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(In thousands)
June 30,

2018
September 30,

2017
ASSETS
Property, Plant and Equipment

At original cost $ 6,320,171 $ 6,143,841
Accumulated depreciation and amortization (1,570,890) (1,513,790)

Net property, plant and equipment 4,749,281 4,630,051
Current Assets

Cash and cash equivalents 33,064 8,524
Receivables

Accounts receivable 432,278 398,149
Gas costs and other regulatory assets 3,439 21,705
Unbilled revenues 144,469 165,483
Allowance for doubtful accounts (36,257) (32,025)

Net receivables 543,929 553,312
Materials and supplies—principally at average cost 18,513 20,172
Storage gas 124,767 243,984
Prepaid taxes 36,260 31,549
Other prepayments 62,258 86,465
Derivatives 12,066 15,327
Other 13,660 26,556

Total current assets 844,517 985,889
Deferred Charges and Other Assets

Regulatory assets
Gas costs 54,391 90,136
Pension and other post-retirement benefits 121,678 139,499
Other 116,650 104,596

Prepaid post-retirement benefits 240,577 231,577
Derivatives 19,643 38,389
Investments in unconsolidated affiliates 677,404 394,201
Other 14,144 11,671

Total deferred charges and other assets 1,244,487 1,010,069
Total Assets $ 6,838,285 $ 6,626,009
CAPITALIZATION AND LIABILITIES
Capitalization

WGL Holdings common shareholders’ equity $ 1,648,553 $ 1,502,690
Non-controlling interest 6,889 6,851
Washington Gas Light Company preferred stock 28,173 28,173

Total equity 1,683,615 1,537,714
Long-term debt 1,879,316 1,430,861

Total capitalization 3,562,931 2,968,575
Current Liabilities

Current maturities of long-term debt 100,000 250,000
Notes payable and project financing 429,520 559,844
Accounts payable and other accrued liabilities 387,326 423,824
Wages payable 24,144 18,096
Accrued interest 18,353 7,806
Dividends declared 25,620 26,452
Customer deposits and advance payments 64,516 65,841
Gas costs and other regulatory liabilities 35,648 22,814
Accrued taxes 28,410 17,657
Derivatives 20,142 43,990
Other 42,609 52,664

Total current liabilities 1,176,288 1,488,988
Deferred Credits

Unamortized investment tax credits 152,316 155,007
Deferred income taxes 444,903 868,067
Accrued pensions and benefits 189,521 181,552
Asset retirement obligations 306,603 296,810
Regulatory liabilities

Accrued asset removal costs 272,355 292,173
Other post-retirement benefits 124,072 135,035
Excess deferred taxes and other 445,354 9,403

Derivatives 114,383 122,607
Other 49,559 107,792

Total deferred credits 2,099,066 2,168,446
Commitments and Contingencies (Note 13)
Total Capitalization and Liabilities $ 6,838,285 $ 6,626,009

The accompanying notes are an integral part of these statements.
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WGL Holdings, Inc.
Condensed Consolidated Statements of Income (Unaudited)

 

  
Three Months Ended 

 June 30,
Nine Months Ended 

 June 30,

(In thousands, except per share data) 2018 2017 2018 2017

OPERATING REVENUES

Utility $ 195,177 $ 198,968 $ 1,093,647 $ 992,301

Non-utility 228,288 275,396 868,709 933,300

Total Operating Revenues 423,465 474,364 1,962,356 1,925,601

OPERATING EXPENSES

Utility cost of gas 51,737 49,881 370,767 259,839

Non-utility cost of energy-related sales 191,198 233,025 703,904 787,691

Operation and maintenance 107,719 97,477 322,501 316,455

Depreciation and amortization 40,388 39,094 122,095 113,487

General taxes and other assessments 35,491 32,032 135,417 122,964

Total Operating Expenses 426,533 451,509 1,654,684 1,600,436

OPERATING INCOME (LOSS) (3,068) 22,855 307,672 325,165

Equity in earnings of unconsolidated affiliates 7,065 7,508 (14,457) 15,117

Other income (expenses) — net (1,663) 884 (2,834) (591)

Interest expense 20,593 25,062 48,427 55,552

INCOME (LOSS) BEFORE INCOME TAXES (18,259) 6,185 241,954 284,139

INCOME TAX EXPENSE 37,068 2,149 33,181 106,381

NET INCOME (LOSS) $ (55,327) $ 4,036 $ 208,773 $ 177,758

Non-controlling interest (6,651) (4,559) (16,801) (12,533)

Dividends on Washington Gas Light Company preferred stock 330 330 990 990

NET INCOME (LOSS) APPLICABLE TO COMMON STOCK $ (49,006) $ 8,265 $ 224,584 $ 189,301

WEIGHTED AVERAGE COMMON SHARES OUTSTANDING

Basic 51,359 51,219 51,343 51,200

Diluted 51,359 51,493 51,571 51,469

EARNINGS (LOSS) PER AVERAGE COMMON SHARE

Basic $ (0.95) $ 0.16 $ 4.37 $ 3.70

Diluted $ (0.95) $ 0.16 $ 4.35 $ 3.68

DIVIDENDS DECLARED PER COMMON SHARE $ 0.5150 $ 0.5100 $ 1.5400 $ 1.5075

The accompanying notes are an integral part of these statements.
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WGL Holdings, Inc.
Condensed Consolidated Statements of Comprehensive Income (Unaudited)

 

  
Three Months Ended 

 June 30,
Nine Months Ended

June 30,
(In thousands) 2018 2017 2018 2017

NET INCOME (LOSS) $ (55,327) $ 4,036 $ 208,773 $ 177,758

OTHER COMPREHENSIVE INCOME, BEFORE INCOME TAXES:

Qualified cash flow hedging instruments 53 51 158 49,556

Pension and other post-retirement benefit plans

Change in net prior service credit (273) (217) (820) (651)

Change in actuarial net loss 530 588 1,587 1,763

Total other comprehensive income before taxes $ 310 $ 422 $ 925 $ 50,668

INCOME TAX EXPENSE RELATED TO OTHER COMPREHENSIVE INCOME 83 235 248 20,816

OTHER COMPREHENSIVE INCOME $ 227 $ 187 $ 677 $ 29,852

COMPREHENSIVE INCOME (LOSS) $ (55,100) $ 4,223 $ 209,450 $ 207,610

   Non-controlling interest (6,651) (4,559) (16,801) (12,533)

   Dividends on Washington Gas Light Company preferred stock 330 330 990 990

COMPREHENSIVE INCOME (LOSS) ATTRIBUTABLE TO WGL HOLDINGS $ (48,779) $ 8,452 $ 225,261 $ 219,153

The accompanying notes are an integral part of these statements.
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   Nine Months Ended June 30,
(In thousands) 2018 2017
OPERATING ACTIVITIES
Net income $ 208,773 $ 177,758
ADJUSTMENTS TO RECONCILE NET INCOME TO NET CASH PROVIDED BY OPERATING ACTIVITIES

Depreciation and amortization 122,095 113,487
Amortization of:

Other regulatory assets and liabilities—net 5,235 2,567
Debt related costs 2,211 1,307

Deferred income taxes 38,723 81,839
Dividends received from equity method investments 14,195 10,864
Accrued/deferred pension and other post-retirement benefit cost 7,943 16,227
Earnings in equity interest (19,543) (15,117)
Compensation expense related to stock-based awards 12,610 12,114
Provision for doubtful accounts 16,258 11,601
Impairment loss 34,000 —
Unrealized (gain) loss on derivative contracts 687 (67,083)
Amortization of investment tax credits (5,542) (5,544)
Other non-cash charges (credits)—net (768) (584)
Changes in operating assets and liabilities (Note 16) 132,723 (111,053)

Net Cash Provided by Operating Activities 569,600 228,383
FINANCING ACTIVITIES

Common stock issued — 295
Long-term debt issued 550,000 50,000
Long-term debt retired (250,000) —
Debt issuance costs (3,060) (404)
Notes payable issued (retired) —net (103,000) 217,000
Contributions from non-controlling interest 16,697 17,358
Distributions to non-controlling interest (472) —
Project financing 989 18,396
Dividends on common stock and preferred stock (79,824) (75,672)
Other financing activities—net (6,558) (1,296)

Net Cash Provided by Financing Activities 124,772 225,677
INVESTING ACTIVITIES

Capital expenditures (excluding Allowance for Funds Used During Construction) (348,396) (352,232)
Investments in non-utility interests (321,436) (110,952)
Distributions and receipts from non-utility interests — 4,126
Proceeds from the sale of assets — 9,858
Loans to external parties — (863)

Net Cash Used in Investing Activities (669,832) (450,063)
INCREASE IN CASH AND CASH EQUIVALENTS 24,540 3,997
Cash and Cash Equivalents at Beginning of Year 8,524 5,573
Cash and Cash Equivalents at End of Period $ 33,064 $ 9,570
SUPPLEMENTAL DISCLOSURES OF CASH FLOW INFORMATION (Note 16)

The accompanying notes are an integral part of these statements.
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(In thousands)
June 30,

2018
September 30,

2017
ASSETS

Property, Plant and Equipment
At original cost $ 5,491,886 $ 5,310,337
Accumulated depreciation and amortization (1,472,862) (1,422,622)

Net property, plant and equipment 4,019,024 3,887,715
Current Assets

Cash and cash equivalents 27,185 1
Receivables

Accounts receivable 211,854 190,740
Gas costs and other regulatory assets 3,439 21,705
Unbilled revenues 91,307 107,967
Allowance for doubtful accounts (28,634) (23,741)

Net receivables 277,966 296,671
Materials and supplies—principally at average cost 18,467 20,126
Storage gas 54,677 92,753
Prepaid taxes 23,004 23,350
Other prepayments 21,473 13,238
Receivables from associated companies 33,569 32,362
Derivatives 1,370 5,061
Other 139 102

Total current assets 457,850 483,664
Deferred Charges and Other Assets

Regulatory assets
Gas costs 54,391 90,136
Pension and other post-retirement benefits 120,967 138,573
Other 116,263 104,538

Prepaid post-retirement benefits 239,249 230,283
Derivatives 9,102 16,244
Other 5,196 3,561

