of interest rate risk, and amounts excluded from the
assessment of hedge effectiveness. The guidance also amends the recognition and presentation of the effect of hedging
instruments and includes other simplifications of hedge accounting. The amendments in this update are effective for
us beginning January 1, 2019. Early adoption is permitted. The amended presentation and disclosure guidance is
required prospectively. We are currently assessing the effect of this standard on our financial statements and
disclosures.

LEASES. On February 25, 2016, the FASB issued ASU 2016-02, "Leases," which revises the existing lease
accounting guidance. Pursuant to the new standard, lessees will be required to recognize all leases, including operating
leases that are greater than 12 months at lease commencement, on the balance sheet and record corresponding
right-of-use assets and lease liabilities. Lessor accounting will remain substantially the same under the new standard.
Quantitative and qualitative disclosures are also required for users of the financial statements to have a clear
understanding of the nature of our leasing activities. On November 29, 2017, the FASB proposed an additional
practical expedient that would allow entities to apply the transition requirements on the effective date of the standard.
Additionally, on January 25, 2018, the FASB issued ASU 2018-01, "Land Easement Practical Expedient for
Transition to Topic 842", to address the costs and complexity of applying the transition provisions of the new lease
standard to land easements. This ASU provides an optional practical expedient to not evaluate existing or expired land
easements that were not previously accounted for as leases under the current lease guidance. The standard and
associated ASUs are effective for us beginning January 1, 2019. We are currently assessing our lease population and
material contracts to determine the effect of this standard on our financial statements and disclosures. Refer to Note 14
of the 2017 Form 10-K for our current lease commitments.
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3. EARNINGS PER SHARE 

Basic earnings per share are computed using net income and the weighted average number of common shares
outstanding for each period presented. Diluted earnings per share are computed in the same manner, except using the
weighted average number of common shares outstanding plus the effects of the assumed exercise of stock options and
the payment of estimated stock awards from other stock-based compensation plans that are outstanding at the end of
each period presented. Antidilutive stock awards are excluded from the calculation of diluted earnings per common
share.

Diluted earnings (loss) from continuing operations per share are calculated as follows:
Three Months
Ended June 30,

Six Months
Ended June 30,

In thousands, except per share data 2018 2017 2018 2017
Net income (loss) from continuing operations $(339 ) $4,075 $41,672 $45,472
Average common shares outstanding - basic 28,791 28,648 28,772 28,641
Additional shares for stock-based compensation plans (See Note 6) — 69 53 81
Average common shares outstanding - diluted 28,791 28,717 28,825 28,722
Earnings (loss) from continuing operations per share of common stock - basic $(0.01) $0.14 $1.45 $1.58
Earnings (loss) from continuing operations per share of common stock - diluted $(0.01) $0.14 $1.45 $1.58
Additional information:
Antidilutive shares 53 32 10 21

4. SEGMENT INFORMATION 

We primarily operate in one reportable business segment, which is our local gas distribution business and which is
referred to as the utility segment. During the second quarter of 2018, we moved forward with our long-term strategic
plans, which include a shift away from our merchant gas storage business, by entering into a Purchase and Sale
Agreement that provides for the sale of all of the membership interests in Gill Ranch, subject to various regulatory
approvals and closing conditions. As such, we reevaluated our reportable segments and concluded that the gas storage
activities no longer meet the requirements of a reportable segment. Our ongoing, non-utility gas storage activities,
which include our interstate storage and optimization activities at our Mist gas storage facility, are now reported as
other. We also have other investments and business activities not specifically related to our utility segment, which are
aggregated and reported as other. We refer to our local gas distribution business as the utility and all other activities as
non-utility.