Total deferred charges and other assets 545,168 583,335
  Total Assets $ 5,022,042 $ 4,954,714

CAPITALIZATION AND LIABILITIES
Capitalization

Common shareholder’s equity $ 1,351,831 $ 1,164,749
Preferred stock 28,173 28,173
Long-term debt 1,084,780 1,134,461

Total capitalization 2,464,784 2,327,383
Current Liabilities

Current maturities of long-term debt 50,000 —
Notes payable and project financing 15,460 166,772
Accounts payable and other accrued liabilities 185,505 219,827
Wages payable 22,026 16,508
Accrued interest 15,704 3,967
Dividends declared 21,126 22,098
Customer deposits and advance payments 64,069 64,194
Gas costs and other regulatory liabilities 35,648 22,814
Accrued taxes 23,158 12,808
Payables to associated companies 109,341 94,844
Derivatives 16,342 30,263
Other 7,105 7,473

Total current liabilities 565,484 661,568
Deferred Credits

Unamortized investment tax credits 3,563 4,100
Deferred income taxes 514,369 888,385
Accrued pensions and benefits 187,739 179,814
Asset retirement obligations 301,075 291,871
Regulatory liabilities

Accrued asset removal costs 272,355 292,173
Other post-retirement benefits 123,306 134,181
Excess deferred taxes and other 443,747 9,403

Derivatives 98,075 112,299
Other 47,545 53,537

Total deferred credits 1,991,774 1,965,763
Commitments and Contingencies (Note 13)
Total Capitalization and Liabilities $ 5,022,042 $ 4,954,714

The accompanying notes are an integral part of these statements.
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Washington Gas Light Company
Condensed Statements of Income (Unaudited)

   Three Months Ended June 30, Nine Months Ended June 30,

(In thousands) 2018 2017 2018 2017

OPERATING REVENUES $ 199,512 $ 203,186 $ 1,109,022 $ 1,012,193

OPERATING EXPENSES

Utility cost of gas 56,063 54,093 386,104 279,713

Operation and maintenance 82,389 77,370 252,924 246,290

Depreciation and amortization 34,043 32,761 101,157 96,003

General taxes and other assessments 30,845 27,498 121,321 109,857

Total Operating Expenses 203,340 191,722 861,506 731,863

OPERATING INCOME (LOSS) (3,828) 11,464 247,516 280,330

Other expense — net (2,628) (908) (5,647) (3,044)

Interest expense 14,455 12,960 44,100 38,727

INCOME (LOSS) BEFORE INCOME TAXES (20,911) (2,404) 197,769 238,559

INCOME TAX EXPENSE (BENEFIT) (9,412) (733) 43,258 91,159

NET INCOME (LOSS) $ (11,499) $ (1,671) $ 154,511 $ 147,400

Dividends on Washington Gas preferred stock 330 330 990 990

NET INCOME (LOSS) APPLICABLE TO COMMON STOCK $ (11,829) $ (2,001) $ 153,521 $ 146,410

The accompanying notes are an integral part of these statements.
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Washington Gas Light Company
Condensed Statements of Comprehensive Income (Unaudited)

  
Three Months Ended 

 June 30,
Nine Months Ended 

 June 30,
(In thousands) 2018 2017 2018 2017

NET INCOME (LOSS) $ (11,499) $ (1,671) $ 154,511 $ 147,400
OTHER COMPREHENSIVE INCOME, BEFORE INCOME TAXES:
Pension and other post-retirement benefit plans

Change in net prior service credit (273) (217) (820) (651)

Change in actuarial net loss 530 588 1,587 1,763

Total pension and other post-retirement benefit plans $ 257 $ 371 $ 767 $ 1,112

INCOME TAX EXPENSE RELATED TO OTHER COMPREHENSIVE INCOME 69 145 204 439

OTHER COMPREHENSIVE INCOME $ 188 $ 226 $ 563 $ 673

COMPREHENSIVE INCOME (LOSS) $ (11,311) $ (1,445) $ 155,074 $ 148,073

The accompanying notes are an integral part of these statements.
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   Nine Months Ended June 30,
(In thousands) 2018 2017
OPERATING ACTIVITIES
Net income $ 154,511 $ 147,400
ADJUSTMENTS TO RECONCILE NET INCOME TO NET CASH PROVIDED BY OPERATING ACTIVITIES

Depreciation and amortization 101,157 96,003
Amortization of:

Other regulatory assets and liabilities—net 5,235 2,567
Debt related costs 1,195 1,031

Deferred income taxes 43,795 64,040
Accrued/deferred pension and other post-retirement benefit cost 7,888 16,187
Compensation expense related to stock-based awards 10,885 11,185
Provision for doubtful accounts 16,154 9,333
Unrealized (gain) loss on derivative contracts (7,063) (39,339)
Amortization of investment tax credits (537) (569)
Other non-cash charges (credits)—net (768) (583)

Changes in operating assets and liabilities (Note 16) 33,719 (88,642)
Net Cash Provided by Operating Activities 366,171 218,613

FINANCING ACTIVITIES
Capital contributions from WGL Holdings, Inc. 100,000 —
Debt issuance costs (337) (399)
Notes payable issued (retired) —net (123,000) 119,000
Project financing — 7,324
Dividends on common stock and preferred stock (66,622) (65,020)
Other financing activities—net (6,197) (1,226)

Net Cash (Used in) Provided by Financing Activities (96,156) 59,679
INVESTING ACTIVITIES

Capital expenditures (excluding Allowance for Funds Used During Construction) (242,831) (278,292)
Net Cash Used In Investing Activities (242,831) (278,292)

INCREASE IN CASH AND CASH EQUIVALENTS 27,184 —
Cash and Cash Equivalents at Beginning of Year 1 1
Cash and Cash Equivalents at End of Period $ 27,185 $ 1
SUPPLEMENTAL DISCLOSURES OF CASH FLOW INFORMATION (Note 16)

The accompanying notes are an integral part of these statements.
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NOTE 1. ACCOUNTING POLICIES

Basis of Presentation

On January 25, 2017, WGL Holdings, Inc. (WGL) entered into an Agreement and Plan of Merger (Merger Agreement) to 
combine with AltaGas Ltd., a Canadian Corporation (AltaGas). On July 6, 2018, the merger was consummated between 
AltaGas, WGL, and Wrangler Inc. (Merger Sub), a newly formed indirect wholly-owned subsidiary of AltaGas. The Merger 
Agreement provided for the merger of the Merger Sub with and into WGL, with WGL surviving as an indirect wholly-owned 
subsidiary of AltaGas. In connection with the merger, WGL established Wrangler SPE LLC., a bankruptcy remote special 
purpose entity (the SPE) for the purposes of owning the common stock of Washington Gas Light Company (Washington Gas), a 
regulated natural gas utility. The SPE is a wholly-owned subsidiary of WGL.  In addition, WGL continues to own all of the 
shares of common stock of Washington Gas Resources Corporation (Washington Gas Resources) and Hampshire Gas Company 
(Hampshire). Washington Gas Resources owns all of the shares of common stock of four non-utility subsidiaries that include 
WGL Energy Services, Inc. (WGL Energy Services), WGL Energy Systems, Inc. (WGL Energy Systems), WGL Midstream, 
Inc. (WGL Midstream) and WGSW, Inc. (WGSW). Except where the content clearly indicates otherwise, “WGL,” “we,” “us” 
or “our” refers to the holding company or the consolidated entity of WGL Holdings, Inc. and all of its subsidiaries. Unless 
otherwise noted, these notes apply equally to WGL and Washington Gas.  Refer to Note 17—Subsequent Events of the Notes to 
the Condensed Consolidated Financial Statements for a further discussion of the Merger Agreement.

The condensed consolidated financial statements have been prepared pursuant to the rules and regulations of the Securities 
and Exchange Commission (SEC). Therefore, certain financial information and note disclosures accompanying annual financial 
statements prepared in accordance with generally accepted accounting principles in the United States of America (GAAP) are 
omitted in this interim report. The interim condensed consolidated financial statements and accompanying notes should be read 
in conjunction with the combined Annual Report on Form 10-K for WGL and Washington Gas for the fiscal year ended 
September 30, 2017. Due to the seasonal nature of our businesses, the results of operations for the periods presented in this 
report are not necessarily indicative of actual results for the full fiscal years ending September 30, 2018 and 2017 of either 
WGL or Washington Gas.

The accompanying unaudited condensed financial statements for WGL and Washington Gas reflect all normal recurring 
adjustments that are necessary, in our opinion, to present fairly the results of operations in accordance with GAAP.  These 
statements do not reflect any costs related to the merger other than those incurred by WGL on its own behalf. 

For a complete description of our accounting policies, refer to Note 1—Accounting Policies of the Notes to Consolidated 
Financial Statements of the combined Annual Report on Form 10-K for WGL and Washington Gas for the fiscal year ended 
September 30, 2017.

Impairment of Long-Lived Assets and Equity Method Investments

Management regularly reviews property and equipment and other long-lived assets, including certain definite-lived intangible 
assets and our equity method investments for possible impairment. For our equity method investments, an impairment is 
recorded when the investment has experienced decline in value that is other-than-temporary. Additionally, if the projects in 
which we hold an investment recognize an impairment loss, we would record our proportionate share of that impairment loss 
and evaluate the investment for decline in value that is other-than-temporary. This review occurs quarterly, or more frequently if 
events or changes in circumstances indicate the carrying amount of the asset may not be recoverable.

During the second quarter of fiscal year 2018, management determined that, in light of the recent actions taken by the courts 
and regulators related to our equity method investment in Constitution Pipeline Company, LLC (Constitution), the decline in 
value was other-than-temporary, resulting in WGL recording an impairment charge of $34.0 million in “Equity in earnings of 
unconsolidated affiliates” reducing our investment in Constitution to its estimated fair market value.  During the three months 
ended June 30, 2018, and the three and nine months ended June 30, 2017, WGL did not record any impairments related to our 
long-lived assets or equity method investments. Refer to Note 9—Fair Value Measurements and Note 11—Other Investments of 
the Notes to the Condensed Consolidated Financial Statements for a further discussion of Constitution.
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 Change in Accounting Principle and Storage Gas Valuation

 On October 1, 2017, Washington Gas and WGL Energy Services implemented a voluntary change in the application of an 
accounting principle with respect to accounting for natural gas, propane, and odorant inventories. Washington Gas and WGL 
Energy Services now apply the average cost methodology under which the cost of units carried in inventory is based on the 
weighted average cost per unit of inventory.  Prior to this change, Washington Gas and WGL Energy Services applied the First-
in First-out (FIFO) method of accounting for inventory under which the oldest inventory items were recorded as being sold 
first.

 We believe the new policy is preferable as it conforms to the method predominately used by our peers, better reflects the 
physical flow of inventory, conforms to the method used for certain of our other inventories, and will simplify recordkeeping 
requirements.

The change in accounting principle was implemented on a prospective basis, therefore, we did not retrospectively adjust any 
prior periods or record a cumulative effect adjustment, as discussed below.

Washington Gas implemented the change in accounting principle on a prospective basis in accordance with Accounting 
Standards Codification (ASC) No. 980, Regulated Operations which permits regulated entities to implement changes for 
financial reporting purposes in the same way those changes are implemented for regulatory reporting purposes when the change 
impacts allowable costs. WGL Energy Services implemented the change on a prospective basis as the impact on its financial 
statements for all periods presented, including the cumulative effect at October 1, 2017, was immaterial. The difference during 
the quarter between the prior FIFO method and the new average cost method was immaterial.

WGL Midstream continues to account for its inventory using the weighted average cost method. 

On October 1, 2017, WGL adopted ASU 2015-11, Inventory (Topic 330) - Simplifying the Measurement of Inventory.  This 
standard modified the previous calculation for valuing inventory.   As a result of the new standard, beginning October 1, 2017, 
our inventory balances are stated at the lower of cost or net realizable value.  Prior to October 1, 2017, our inventory balances 
were stated at the lower of cost or market.  Interim period inventory losses attributable to lower of cost or net realizable value 
adjustments may be reversed if the net realizable value of the inventory is recovered by the end of the same fiscal year.

 For more information see ASU 2015-11 in the accounting standards adopted in fiscal year 2018 table below.  For the three 
and nine months ended June 30, 2018 and 2017, WGL and Washington Gas did not record any lower of cost or net realizable 
value adjustments. 
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ACCOUNTING STANDARDS ADOPTED IN FISCAL YEAR 2018
 

Standard

  

Description

  

Date of 
adoption
    

Effect on the financial statements
or other significant matters

ASU 2018-05, Income Taxes
(Topic 740)—Amendments to
SEC Paragraphs Pursuant to
SEC Staff Accounting
Bulletin No. 118

This standard adds to the
Codification various SEC
paragraphs pursuant to the
Issuance of Staff Accounting
Bulletin (SAB) No. 118. and
addresses the specific situation
in which the initial accounting
for certain income tax effects of
the Tax Act will not be
complete at the time that
financial statements were
issued covering the reporting
period that includes the
enactment date of December
22, 2017.

October 1, 2017 Quarterly disclosures were 
incorporated in the Income Tax 
footnote in the first quarter FY 2018 
10-Q filed with the SEC on February 
8, 2018, which will be updated each 
quarter until the end of the 
measurement period.  See Note 7, 
Income Taxes, of the Notes to 
Condensed Consolidated Financial 
Statements for additional information.

ASU 2016-09, Compensation
—Stock Compensation 
(Topic 718): Improvements 
to Employee Share-Based 
Payment Accounting

This standard simplifies several 
aspects of the accounting for 
share-based payment 
transactions, including 
accounting for income taxes, 
forfeitures, statutory tax 
withholding requirements and 
classification in the statement 
of cash flows.    

October 1, 2017 Forfeitures - WGL has elected to 
continue to estimate forfeitures for its 
share-based payment awards rather 
than account for forfeitures when they 
occur. 

Income Taxes - On October 1, 2017, 
WGL and Washington Gas recorded 
$4.3 million and $4.2 million, 
respectively, on a modified 
retrospective basis, as a cumulative 
effect adjustment to retained earnings. 
For the nine months ended June 30, 
2018, WGL and Washington Gas 
recorded $3.4 million and $3.2 
million, respectively, to current tax 
expense for excess tax benefits 
related to performance shares that 
vested in the period.

Cash Flows -  WGL and Washington 
Gas reclassified $3.6 million and $3.5 
million, respectively, retroactively on 
the statement of cash flows for the 
nine months ended June 30, 2017 
from operating to financing activities 
related to shares withheld to pay for 
employee taxes.  For the presentation 
of excess tax benefits in the statement  
of cash flow as in the operating 
activities, WGL elected to present the 
change prospectively.
 
Statutory Tax Withholding - No 
changes were made.  
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ASU 2016-06, Derivatives
and Hedging (Topic 815) -
Contingent Put and Call
Options in Debt Instruments

The amendments in this update 
clarify the requirements for 
assessing whether contingent 
call (put) options that can 
accelerate the payment of 
principal on debt
instruments are clearly and 
closely related to their debt 
hosts.  The guidance states that 
for contingent call (put) options 
to be considered clearly and 
closely related, they can be 
indexed only to interest rates or 
credit risk. An entity is required 
to assess the embedded call 
(put) options solely in 
accordance with the four-step 
decision sequence. 

October 1, 2017 The implementation of this standard
did not have an effect on WGL or
Washington Gas' financial statements.

ASU 2015-11, Inventory
(Topic 330) - Simplifying the
Measurement of Inventory

This standard reduces the
complexity in the current
measurement of inventory.
This ASU requires inventory to
be measured at the lower of
cost and net realizable value,
where net realizable value is the
estimated selling price in the
ordinary course of business less
reasonably predictable costs of
completion, disposal and
transportation (no change to the
definition of net realizable
value).  The amendment
eliminates the guidance that
requires inventory to be stated
at the lower of cost or market,
which includes consideration of
the replacement cost of
inventory and the net realizable
value of inventory, less an
approximately normal profit
margin.

October 1, 2017 The implementation of this standard
did not have a material effect on
WGL or Washington Gas' financial
statements.
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OTHER NEWLY ISSUED ACCOUNTING STANDARDS
 

Standard   Description   Required date of 
adoption
 

  Effect on the financial
statements or other significant
matters

ASU 2016-18, Statement
of Cash Flows (Topic
230): Restricted Cash (a
consensus of the FASB
Emerging Issues Task
Force)

This standard requires restricted cash
and restricted cash equivalents to be
included in the cash and cash
equivalents balances when reconciling
the statement of cash flows. 
Presentation of restricted cash
balances should be applied
retrospectively to the statement of cash
flows.  Early adoption is permitted.

October 1, 2018* In July 2018, pursuant to the
Merger Agreement, WGL
contributed $61.8 million to
fund multiple rabbi trusts. 
Amounts in the rabbi trusts
deemed to be restricted cash or
restricted cash equivalents will
be included in the cash and cash
equivalents balances in the
statement of cash flows.  Early
adoption is expected to occur in
the fourth quarter of fiscal year
2018.

ASU 2017-07,
Compensation -
Retirement Benefits (Topic
715): Improving the
Presentation of Net
Periodic Pension Cost and
Net Periodic
Postretirement Benefit
Cost

This standard requires entities to report
the service cost component in the same
financial statement line item as other
compensation costs arising from
services rendered by the pertinent
employees during the period.  The
other components of net benefit cost
are to be presented separately from
service cost and outside of operating
income.  In addition, only the service
cost component of net benefit cost is
eligible for capitalization.  Changes to
the presentation of service costs and
other components of net benefit cost
should be applied retrospectively.
Changes in capitalization practices
should be implemented prospectively.

October 1, 2018 We are currently evaluating the 
interaction of this standard with 
the various regulatory provisions 
concerning pensions and post-
retirement benefit costs.  We 
anticipate that the change in 
capitalization of retirement 
benefits will not have a material 
impact on WGL or Washington 
Gas' financial statements.

ASU 2016-15, Statement
of Cash Flows (Topic 230)
—Classification of Certain
Cash Receipts and Cash
Payments (a consensus of
the FASB Emerging Issues
Task Force)

This update provides guidance on the
classification of certain cash receipts
and payments in the statement of cash
flows.

October 1, 2018* We are in the process of 
evaluating the impact the 
adoption of this standard will 
have on our financial statements.  
We do not anticipate that 
adoption of this standard will 
have a material effect on WGL 
or Washington Gas' financial 
statements.   
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ASU 2014-09, Revenue
from Contracts with
Customers (Topic 606),
including subsequent
ASUs clarifying the
guidance.

ASU 2014-09 establishes a
comprehensive revenue recognition
model clarifying the method used to
determine the timing and requirements
for revenue recognition from contracts
with customers. The disclosure
requirements under the new standard
will enable users of financial
statements to understand the nature,
amount, timing, and uncertainty of
revenue and cash flows arising from
contracts with customers.

October 1, 2018 An implementation team is 
currently evaluating all revenue 
streams and reviewing contracts 
with customers, as well as, 
related financial statement 
disclosures to determine the 
impact the adoption of this 
standard will have on our 
financial statements.  WGL has 
performed assessments and 
contract reviews of its revenue 
streams under the new revenue 
recognition model.  WGL is 
finalizing its review and 
developing the new disclosures 
required by the standard. 
Currently, WGL does not expect 
adoption of this standard to have 
a material effect to its 
Consolidated Statements of 
Income or require a cumulative 
adjustment to retained earnings 
upon adoption of the standard.  
WGL will adopt using the 
modified retrospective approach.

ASU 2016-01, Financial
Instruments (Subtopic
825-10): Recognition and
Measurement of Financial
Assets and Financial
Liabilities including
subsequent ASUs
clarifying the guidance.

The new standard amends certain 
disclosure requirements associated 
with the fair value of financial 
instruments, and significantly revises 
an entity’s accounting related to the 
classification and measurement of 
investments in equity securities and 
the presentation of certain fair value 
changes for financial liabilities 
measured at fair value.  Early adoption 
is permitted.

October 1, 2018* We have performed a 
preliminary evaluation and the 
adoption of this standard will 
primarily impact the disclosure 
of our financial instruments in 
our Fair Value Measurements 
Footnote however, we do not 
expect the impact to be material.