Local Gas Distribution
Our local gas distribution segment is a regulated utility principally engaged in the purchase, sale, and delivery of
natural gas and related services to customers in Oregon and southwest Washington. As a regulated utility, we are
responsible for building and maintaining a safe and reliable pipeline distribution system, purchasing sufficient gas
supplies from producers and marketers, contracting for firm and interruptible transportation of gas over interstate
pipelines to bring gas from the supply basins into our service territory, and re-selling the gas to customers subject to
rates, terms, and conditions approved by the OPUC or WUTC.
Gas distribution also includes taking customer-owned gas and transporting it from interstate pipeline connections, or
city gates, to the customers’ end-use facilities for a fee, which is approved by the OPUC or WUTC. As of December
31, 2017, approximately 89% of our customers are located in Oregon and 11% in Washington. On an annual basis,
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residential and commercial customers typically account for around 60% of our utility’s total volumes delivered and
90% of our utility’s margin. Industrial customers largely account for the remaining volumes and utility margin. A small
amount of utility margin is also derived from miscellaneous services, gains or losses from an incentive gas cost
sharing mechanism, and other service fees.
Industrial sectors we serve include: pulp, paper, and other forest products; the manufacture of electronic,
electrochemical and electrometallurgical products; the processing of farm and food products; the production of
various mineral products; metal fabrication and casting; the production of machine tools, machinery, and textiles; the
manufacture of asphalt, concrete, and rubber; printing and publishing; nurseries; government and educational
institutions; and electric generation.
In addition to our local gas distribution business, our utility segment also includes the utility portion of our Mist
underground storage facility, our North Mist gas storage expansion in Oregon, and NWN Gas Reserves, which is a
wholly-owned subsidiary of Energy Corp.

Other
We have non-utility investments and other business activities, which are aggregated and reported as other. Other
includes NWN Gas Storage, a wholly-owned subsidiary of NWN Energy, and the non-utility portion of our Mist
facility in Oregon and third-party
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asset management services. Earnings from non-utility assets at our Mist facility are primarily related to firm storage
capacity revenues. Earnings from the Mist facility also include revenue, net of amounts shared with utility customers,
from management of utility assets at Mist and upstream pipeline capacity when not needed to serve utility customers.
Under the Oregon sharing mechanism, we retain 80% of the pre-tax income from these services when the costs of the
capacity have not been included in utility rates, or 33% of the pre-tax income when the costs have been included in
utility rates. The remaining 20% and 67%, respectively, are recorded to a deferred regulatory account for crediting
back to utility customers.

Other also includes NNG Financial, non-utility appliance retail center operations, NWN Water, which is pursuing
investments in the water sector itself and through its wholly-owned subsidiaries FWC Merger Sub, Inc. and Cascadia,
NWN Energy's equity investment in TWH, which is pursuing development of a cross-Cascades transmission pipeline
project and NWN Holding, which is pursuing the holding company reorganization of NW Natural through its
wholly-owned subsidiary NWN Holdco Sub.

All prior period amounts have been retrospectively adjusted to reflect the change in our reportable segments and the
designation of Gill Ranch as a discontinued operation.

Inter-segment transactions were immaterial for the periods presented. The following table presents summary financial
information concerning the reportable segments of our continuing operations. See Note 15 for information regarding
our discontinued operation, Gill Ranch Storage.

Three Months Ended June 30,
In thousands Utility Other Total
2018
Operating revenues $118,515 $6,052 $124,567
Depreciation and amortization 20,766 381 21,147
Income from operations 4,545 3,724 8,269
Net income (loss) from continuing operations (2,970 ) 2,631 (339 )
Capital expenditures 43,801 1,239 45,040
2017
Operating revenues $130,095 $4,381 $134,476
Depreciation and amortization 19,894 330 20,224
Income from operations 13,158 3,277 16,435
Net income from continuing operations 2,137 1,938 4,075
Capital expenditures 54,265 1,142 55,407

Six Months Ended June 30,
In thousands Utility Other Total
2018
Operating revenues $376,448 $11,754 $388,202
Depreciation and amortization 41,309 713 42,022
Income from operations 69,301 6,719 76,020
Net income from continuing operations 36,913 4,759 41,672
Capital expenditures 100,695 1,675 102,370
Total assets at June 30, 2018(1) 2,907,724 66,293 2,974,017
2017
Operating revenues $422,821 $7,379 $430,200
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Depreciation and amortization 39,518 659 40,177
Income from operations 90,285 5,231 95,516
Net income from continuing operations 42,329 3,143 45,472
Capital expenditures 93,119 1,214 94,333
Total assets at June 30, 2017(1) 2,792,011 66,139 2,858,150
Total assets at December 31, 2017(1) 2,961,326 64,546 3,025,872
(1) Total assets exclude assets related to discontinued operations of $12.7 million, $207.0 million, and $13.9 million as
of June 30, 2018, June 30, 2017, and December 31, 2017, respectively.
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Utility Margin
Utility margin is a financial measure used by our chief operating decision maker (CODM) consisting of utility
operating revenues, reduced by the associated cost of gas, environmental recovery revenues, and revenue taxes. The
cost of gas purchased for utility customers is generally a pass-through cost in the amount of revenues billed to
regulated utility customers. Environmental recovery revenues represent collections received from customers through
our environmental recovery mechanism in Oregon. These collections are offset by the amortization of environmental
liabilities, which is presented as environmental remediation expense in our operating expenses. Revenue taxes are
collected from our utility customers and remitted to our taxing authorities. The collections from customers are offset
by the expense recognition of the obligation to the taxing authority. By subtracting cost of gas, environmental
remediation expense, and revenue taxes from utility operating revenues, utility margin provides a key metric used by
our CODM in assessing the performance of the utility segment.

The following table presents additional segment information concerning utility margin:
Three Months
Ended June 30,

Six Months Ended
June 30,

In thousands 2018 2017 2018 2017
Utility margin calculation:
Utility operating revenues $118,515 $130,095 $376,448 $422,821
Less: Utility cost of gas 42,107 53,005 150,271 196,616
          Environmental remediation expense 1,882 2,611 6,506 9,565
Revenue taxes(1) 4,780 — 17,209 —
Utility margin $69,746 $74,479 $202,462 $216,640

(1)

The change in presentation of revenue taxes was a result of the adoption of ASU 2014-09 "Revenue From
Contracts with Customers" and all related amendments on January 1, 2018. This change had no impact on utility
margin results as revenue taxes were previously presented net in utility operating revenue. For additional
information, see Note 2.

5. REVENUE 

The following table presents our disaggregated revenue from continuing operations:
Three months ended June
30, 2018

In thousands Utility Other Total
Local gas distribution revenue $114,725 $— $114,725
Gas storage revenue, net — 2,736 2,736
Asset management revenue, net — 2,140 2,140
Appliance retail center revenue — 1,176 1,176
    Revenue from contracts with customers 114,725 6,052 120,777

Alternative revenue 3,663 — 3,663
Leasing revenue 127 — 127
    Total operating revenues $118,515 $6,052 $124,567

Six months ended June 30,
2018

In thousands Utility Other Total
Local gas distribution revenue $372,954 $— $372,954
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Gas storage revenue, net — 5,314 5,314
Asset management revenue, net — 3,719 3,719
Appliance retail center revenue — 2,721 2,721
    Revenue from contracts with customers 372,954 11,754 384,708

Alternative revenue 3,291 — 3,291
Leasing revenue 203 — 203
    Total operating revenues $376,448 $11,754 $388,202

Revenue is recognized when our obligation to our customer is satisfied and in the amount we expect to receive in
exchange for transferring goods or providing services. Our revenue from contracts with customers contain one
performance obligation that is generally satisfied over time, using the output method based on time elapsed, due to the
continuous nature of the service provided. The transaction price is determined per a set price agreed upon in the
contract or dependent on regulatory tariffs.
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Customer accounts are settled on a monthly basis or paid at time of sale and based on historical experience. It is
probable that we will collect substantially all of the consideration to which we are entitled to receive.

We do not have any material contract assets as our net accounts receivable and accrued unbilled revenue balances are
unconditional and only involve the passage of time until such balances are billed and collected. We do not have any
material contract liabilities.

Revenue-based taxes are primarily franchise taxes, which are collected from utility customers and remitted to taxing
authorities. Beginning January 1, 2018, revenue taxes are included in operating revenues with an equal and offsetting
expense recognized in operating expenses in the consolidated statement of comprehensive income.

Utility Segment
Local gas distribution revenue. Our primary source of revenue is providing natural gas to the customers in our service
territory, which include residential, commercial, industrial and transportation customers. Gas distribution revenue is
generally recognized over time upon delivery of the gas commodity or service to the customer, and the amount of
consideration we receive and recognize as revenue is dependent on the Oregon and Washington tariffs. Customer
accounts are to be paid in full each month, and there is no right of return or warranty for services provided. Revenues
include firm and interruptible sales and transportation services, franchise taxes recovered from the customer, late
payment fees, service fees, and accruals for gas delivered but not yet billed (accrued unbilled revenue). Our accrued
unbilled revenue balance is based on estimates of deliveries during the period from the last meter reading and
management judgment is required for a number of factors used in this calculation, including customer use and weather
factors.