ASU 2018-02, Income
Statement—Reporting
Comprehensive Income
(Topic 220):
Reclassification of Certain
Tax Effects from
Accumulated Other
Comprehensive Income

This update provides an option to 
reclassify the stranded tax effects 
resulting from the enactment of the 
Tax Act from accumulated other 
comprehensive income to retained 
earnings.  The amendment only relates 
to the reclassification of the income 
tax effects of the Tax Act and the 
underlying guidance that requires that 
the effect of a change in tax laws or 
rates be included in income from 
continuing operations is not affected.   

Election to reclassify the income tax 
effects in accumulated other 
comprehensive income (AOCI) to 
retained earnings is voluntary and 
should be disclosed if AOCI is not 
adjusted.

Early adoption is permitted and can be 
applied either at the beginning of the 
period adopted or retrospectively to 
each period (or periods) in which the 
effect of the change in the U.S. federal 
corporate income tax rate in the Tax is 
recognized.

October 1, 2019* WGL applied the effect of the
change in the U.S. federal
corporate income tax rate due to
the Tax Act in the first quarter of
fiscal year 2018.  The updates
were recorded to the deferred tax
asset and liability accounts and
the income statement.  Tax
entries recorded to AOCI for the
employee benefit plans, stock
compensation and the cash flow
hedge were not adjusted to the
new rate.  We are performing an
analysis to determine the amount
to adjust to the new tax rate.
Early adoption is expected to
occur in fourth quarter of fiscal
year 2018.
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ASU 2016-02, Leases
(Topic 842) including
subsequent ASUs with
additional guidance.

This standard requires recognition of a
right-to-use asset and lease liability on
the statement of financial position and
disclosure of key information about
leasing arrangements.  The standard
requires application using a modified
retrospective approach.

October 1, 2019 WGL is performing a scoping 
exercise by gathering a complete 
inventory of lease contracts in 
order to evaluate the impact of 
adopting ASC 842 on its 
consolidated financial 
statements, but expects that the 
new standard will have an 
impact on the Company’s 
balance sheet as all operating 
leases will need to be reflected 
on the balance sheet upon 
adoption. In addition, WGL 
currently expects to utilize the 
transition practical expedients 
which allow entities to not have 
to reassess whether an 
arrangement contains a lease 
under the provisions of ASC 
842.

ASU 2016-13, Financial
Instruments-Credit Losses
(Topic 326): Measurement
of Credit Losses on
Financial Instruments

For credit losses on financial
instruments, this standard changes the
current incurred loss impairment
methodology to an expected loss
methodology and
requires consideration of a broader
range of reasonable and supportable
information to determine credit loss
estimates.

October 1, 2020 We are in the process of
evaluating the impact the
adoption of this standard will
have on our financial statements.

ASU 2017-12, Derivatives
and Hedging (Topic 815):
Targeted improvements to
Accounting for Hedging
Activities

The new standard amends the hedge
accounting and recognition
requirements by expanding an entity's
ability to hedge non-financial and
financial risk components and reduce
the complexity in fair value hedges of
interest rate risk.  Additionally, this
standard eliminates the requirement to
separately measure and disclose the
ineffective portion of the hedge with
the entire change in the fair value of a
hedging instrument to be presented in
the same income statement line as the
hedged item.

October 1, 2020* It is not expected that the 
adoption of this standard will 
have a material effect on our 
financial statements.

*WGL may adopt this accounting standard early after the merger with AltaGas to align the timing of implementation with its new parent 
company. WGL uses fiscal year for reporting its financial statements, while AltaGas uses calendar year, and the effective dates for accounting 
standards are different between fiscal and calendar accounting periods.

NOTE 2. ACCOUNTS PAYABLE AND OTHER ACCRUED LIABILITIES

The tables below provide details for the amounts included in “Accounts payable and other accrued liabilities” on the balance 
sheets for both WGL and Washington Gas.
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WGL Holdings, Inc.
(In millions) June 30, 2018 September 30, 2017
Accounts payable—trade $ 339.6 $ 361.6
Employee benefits and payroll accruals 29.6 35.0
Other accrued liabilities 18.1 27.2
Total $ 387.3 $ 423.8

Washington Gas Light Company
(In millions) June 30, 2018 September 30, 2017
Accounts payable—trade $ 149.2 $ 174.9
Employee benefits and payroll accruals 27.5 32.4
Other accrued liabilities 8.8 12.5
Total $ 185.5 $ 219.8

NOTE 3. SHORT-TERM DEBT

WGL and Washington Gas satisfy their short-term financing requirements through the sale of commercial paper, financing 
arrangements with third-party lenders, or through bank borrowings. Due to the seasonal nature of the regulated utility and retail 
energy-marketing segments, short-term financing requirements can vary significantly during the year. Revolving credit 
agreements are maintained to support outstanding commercial paper and to permit short-term borrowing flexibility. The policy 
of each of WGL and Washington Gas is to maintain bank credit facilities in amounts equal to or greater than their expected 
maximum commercial paper position. The following is a summary of committed credit available at June 30, 2018 and 
September 30, 2017.

Committed Credit Available ($ In millions)

June 30, 2018 WGL(b)
Washington 

Gas
Total

Consolidated
Committed credit agreements      

Unsecured revolving credit facility, expires December 19, 2019(a) $ 650.0 $ 350.0 $ 1,000.0
Less: Commercial Paper (402.0) — (402.0)
Net committed credit available $ 248.0 $ 350.0 $ 598.0
Weighted average interest rate 2.57% —% 2.57%
September 30, 2017
Committed credit agreements      

Unsecured revolving credit facility, expires December 19, 2019(a) $ 650.0 $ 350.0 $ 1,000.0
Less: Commercial Paper (382.0) (123.0) (505.0)
Net committed credit available $ 268.0 $ 227.0 $ 495.0
Weighted average interest rate 1.52 % 1.22 % 1.45 %

(a)Washington Gas has the right to request extensions with the banks’ approval. Washington Gas’ revolving credit facility permits it to borrow an additional 
$100 million, with the banks’ approval, for a total of $450 million.
(b)WGL includes WGL Holdings, Inc. and all subsidiaries other than Washington Gas.

At June 30, 2018 and September 30, 2017, there were no outstanding bank loans from WGL’s or Washington Gas’ revolving 
credit facilities.

 PROJECT FINANCING

 Washington Gas previously obtained third-party project financing on behalf of the federal government to provide funds 
during the construction of certain energy management services projects entered into under Washington Gas' area-wide contract. 
In connection with work completed under the area-wide contract, the construction work is performed by WGL Energy Systems 
on behalf of Washington Gas and an inter-company payable is recorded for work provided by WGL Energy Systems. As work 
is performed, Washington Gas establishes a receivable representing the government's obligation to remit principal and interest. 
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The payable and receivable are equal to each other at the end of the construction period, but there may be timing differences in 
the recognition of the project related payable and receivable during the construction period. When these projects are formally 
“accepted” by the government and deemed complete, Washington Gas assigns the ownership of the receivable to the third party 
lender in satisfaction of the obligation and removes both the receivable and the obligation related to the financing from its 
financial statements. In March 2016, the SCC of VA denied Washington Gas' further participation in the third party financing 
arrangement but allowed existing debt arrangements to remain intact until the related obligations were satisfied. 

 At June 30, 2018, there was one contract remaining totaling $15.5 million on the Washington Gas balance sheet as a short-
term obligation to third party lenders in "Notes payable and project financing".  Additionally, at June 30, 2018, there is a 
financing contract that has not been novated for which no draws have been made for the related project. 

In December 2016, WGL Energy Systems entered into an agreement to obtain third-party financing and receive funds 
directly from the third-party lender during the construction period associated with the related energy management service 
projects. As a result, Washington Gas will no longer be liable under future third-party financing arrangements, for projects 
entered into under the area-wide contract. The general terms of the financing agreement are the same as the prior financing 
arrangements between Washington Gas and the third-party lender mentioned above. Washington Gas will continue to record a 
receivable representing the government’s obligation, and will record an inter-company payable to WGL Energy Systems for the 
construction work performed for the same amount.  At June 30, 2018 there were two contracts remaining totaling $12.0 million 
on the WGL Energy Systems balance sheet as a short-term obligation to third party lenders in "Notes payable and project 
financing". 

As of June 30, 2018, WGL recorded $74.0 million in "Unbilled revenues" on the balance sheet, and WGL and Washington 
Gas recorded $27.5 million and $15.5 million, respectively, in a corresponding short-term obligation to third-party lenders in 
"Notes payable and project financing", for energy management services projects that were not complete. As of September 30, 
2017, WGL recorded $85.6 million in "Unbilled revenues" on the balance sheet and WGL and Washington Gas recorded $54.8 
million and $43.8 million, respectively, in a corresponding short-term obligation to third party lenders in "Notes payable and 
project financing" for energy management services projects that were not complete. The primary reason for the variance 
between unbilled revenues and the corresponding short-term obligations to third-party lenders is due to the project for which 
the financing has not been drawn.

Because these projects are financed for government agencies that have minimal credit risk, and with which we have previous 
collection experience, neither WGL nor Washington Gas recorded a corresponding reserve for bad debts related to these 
receivables at June 30, 2018 or September 30, 2017. 

NOTE 4. LONG-TERM DEBT

UNSECURED NOTES

WGL and Washington Gas issue long-term notes with individual terms regarding interest rates, maturities and call or put 
options. These notes can have maturity dates of one or more years from the date of issuance.

At June 30, 2018 and September 30, 2017, WGL had capacity under a shelf registration statement to issue an unspecified 
amount of long-term debt securities. 

At June 30, 2018 and September 30, 2017, Washington Gas had capacity under a shelf registration statement to issue up to 
$150.0 million of additional Medium-Term Notes (MTNs) that will expire in September 2018.  In May 2018, Washington Gas 
filed a new MTN shelf with capacity to issue up to $725.0 million of MTNs under that registration statement as of June 30, 
2018.

The following tables show our outstanding notes as of June 30, 2018 and September 30, 2017.
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Long-Term Debt Outstanding
($ In millions) WGL(a) Washington Gas Total Consolidated
June 30, 2018      

Long-term debt (b) $ 850.0 $ 1,146.0 $ 1,996.0
Unamortized discount (1.4) (3.0) (4.4)
Unamortized debt expense (4.0) (8.3) (12.3)
    Total Long-Term Debt $ 844.6 $ 1,134.7 $ 1,979.3
Weighted average interest rate 3.06% 4.89% 4.11%
September 30, 2017 .    

Long-term debt (b) $ 550.0 $ 1,146.0 $ 1,696.0
Unamortized discount (1.5) (3.0) (4.5)
Unamortized debt expense (2.1) (8.5) (10.6)
   Total Long-Term Debt $ 546.4 $ 1,134.5 $ 1,680.9
Weighted average interest rate 2.81 % 4.89 % 4.21 %

 (a)WGL includes WGL Holdings, Inc. and all subsidiaries other than Washington Gas.  
(b)Includes senior notes, term loans and floating rate notes for WGL and both MTNs and private placement notes for Washington Gas. Represents face value 
including current maturities. 

The following tables show long-term debt issuances and retirements for WGL for the nine months ended June 30, 2018 and 
2017. There were no issuance or retirements for Washington Gas.

WGL Long-Term Debt Issuances and Retirements(a)

($ In millions) Principal(b)
Interest
Rate (f)

Effective
Cost (f)

Nominal
Maturity Date

Nine Months Ended June 30, 2018
Issuances:
  11/29/2017 $ 300.0 1.88% (c) 2.01% 11/29/2019
  03/14/2018 $ 250.0 2.66% (d) 2.79% 03/12/2020
Total consolidated issuances $ 550.0
Retirements: $ 250.0 1.24% 1.24% 02/18/2018
Total $ 250.0
Nine Months Ended June 30, 2017
Issuances:

1/26/2017 $ 50.0 1.57 % (e) 1.57 % 1/26/2019
Total consolidated issuances $ 50.0

(a)WGL includes WGL Holdings, Inc. and all subsidiaries other than Washington Gas.
(b)Represents face amount of notes.
(c)Floating rate per annum and reset quarterly based on terms set forth in the prospectus supplement filed by WGL pursuant to Securities Act Rule 424 on 
November 27, 2017.
(d)Floating rate per annum and reset quarterly based on terms set forth in the prospectus supplement filed by WGL pursuant to Securities Act Rule 424 on 
March 13, 2018.
(e)Floating rate per annum that will be determined from time to time based on parameters set forth in the credit agreement.
(f) Represents the interest rate and effective cost at the trade date of the debt.

NOTE 5. COMPONENTS OF TOTAL EQUITY

The tables below reflect the components of “Total equity” for WGL and Washington Gas for the nine months ended June 30, 
2018 and 2017.



WGL Holdings, Inc.
Washington Gas Light Company

Notes to Condensed Consolidated Financial Statements (Unaudited)

19

WGL Holdings, Inc.
Components of Total Equity

(In thousands,
except shares)

Common Stock
Paid-In
Capital

Retained
Earnings

Accumulated
Other

Comprehensive
Income (Loss),
Net of Taxes

WGL
Holdings
Common

Shareholders'
Equity

Non-
controlling

Interest

Washington
Gas Light
Company
Preferred

Stock
Total

EquityShares Amount
Balance at 
September 30, 
2017 51,219,000 $ 582,716 $ 10,149 $ 915,822 $ (5,997) $ 1,502,690 $ 6,851 $ 28,173 $1,537,714
Net income
(loss) — — — 224,584 — 224,584 (16,801) 990 208,773
Contributions
from non-
controlling
interest — — — — — — 16,697 — 16,697
Distributions to
non-controlling
interest — — — — — — (472) — (472)
Business 
combination(a) — — — — — — 614 — 614
Other 
comprehensive 
income — — — — 677 677 — — 677
Stock-based 
compensation(b) 140,182 12,390 (17,618) 3,832 — (1,396) — — (1,396)
Dividends
declared:

Common stock — — — (78,002) — (78,002) — — (78,002)

Preferred stock — — — — — — — (990) (990)
Balance at
June 30, 2018(d) 51,359,182 $ 595,106 $ (7,469) $1,066,236 $ (5,320) $ 1,648,553 $ 6,889 $ 28,173 $1,683,615
Balance at
September 30,
2016 51,080,612 $ 574,496 $ 12,519 $ 827,085 $ (38,539) $ 1,375,561 $ 409 $ 28,173 $1,404,143
Net income
(loss) — — — 189,301 — 189,301 (12,533) 990 177,758
Contributions
from non-
controlling
interest — — — — — — 17,358 — 17,358
Other
comprehensive 
income — — — — 29,852 29,852 — — 29,852
Stock-based 
compensation(b) 112,146 6,564 (3,971) (468) — 2,125 — — 2,125
Issuance of 
common stock(c) 26,242 1,657 — — — 1,657 — — 1,657
Dividends
declared:

Common stock — — — (77,213) — (77,213) — — (77,213)
Preferred stock — — — — — — — (990) (990)

Balance at 
June 30, 2017 51,219,000 $ 582,717 $ 8,548 $ 938,705 $ (8,687) $ 1,521,283 $ 5,234 $ 28,173 $1,554,690

(a) Resulted from the consolidation of SFEE. For more information, see Note 11—Other investments of the Notes to Condensed Consolidated Financial 
Statements.
(b) Includes dividend equivalents related to our performance shares and implementation of ASU 2016-09, see Note 1—Accounting policies of the Notes to 
Condensed Consolidated Financial Statements.
(c) Includes dividend reinvestment and common stock purchase plans.
(d) Upon consummation of the merger on July 6, 2018, WGL common stock issued and outstanding immediately prior to the merger was canceled, and WGL's 
common stock was delisted from the New York Stock Exchange, see Note 17-Subsequent Events of the Notes to Condensed Consolidated Financial 
Statements.  
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Washington Gas Light Company
Components of Total Equity

(In thousands, except shares)

Common Stock
Paid-In
Capital

Retained
Earnings

Accumulated Other
Comprehensive 

Income (Loss), Net 
of Taxes TotalShares Amount

Balance at September 30, 2017 46,479,536 $ 46,479 $ 492,101 $ 630,691 $ (4,522) $ 1,164,749

Net income — — — 154,511 — 154,511

Other comprehensive income — — — — 563 563

Stock-based compensation(a) — — (6,539) 4,197 — (2,342)
Capital contributed by WGL
Holdings — — 100,000 — — 100,000

Dividends declared:

Common stock — — — (64,660) — (64,660)

Preferred stock — — — (990) — (990)

Balance at June 30, 2018 46,479,536 $ 46,479 $ 585,562 $ 723,749 $ (3,959) $ 1,351,831
Balance at September 30, 2016 46,479,536 $ 46,479 $ 488,135 $ 586,662 $ (7,830) $ 1,113,446

Net income — — — 147,400 — $ 147,400

Other comprehensive income — — — — 673 $ 673

Stock-based compensation(a) — — 2,319 — — $ 2,319

Dividends declared:

Common stock — — — (64,675) — $ (64,675)

Preferred stock — — — (990) — $ (990)

Balance at June 30, 2017 46,479,536 $ 46,479 $ 490,454 $ 668,397 $ (7,157) $ 1,198,173
(a) Stock-based compensation is based on the stock awards of WGL that are allocated to Washington Gas Light Company for its pro-rata share and includes 
implementation of ASU 2016-09, see Note 1—Accounting policies of the Notes to Condensed Consolidated Financial Statements.

NOTE 6. EARNINGS PER SHARE

Basic earnings per share (EPS) of WGL is computed by dividing net income by the weighted average number of common 
shares outstanding during the reported period. Diluted EPS assumes the issuance of common shares pursuant to stock-based 
compensation plans at the beginning of the applicable period unless the effect of such issuance would be anti-dilutive. The 
following table reflects the computation of our basic and diluted EPS for the three and nine months ended June 30, 2018 and 
2017.
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Basic and Diluted EPS

(In thousands, except per share data)

Net Income (Loss) 
Applicable to

Common Stock Shares
Per Share
Amount

Three Months Ended June 30, 2018
Basic EPS $ (49,006) 51,359 $ (0.95)
Stock-based compensation plans — —
Diluted EPS $ (49,006) 51,359 $ (0.95)
Three Months Ended June 30, 2017
Basic EPS $ 8,265 51,219 $ 0.16
Stock-based compensation plans — 274
Diluted EPS $ 8,265 51,493 $ 0.16
Nine Months Ended June 30, 2018
Basic EPS $ 224,584 51,343 $ 4.37
Stock-based compensation plans — 228
Diluted EPS $ 224,584 51,571 $ 4.35
Nine Months Ended June 30, 2017
Basic EPS $ 189,301 51,200 $ 3.70
Stock-based compensation plans — 269
Diluted EPS $ 189,301 51,469 $ 3.68

     We incurred a net loss for the three months ended June 30, 2018; therefore, all common shares issuable pursuant to stock-
based compensation plans were not considered in the diluted loss per share calculations due to the anti-dilutive effect of such 
shares. These shares included performance shares of 236,000. There were no anti-dilutive shares issued for the nine months 
ended June 30, 2018 and the three and nine months ended 2017. 

NOTE 7. INCOME TAXES 

WGL files a consolidated federal tax return and various other state returns. We are no longer subject to income tax 
examinations by the Internal Revenue Service for years ended prior to September 30, 2014. Substantially all state income tax 
years in major jurisdictions are closed for years ended prior to September 30, 2014.

As of June 30, 2018 and September 30, 2017, our uncertain tax positions were approximately $43.0 million and $48.1 
million, respectively, primarily due to the change in tax accounting for repairs. If the amounts of unrecognized tax benefits are 
eventually realized, it would not materially impact the effective tax rate. It is reasonably possible that the amount of the 
unrecognized tax benefit with respect to some of WGL’s and Washington Gas’ uncertain tax positions will significantly increase 
or decrease in the next 12 months.  

The Tax Act was enacted on December 22, 2017. The Tax Act substantially reforms the Tax Code. Among other things, the 
Tax Act reduced the federal corporate income tax rate from a top marginal rate of 35% to a flat rate of 21%. The Tax Act also 
denies bonus depreciation to regulated public utilities and imposes limitations on the amount of interest expense which may be 
deducted by unregulated operations. ASC Topic 740 requires companies to recognize the impacts of a change in tax law or tax 
rates in the period of enactment. 