We applied the significant financing practical expedient and we have not adjusted the consideration we expect to
receive from our utility customers for the effects of a significant financing component as all payment arrangements are
settled annually. Due to the election of the right to invoice practical expedient, we do not disclose the value of
unsatisfied performance obligations as of June 30, 2018.

Alternative revenue. Our weather normalization mechanism (WARM) and decoupling mechanism are considered to
be alternative revenue programs. Alternative revenue programs are considered to be contracts between us and our
regulator and are excluded from revenue from contracts with customers.

Leasing revenue. Leasing revenue primarily consists of rental revenue for small leases of our utility-owned property to
third parties. The transactions are accounted for as operating leases and the revenue is recognized on a straight-line
basis over the term of the lease agreement. Lease revenue is excluded from revenue from contracts with customers.

Other
Gas storage revenue. Our gas storage activity includes the non-utility portion of our Mist facility, which is used to
store natural gas for customers. Gas storage revenue is generally recognized over time as the gas storage service is
provided to the customer and the amount of consideration we receive and recognize as revenue is dependent on set
rates defined per the storage agreements. Noncash consideration in the form of dekatherms of natural gas is received
as consideration for providing gas injection services to our gas storage customers. This noncash consideration is
measured at fair value using the average spot rate. Customer accounts are generally paid in full each month, and there
is no right of return or warranty for services provided. Revenues include firm and interruptible storage services, net of
the profit sharing amount refunded to our utility customers.
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Asset management revenue. Asset management revenue is generally recognized over time using a straight-line
approach over the term of each contract, and the amount of consideration we receive and recognize as revenue is
dependent on a variable pricing model. Variable revenues earned above guaranteed amounts are estimated and
recognized at the end of each period using the most likely amount approach. Revenues include the optimization of the
storage assets and pipeline capacity provided, net of the profit sharing amount refunded to our utility customers. Asset
management accounts are settled on a monthly basis.

As of June 30, 2018, unrecognized revenue for the fixed component of the transaction price related to our gas storage
and asset management revenue was approximately $43.4 million. Of this amount, approximately $8.1 million will be
recognized during the remainder of 2018, $10.2 million in 2019, $8.5 million in 2020, $7.5 million in 2021, $4.3
million in 2022 and $4.8 million thereafter.

Appliance retail center revenue. We own and operate an appliance store that is open to the public, where customers
can purchase natural gas home appliances. Revenue from the sale of appliances is recognized at the point in time in
which the appliance is transferred to the third party responsible for delivery and installation services and when the
customer has legal title to the appliance. It is required that the sale be paid for in full prior to transfer of legal title. The
amount of consideration we receive and recognize as revenue varies with changes in marketing incentives and
discounts that we offer to our customers.
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6. STOCK-BASED COMPENSATION 

Our stock-based compensation plans are designed to promote stock ownership in NW Natural by employees and
officers. These compensation plans include a Long Term Incentive Plan (LTIP), an Employee Stock Purchase Plan
(ESPP), and a Restated Stock Option Plan. For additional information on our stock-based compensation plans, see
Note 6 in the 2017 Form 10-K and the updates provided below.

Long Term Incentive Plan
Performance Shares
LTIP performance shares incorporate a combination of market, performance, and service-based factors. During the six
months ended June 30, 2018, no performance-based shares were granted under the LTIP for accounting purposes. In
February 2018, the 2018 LTIP was awarded to participants; however, the agreement allows for one of the performance
factors to remain variable until the first quarter of the third year of the award period. As the performance factor will
not be approved until the first quarter of 2020, there is not a mutual understanding of the award’s key terms and
conditions between the Company and the participants as of June 30, 2018 and therefore no expense was recognized
for the 2018 award. We will calculate the grant date fair value and recognize expense once the final performance
factor has been approved.