On December 22, 2017, after enactment of the Tax Act, the SEC Staff issued Staff Accounting Bulletin No. 118 (SAB 118) 
to address the application of GAAP when a registrant does not have the necessary information available, prepared, or analyzed 
in reasonable detail to complete the necessary accounting. At June 30, 2018, we have not completed our accounting for the tax 
effects of enactment of the Tax Act and have followed the guidance issued in SAB 118.  SAB 118 expresses the Staff’s views 
on how ASC Topic 740 should be applied in the context of the Tax Act. It allows entities to take a reasonable period of time to 
measure and recognize the effects of the Tax Act, while requiring robust disclosures during that period. Under this guidance, 
registrants record the effects of all items for which the accounting is complete. To the extent a company has not completed the 
accounting for the effects of the Act, it may record reasonable estimates as provisional amounts.  The recorded provisional 
amounts remain subject to adjustment within the measurement period.  The measurement period begins in the reporting period 
that includes the Tax Act’s enactment date and continues until such time as the accounting can be completed, not to exceed one 
year from the date of enactment. To the extent a company cannot reasonably estimate the effects of the Tax Act, it should apply 
the provisions of the tax law that were in effect immediately prior to enactment. SAB 118 requires disclosure of any 
measurement period adjustments, both provisional and final, and the effect of measurement period adjustments on the effective 
tax rate.  All measurement period adjustments recorded in the nine months ended June 30, 2018 are provisional amounts.
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Qualitative disclosures of items impacting the provision for tax expense:

Bonus depreciation. Under the Tax Act, regulated public utility property is generally ineligible for bonus depreciation and is 
depreciated under MACRS while non-utility property is generally subject to 100% bonus depreciation. We have considered all 
public utility property placed in service after October 1, 2017 to be ineligible for bonus depreciation. The impact of changing 
the depreciation methodology for public utility property from bonus depreciation to MACRS in the current fiscal year is 
reasonably estimated to be a reduction in the amount of $88 million in tax depreciation expense based on current assumptions 
of assets to be placed in service, when compared to the amount of depreciation expense under the previous rules, and a decrease 
to the forecasted taxable loss. A deferred tax amount related to this depreciation was not recorded; therefore, there is no 
associated deferred tax amount that was required to be re-measured.  

Decrease in regulated revenues:  In January 2018, Washington Gas filed applications for approval to reduce the distribution 
rates it charges customers in Maryland, Virginia and the District of Columbia to reflect the impact of the Tax Act.  These 
applications proposed to reduce rates in these jurisdictions by a combined amount of $39.5 million annually, until base rates are 
reestablished in a general rate case. As described further below, the portion of this reduction in regulated revenues represented 
by the re-measurement of deferred tax assets and liabilities was recorded as a net regulatory liability under ASC 980, Regulated 
Operations. The net regulatory liability recorded is the amount we consider probable of regulatory treatment and will be 
refunded to customers in future periods. In addition, a portion of this reduction in regulated revenues relates to the federal tax 
expense included in current base rates that needs to be adjusted to the new federal rate of 21% effective January 1, 2018. 
Through the nine months ended June 30, 2018, revenues have been lowered by $25.1 million to reflect the regulatory impact of 
the Tax Act.

Items for which the accounting is not yet complete as of the end of the quarter but for which we have recorded 
provisional amounts at June 30, 2018 which are subject to adjustment during the measurement period:

Re-measurement of deferred tax assets and liabilities. Under ASC 740, the tax rate or rates that are used to measure deferred 
tax liabilities and deferred tax assets are the enacted tax rates expected to apply to taxable income in the years that the liability 
is expected to be settled or the asset recovered.  As a result of using a 21% tax rate for our first quarter of fiscal year 2018 
income tax provision, we did not create new amounts requiring re-measurement in the first quarter of fiscal year 2018. 
Therefore, we re-measured the deferred tax balances at September 30, 2017. The re-measurement of our deferred tax assets and 
liabilities includes the re-measurement of our cumulative net operating loss deferred tax asset (NOL DTA) as of September 30, 
2017.  

The effect of the re-measurement at a federal tax rate of 21% resulted in a net decrease in consolidated deferred tax liabilities 
in the amount of $440.8 million, including net tax gross-up. Of this amount, $418.9 million is attributable to the regulated 
utility and $21.9 million is attributable to non-utility operations. Of the amount related to utility operations, the net decrease in 
plant-related deferred tax liabilities was $319.4 million before tax gross-up.  In addition, an increase in income tax expense of 
$6.2 million attributable to the regulated utility was recorded as a discrete item.  Of the amount related to non-utility operations, 
a $21.9 million tax benefit was recorded as a discrete item as a result of the re-measurement of deferred tax liabilities.  In 
addition, the re-measurement of the deferred tax liability associated with WGL’s uncertain tax position was a decrease in the 
amount of $14.8 million.   A reserve for uncertain tax benefits related to prior years would generally not be re-measured if the 
tax exposure related to prior years.  However, WGL’s reserve for uncertain tax benefits relates solely to repair deductions for 
which the tax consequence of any disallowed deductions related to these timing differences is expected to be prospective only.  

Consolidated deferred tax assets and liabilities were re-measured at a federal rate of 21%, based on the expectation that we 
will experience a taxable loss in the current fiscal year, increasing our net operating loss carryforward from the prior year. In the 
event taxable income is reported for the current fiscal year, we would need to apply a blended federal tax rate of 24.5% to any 
tax owed in the current period, before the utilization of any net operating loss carryforward to offset all or a portion of the 
taxable income on which federal tax would otherwise be owed. Additionally, the portion of the temporary differences settling or 
reversing in the first quarter of our fiscal year 2018 would be re-measured at the rate of 24.5% instead of 21%. We have 
recorded provisional estimates based on current information as the Company continues to work towards refinement and 
completion of the income tax provision for the current period.  Under ASC 980, we recorded a net increase to the regulatory 
liability for excess deferred income taxes in the amount of $431.0 million including tax gross-up, and a net increase in 
regulatory assets in the amount of $5.9 million, for a net increase in regulatory liabilities in the amount of $425.1 million. We 
recorded a decrease in the regulatory asset for flow-through in the amount of $22.4 million, including tax gross-up; and a 
regulatory asset for the re-measurement of non-plant excess deferred taxes and the net operating loss carryforward deferred tax 
asset in the amount of $28.3 million, including tax gross-up, for a net increase in regulatory assets in the amount of $5.9 
million.
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All provisional amounts recorded for re-measurement remain subject to adjustment within the measurement period pending 
the preparation and analysis of additional information. In addition, we have recorded a provisional estimate but have not fully 
completed the accounting for the tax sharing impacts of the re-measurement of the deferred tax assets and deferred tax 
liabilities.

NOTE 8. DERIVATIVE AND WEATHER-RELATED INSTRUMENTS

DERIVATIVE INSTRUMENTS

Regulated Utility Operations

Washington Gas enters into contracts that qualify as derivative instruments and are accounted for under ASC Topic 815. 
These derivative instruments are recorded at fair value on our balance sheets and Washington Gas does not currently designate 
any derivatives as hedges under ASC Topic 815. Washington Gas’ derivative instruments relate to: (i) Washington Gas’ asset 
optimization program; (ii) managing price risk associated with the purchase of gas to serve utility customers and (iii) managing 
interest rate risk.

Asset Optimization. Washington Gas optimizes the value of its long-term natural gas transportation and storage capacity 
resources during periods when these resources are not being used to physically serve utility customers. Specifically, Washington 
Gas utilizes its transportation capacity assets to benefit from favorable natural gas prices between different geographic locations 
and utilizes its storage capacity assets to benefit from favorable natural gas prices between different time periods. As part of this 
asset optimization program, Washington Gas enters into physical and financial derivative transactions in the form of forward, 
futures and option contracts with the primary objective of securing operating margins that Washington Gas will ultimately 
realize. The derivative transactions entered into under this program are subject to mark-to-market accounting treatment under 
ASC 820.

Regulatory sharing mechanisms provide for the annual realized profit from these transactions to be shared between 
Washington Gas' shareholders and customers; therefore, changes in fair value are recorded through earnings, or as regulatory 
assets or liabilities to the extent that it is probable that realized gains and losses associated with these derivative transactions 
will be included in the rates charged to customers when they are realized. Unrealized gains and losses recorded to earnings may 
cause significant period-to-period volatility; this volatility does not change the operating margins that Washington Gas expects 
to ultimately realize from these transactions through the use of its storage and transportation capacity resources.

All physically and financially settled contracts under our asset optimization program are reported on a net basis in the 
statements of income in “Utility cost of gas.” Total net margins recorded to “Utility cost of gas” after sharing and management 
fees associated with all asset optimization transactions for the three months ended June 30, 2018 were a net gain of $1.9 
million, including an unrealized loss of $3.8 million. During the three months ended June 30, 2017, we recorded a net gain of 
$9.1 million, including an unrealized gain of $3.2 million. Total net margins recorded for the nine months ended June 30, 2018 
was a net gain of $26.5 million, including an unrealized gain of $7.0 million. During the nine months ended June 30, 2017, we 
recorded a net gain of $62.5 million, including an unrealized gain of $39.7 million.

Managing Price Risk. To manage price risk associated with acquiring natural gas supply for utility customers, Washington 
Gas enters into physical and financial derivative transactions in the form of forward, option and other contracts, as authorized 
by its regulators. Any gains and losses associated with these derivatives are recorded as regulatory liabilities or assets, 
respectively, to reflect the rate treatment for these economic hedging activities.

Managing Interest-Rate Risk. Washington Gas may utilize derivative instruments that are designed to minimize the risk of 
interest-rate volatility associated with planned issuances of debt securities. Any gains and losses associated with these types of 
derivatives are recorded as regulatory liabilities or assets, respectively, and amortized in accordance with regulatory 
requirements, typically over the life of the related debt.