For the 2018 LTIP, award share payouts range from a threshold of 0% to a maximum of 200% based on achievement
of pre-established goals. The performance criteria for the 2018 performance shares consists of a three-year Return on
Invested Capital (ROIC) threshold that must be satisfied and a cumulative EPS factor, which can be modified by a
total shareholder return factor (TSR modifier) relative to the performance of the Russell 2500 Utilities Index over the
three-year performance period. If the target was achieved for the 2018 award, we would grant 34,702 shares in the
first quarter of 2020.

As of June 30, 2018, there was $2.1 million of unrecognized compensation cost associated with the 2016 and 2017
LTIP grants, which is expected to be recognized through 2019.

Restricted Stock Units
During the six months ended June 30, 2018, 26,087 RSUs were granted under the LTIP with a weighted-average grant
date fair value of $55.16 per share. Generally, the RSUs awarded are forfeitable and include a performance-based
threshold as well as a vesting period of four years from the grant date. Generally, an RSU obligates us, upon vesting,
to issue the RSU holder one share of common stock plus a cash payment equal to the total amount of dividends paid
per share between the grant date and vesting date of that portion of the RSU. The fair value of an RSU is equal to the
closing market price of our common stock on the grant date. As of June 30, 2018, there was $3.3 million of
unrecognized compensation cost from grants of RSUs, which is expected to be recognized over a period extending
through 2022.

7. DEBT 

Short-Term Debt
At June 30, 2018, we had short-term debt of $47.1 million, which was comprised entirely of commercial paper. The
carrying cost of our commercial paper approximates fair value using Level 2 inputs. See Note 2 in the 2017 Form
10-K for a description of the fair value hierarchy. At June 30, 2018, our commercial paper had a maximum remaining
maturity of 12 days and average remaining maturity of 7 days.
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Long-Term Debt
At June 30, 2018, we had long-term debt of $758.7 million, which included $6.0 million of unamortized debt issuance
costs. Utility long-term debt consists of first mortgage bonds (FMBs) with maturity dates ranging from 2018 through
2047, interest rates ranging from 1.545% to 9.05%, and a weighted average coupon rate of 4.728%. In March 2018,
we retired $22.0 million of FMBs with a coupon rate of 6.60%.

Fair Value of Long-Term Debt
Our outstanding debt does not trade in active markets. We estimate the fair value of our long-term debt using utility
companies with similar credit ratings, terms, and remaining maturities to our long-term debt that actively trade in
public markets. These valuations are based on Level 2 inputs as defined in the fair value hierarchy. See Note 2 in the
2017 Form 10-K for a description of the fair value hierarchy.
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The following table provides an estimate of the fair value of our long-term debt, including current maturities of
long-term debt, using market prices in effect on the valuation date:

June 30, December
31,

In thousands 2018 2017 2017
Gross long-term debt $764,700 $726,700 $786,700
Unamortized debt issuance costs (6,020 ) (6,591 ) (6,813 )
Carrying amount $758,680 $720,109 $779,887
Estimated fair value(1) $792,623 $791,885 $853,339
(1) Estimated fair value does not include unamortized debt issuance costs.
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8. PENSION AND OTHER POSTRETIREMENT BENEFIT COSTS 

We recognize the service cost component of net periodic benefit cost for our pension and other postretirement benefit
plans in operations and maintenance expense in our consolidated statements of comprehensive income. The other
non-service cost components are recognized in other income (expense), net in our consolidated statements of
comprehensive income. The following table provides the components of net periodic benefit cost for our pension and
other postretirement benefit plans:

Three Months Ended June 30, Six Months Ended June 30,

Pension Benefits
Other
Postretirement
Benefits

Pension Benefits
Other
Postretirement
Benefits

In thousands 2018 2017 2018 2017 2018 2017 2018 2017
Service cost $1,807 $1,870 $ 79 $ 99 $3,614 $3,740 $ 159 $ 197
Interest cost 4,183 4,472 241 274 8,366 8,944 482 548
Expected return on plan assets (5,150 ) (5,112 ) — — (10,301) (10,225) — —
Amortization of prior service costs 10 31 (117 ) (117 ) 21 63 (234 ) (234 )
Amortization of net actuarial loss 4,524 3,622 112 139 9,047 7,243 222 277
Net periodic benefit cost 5,374 4,883 315 395 10,747 9,765 629 788
Amount allocated to construction
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