Non-Utility Operations

Trading Activities. WGL Midstream enters into derivative contracts for the purpose of optimizing its storage and 
transportation capacity as well as managing the transportation and storage assets on behalf of third parties. WGL Midstream 
does not designate these derivatives as hedges under ASC Topic 815; therefore, changes in the fair value of these derivative 
instruments are reflected in the earnings of our non-utility operations and may cause significant period-to-period volatility in 
earnings. 
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Managing Price Risk. WGL Energy Services enters into certain derivative contracts as part of its strategy to manage the 
price risk associated with the sale and purchase of natural gas and electricity. WGL Energy Services elects "normal purchases 
and normal sales" treatment for a portion of these physical contracts related to the purchase of natural gas and electricity to 
serve its customers, and, therefore, they are not subject to the fair value accounting requirements of ASC Topic 815. Derivative 
instruments not designated as ''normal purchases and normal sales" are recorded at fair value on our consolidated balance 
sheets, and changes in the fair value of these derivative instruments are reflected in the earnings of our non-utility operations, 
which may cause significant period-to-period volatility in earnings. WGL Energy Services does not designate derivatives as 
hedges under ASC Topic 815. 

Managing Interest-Rate Risk. WGL utilizes derivative instruments that are designed to limit the risk of interest-rate 
volatility associated with future debt issuances. 

WGL had $250 million of 30-year forward starting interest rate swaps which settled in January 2018. Through December 
2016, WGL had designated these interest rate swaps as cash flow hedges in anticipation of a 30-year debt issuance in January 
2018, and reported the effective portion of changes in fair value as a component of other comprehensive income (loss).  As a 
result of certain covenants related to the proposed merger with AltaGas, in January 2017, WGL de-designated these hedges as it 
was no longer probable that the debt would be issued and any further changes in the fair value of the interest rate swaps were 
recorded in interest expense. As of June 30, 2018, WGL believed that the debt issuance was still reasonably possible to occur, 
therefore, the fair value of the swaps prior to the dedesignation in the amount of $6.4 million is recorded in accumulated other 
comprehensive income at June 30, 2018. Subsequent to the merger on July 6, 2018, the debt issuance is no longer reasonably 
possible of occurring and, therefore, the $6.4 million gain recorded in accumulated other comprehensive will be recorded to 
income during the quarter ending September 30, 2018. In January 2018, WGL settled these swaps for a gain of $13.8 million. 
For the nine months ended June 30, 2018, we recorded income of $13.2 million to interest expense related to these swaps. We 
did not record any income or expenses related to these swaps for the three months ended June 30, 2018. Refer to Note 17—
Subsequent Events for a discussion of the merger.    

WGL's comprehensive income (loss) also includes amounts for settled hedges related to prior debt issuances, which are being 
amortized to income over the life of the outstanding debt. The amortization was minimal for the nine months ended June 30, 
2018 and 2017.

Consolidated Operations

Reflected in the tables below is information for WGL as well as Washington Gas. The information for WGL includes 
derivative instruments for both utility and non-utility operations.
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At June 30, 2018 and September 30, 2017, respectively, the absolute notional amounts of our derivatives were as 
follows: 

Absolute Notional Amounts
of Open Positions on Derivative Instruments

Derivative transactions WGL Holdings, Inc. Washington Gas
June 30, 2018 Notional Amounts
Natural Gas (In millions of therms)

Asset optimization & trading 24,569.9 11,698.4
Retail sales 117.1 —
Other risk-management activities 1,453.7 1,101.2

Electricity (In millions of kWhs)
Retail sales 8,408.4 —
Other risk-management activities(a) 26,355.3 —

September 30, 2017
Natural Gas (In millions of therms)

Asset optimization & trading 21,663.5 11,223.0
Retail sales 124.3 —
Other risk-management activities 1,546.7 1,181.0

Electricity (In millions of kWhs)
Retail sales 10,011.7 —
Other risk-management activities(a) 22,962.1 —

Interest Rate Swaps (In millions of dollars) $ 250.0 —
(a)Comprised primarily of financial swaps, financial transmission rights and physical forward purchases.

The following tables present the balance sheet classification for all derivative instruments as of June 30, 2018 and 
September 30, 2017.

WGL Holdings, Inc.
Balance Sheet Classification of Derivative Instruments(b)

(In millions)      

As of June 30, 2018

Gross
Derivative

Assets

Gross
Derivative
Liabilities

Netting of
Collateral Total(a)

Current Assets—Derivatives $ 16.3 $ (4.2) $ — $ 12.1
Deferred Charges and Other Assets—Derivatives 19.6 — — 19.6
Accounts payable (0.5) — — (0.5)
Current Liabilities—Derivatives 22.6 (45.0) 2.3 (20.1)
Deferred Credits—Derivatives 10.9 (135.5) 10.2 (114.4)
Total $ 68.9 $ (184.7) $ 12.5 $ (103.3)
As of September 30, 2017        

Current Assets—Derivatives $ 26.6 $ (11.3) $ — $ 15.3
Deferred Charges and Other Assets—Derivatives 38.9 (0.4) (0.1) 38.4
Accounts payable 1.0 — — 1.0
Current Liabilities—Derivatives 10.9 (57.0) 2.1 (44.0)
Deferred Credits—Derivatives 19.2 (148.8) 7.0 (122.6)
Total $ 96.6 $ (217.5) $ 9.0 $ (111.9)
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Washington Gas Light Company
Balance Sheet Classification of Derivative Instruments(b)

(In millions)

As of June 30, 2018

Gross
Derivative

Assets

Gross
Derivative
Liabilities

Netting of
Collateral Total(a)

Current Assets—Derivatives $ 1.4 $ — $ — $ 1.4
Deferred Charges and Other Assets—
Derivatives 9.1 — — 9.1
Current Liabilities—Derivatives 3.5 (20.5) 0.7 (16.3)
Deferred Credits—Derivatives — (98.1) — (98.1)
Total $ 14.0 $ (118.6) $ 0.7 $ (103.9)
As of September 30, 2017        

Current Assets—Derivatives $ 7.5 $ (2.4) $ — $ 5.1
Deferred Charges and Other Assets—
Derivatives 16.5 (0.3) — 16.2
Current Liabilities—Derivatives — (30.3) — (30.3)
Deferred Credits—Derivatives — (112.3) — (112.3)
Total $ 24.0 $ (145.3) $ — $ (121.3)

(a)WGL has elected to offset the fair value of recognized derivative instruments against the right to reclaim or the obligation to return collateral for 
derivative instruments executed under the same master netting arrangement in accordance with ASC 815. All recognized derivative contracts and associated 
financial collateral subject to a master netting arrangement or similar that is eligible for offset under ASC 815 have been presented net in the balance sheet.
(b)We did not have any derivative instruments outstanding that were designated as hedging instruments at June 30, 2018 or September 30, 2017.

The following table presents all gains and losses associated with derivative instruments for the three and nine months ended 
June 30, 2018 and 2017.
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Gains and (Losses) on Derivative Instruments
(In millions) WGL Holdings, Inc. Washington Gas
Three Months Ended June 30, 2018 2017 2018 2017
Recorded to income

Operating revenues—non-utility $ (22.5) $ 8.3 $ — $ —
Utility cost of gas (4.5) 5.5 (4.5) 5.5
Non-utility cost of energy-related sales 10.7 (0.8) — —
Interest expense (0.1) (7.9) — —

Recorded to regulatory assets
Gas costs (9.0) 6.4 (9.0) 6.4

Recorded to other comprehensive income 0.1 0.1 — —
Total $ (25.3) $ 11.6 $ (13.5) $ 11.9
Nine Months Ended June 30, 2018 2017 2018 2017
Recorded to income

Operating revenues—non-utility $ (26.2) $ 25.8 $ — $ —
Utility cost of gas (4.1) 40.0 (4.1) 40.0
Non-utility cost of energy-related sales 12.3 25.9 — —
Interest expense 12.7 (5.4) — —

Recorded to regulatory assets
Gas costs (11.3) 62.6 (11.3) 62.6

Recorded to other comprehensive income 0.2 49.6 — —
Total $ (16.4) $ 198.5 $ (15.4) $ 102.6

Collateral

WGL utilizes standardized master netting agreements, which facilitate the netting of cash flows into a single net exposure for 
a given counterparty. As part of these master netting agreements, cash, letters of credit and parent company guarantees may be 
required to be posted or obtained from counterparties in order to mitigate credit risk related to both derivatives and non-
derivative positions. Under WGL’s offsetting policy, collateral balances are offset against the related counterparties’ derivative 
positions to the extent the application would not result in the over-collateralization of those derivative positions on the balance 
sheet. 

The table below presents collateral not offset against derivative assets and liabilities at June 30, 2018 and September 30, 
2017, respectively.

Collateral Not Offset Against Derivative Assets and Liabilities (In millions)

June 30, 2018
Collateral deposits posted

with counterparties
Cash collateral held representing

an obligation
Washington Gas $ 10.9 $ 20.5
WGL Energy Services 14.7 —
WGL Midstream 22.0 0.4
September 30, 2017
Washington Gas $ 3.7 $ 0.1
WGL Energy Services 23.7 —
WGL Midstream 44.4 1.6

Any collateral posted that is not offset against derivative assets and liabilities is included in “Other prepayments” in the 
accompanying condensed balance sheets. Collateral received and not offset against derivative assets and liabilities is included 
in “Customer deposits and advance payments” in the accompanying balance sheets.



WGL Holdings, Inc.
Washington Gas Light Company

Notes to Condensed Consolidated Financial Statements (Unaudited)

28

Certain derivative instruments of WGL, Washington Gas, WGL Energy Services and WGL Midstream contain contract 
provisions that require collateral to be posted if the credit rating of Washington Gas or WGL falls below certain levels or if 
counterparty exposure to WGL, Washington Gas, WGL Energy Services or WGL Midstream exceeds a certain level (credit-
related contingent features). Due to counterparty exposure levels, at June 30, 2018, WGL Energy Services posted $8.1 million 
of collateral related to its derivative liabilities that contained credit-related contingent features. At September 30, 2017, WGL 
Energy Services posted $8.6 million of collateral related to these aforementioned derivative liabilities. At June 30, 2018 and 
September 30, 2017, WGL was not required to post collateral related to a derivative liability that contained a credit-related 
contingent feature. At both June 30, 2018 and September 30, 2017, Washington Gas and WGL Midstream were not required to 
post any collateral related to their respective derivative liabilities that contained credit-related contingent features. The 
following table shows the aggregate fair value of all derivative instruments with credit-related contingent features that are in a 
liability position, as well as the maximum amount of collateral that would be required if the most intrusive credit-risk-related 
contingent features underlying these agreements were triggered on June 30, 2018 and September 30, 2017, respectively.

Potential Collateral Requirements for Derivative Liabilities
with Credit-Risk-Contingent Features

(In millions) WGL Holdings, Inc. Washington Gas
June 30, 2018    

Derivative liabilities with credit-risk-contingent features $ 8.4 $ 0.7
Maximum potential collateral requirements $ 1.7 $ 0.7
September 30, 2017    

Derivative liabilities with credit-risk-contingent features $ 25.0 $ 2.8
Maximum potential collateral requirements $ 21.9 $ 2.8

We do not enter into derivative contracts for speculative purposes.

Concentration of Credit Risk

We are exposed to credit risk from derivative instruments with wholesale counterparties, which is represented by the fair 
value of these instruments at the reporting date. We actively monitor and work to minimize counterparty concentration risk 
through various practices. At June 30, 2018, three counterparties each represented over 10% of Washington Gas’ credit 
exposure to wholesale derivative counterparties for a total credit risk of $18.1 million; three counterparties each represented 
over 10% of WGL Energy Services’ credit exposure to wholesale counterparties for a total credit risk of $0.6 million; and two 
counterparties each represented over 10% of WGL Midstream’s credit exposure to wholesale counterparties for a total credit 
risk of $12.0 million.

WEATHER-RELATED INSTRUMENTS

WGL Energy Services utilizes weather-related instruments for managing the financial effects of weather risks. These 
instruments cover a portion of WGL Energy Services’ estimated revenue or energy-related cost exposure to variations in heating 
or cooling degree days. These contracts provide for payment to WGL Energy Services of a fixed-dollar amount for every degree 
day over or under specific levels during the calculation period depending upon the type of contract executed. For the three 
months ended June 30, 2018, WGL Energy Services recorded no pre-tax gain or loss.  For the three months ended June 30, 
2017, WGL Energy Services recorded a pre-tax loss of $0.3 million. During the nine months ended June 30, 2018 and 2017, 
WGL Energy Services recorded pre-tax gains of $3.9 million and $1.4 million, respectively, related to these instruments 
included in "Non-utility cost of energy related sales" in the accompanying condensed consolidated statements of income.

 

NOTE 9. FAIR VALUE MEASUREMENTS

Recurring Basis

We measure the fair value of our financial assets and liabilities using a combination of the income and market approaches in 
accordance with ASC Topic 820. These financial assets and liabilities primarily consist of derivatives recorded on our balance 
sheet under ASC Topic 815 and short-term investments, commercial paper and long-term debt outstanding required to be 
disclosed at fair value. Under ASC Topic 820, fair value is defined as the exit price, representing the amount that would be 
received in the sale of an asset or paid to transfer a liability in an orderly transaction between market participants at the 
measurement date. To value our financial instruments, we use market data or assumptions that market participants would use, 
including assumptions about credit risk (both our own credit risk and the counterparty’s credit risk) and the risks inherent in the 
inputs to valuation.
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We enter into derivative contracts in the futures and over-the-counter (OTC) wholesale and retail markets. These markets are 
the principal markets for the respective wholesale and retail contracts. Our relevant market participants are our existing 
counterparties and others who have participated in energy transactions at our delivery points. These participants have access to 
the same market data as WGL. Valuations are generally based on pricing service data or indicative broker quotes depending on 
the market location. We measure the net credit exposure at the counterparty level where the right to set-off exists. The net 
exposure is determined using the mark-to-market exposure adjusted for collateral, letters of credit and parent guarantees. We 
use published default rates from Standard & Poor’s Ratings Services and Moody’s Investors Service as inputs for determining 
credit adjustments.

ASC Topic 820 establishes a fair value hierarchy that prioritizes the inputs used to measure fair value. The hierarchy gives 
the highest priority to unadjusted quoted prices in active markets for identical assets or liabilities and the lowest priority to 
unobservable inputs. The three levels of the fair value hierarchy under ASC Topic 820 are described below:

Level 1. Level 1 of the fair value hierarchy consists of assets or liabilities that are valued using observable inputs 
based upon unadjusted quoted prices in active markets for identical assets or liabilities at the reporting date. WGL did 
not have any Level 1 derivatives at June 30, 2018 or September 30, 2017. 

Level 2. Level 2 of the fair value hierarchy consists of assets or liabilities that are valued using directly or 
indirectly observable inputs either corroborated with market data or based on exchange traded market data. Level 2 
includes fair values based on industry-standard valuation techniques that consider various assumptions: (i) quoted 
forward prices, including the use of mid-market pricing within a bid/ask spread; (ii) discount rates; (iii) implied 
volatility and (iv) other economic factors. Substantially all of these assumptions are observable throughout the full 
term of the instrument, can be derived from observable data or are supported by observable levels at which 
transactions are executed in the relevant market. At June 30, 2018 and September 30, 2017, Level 2 financial assets 
and liabilities included energy-related physical and financial derivative transactions such as forward, option and other 
contracts for deliveries at active market locations, as well as our interest rate swaps.

Level 3. Level 3 of the fair value hierarchy consists of assets or liabilities that are valued using significant 
unobservable inputs at the reporting date. These unobservable assumptions reflect our assumptions about estimates 
that market participants would use in pricing the asset or liability, including natural gas basis prices, annualized 
volatilities of natural gas prices, and electricity congestion prices. A significant change to any one of these inputs in 
isolation could result in a significant upward or downward fluctuation in the fair value measurement. These inputs may 
be used with industry standard valuation methodologies that result in our best estimate of fair value for the assets or 
liabilities at the reporting date.

Our Risk Analysis and Mitigation (RA&M) Group determines the valuation policies and procedures. The RA&M Group 
reports to WGL’s Chief Financial Officer. In accordance with WGL’s valuation policy, we may utilize a variety of valuation 
methodologies to determine the fair value of Level 3 derivative contracts, including internally developed valuation inputs and 
pricing models. The prices used in our valuations are corroborated using multiple pricing sources, and we periodically conduct 
assessments to determine whether each valuation model is appropriate for its intended purpose. The RA&M Group also 
evaluates changes in fair value measurements on a daily basis.

At June 30, 2018 and September 30, 2017, Level 3 derivative assets and liabilities included: (i) physical contracts valued at 
illiquid market locations with no observable market data; (ii) long-dated positions where observable pricing is not available 
over the majority of the life of the contract; (iii) contracts valued using historical spot price volatility assumptions and 
(iv) valuations using indicative broker quotes for inactive market locations.

 The following tables set forth financial instruments recorded at fair value as of June 30, 2018 and September 30, 2017, 
respectively. A financial instrument’s classification within the fair value hierarchy is based on the lowest level of any input that 
is significant to the fair value measurement. Our assessment of the significance of a particular input to the fair value 
measurement requires judgment, and may affect the valuation of fair value assets and liabilities and their placement within the 
fair value hierarchy.
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WGL Holdings, Inc.
Fair Value Measurements Under the Fair Value Hierarchy

(In millions) Level 1 Level 2 Level 3 Total
At June 30, 2018        

Assets
Natural gas related derivatives $ — $ 21.7 $ 36.6 $ 58.3
Electricity related derivatives — 1.0 9.6 10.6

Total Assets $ — $ 22.7 $ 46.2 $ 68.9
Liabilities

Natural gas related derivatives $ — $ (21.1) $ (144.7) $ (165.8)
Electricity related derivatives — (1.2) (17.7) (18.9)

Total Liabilities $ — $ (22.3) $ (162.4) $ (184.7)
At September 30, 2017        

Assets
Natural gas related derivatives $ — $ 18.4 $ 52.8 $ 71.2
Electricity related derivatives — 0.1 15.5 $ 15.6
Interest rate derivatives — 9.8 — $ 9.8

Total Assets $ — $ 28.3 $ 68.3 $ 96.6
Liabilities

Natural gas related derivatives $ — $ (15.5) $ (167.4) $ (182.9)
Electricity related derivatives — (4.1) (21.7) (25.8)
Interest rate derivatives — (8.8) — (8.8)

Total Liabilities $ — $ (28.4) $ (189.1) $ (217.5)

Washington Gas Light Company
Fair Value Measurements Under the Fair Value Hierarchy

(In millions) Level 1 Level 2 Level 3 Total
At June 30, 2018        

Assets
Natural gas related derivatives $ — $ 3.7 $ 10.3 $ 14.0

Total Assets $ — $ 3.7 $ 10.3 $ 14.0
Liabilities

Natural gas related derivatives $ — $ (4.7) $ (113.9) $ (118.6)
Total Liabilities $ — $ (4.7) $ (113.9) $ (118.6)
At September 30, 2017        

Assets
Natural gas related derivatives $ — $ 7.0 $ 17.0 $ 24.0

Total Assets $ — $ 7.0 $ 17.0 $ 24.0
Liabilities

Natural gas related derivatives $ — $ (5.7) $ (139.6) $ (145.3)
Total Liabilities $ — $ (5.7) $ (139.6) $ (145.3)

The following table includes quantitative information about the significant unobservable inputs used in the fair value 
measurement of our Level 3 financial instruments and the respective fair values of the net derivative asset and liability 
positions, by contract type, as of June 30, 2018 and September 30, 2017.
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Quantitative Information about Level 3 Fair Value Measurements

(In millions)   
Net Fair Value
June 30, 2018   Valuation Techniques    Unobservable Inputs    Range

WGL Holdings, Inc.                  
Natural gas related
derivatives    $(104.8)   Discounted Cash Flow   

Natural Gas Basis Price
(per dekatherm)    $(1.638) - $2.753

     Option Model   
Natural Gas Basis Price
(per dekatherm)    $(0.920) - $2.718

     $(3.3)       
Annualized Volatility of
Spot Market Natural Gas    30.2% - 901.0%

Electricity related
derivatives    $(8.1)   Discounted Cash Flow   

Electricity Congestion Price
(per megawatt hour)    $(6.075) - $57.200

Washington Gas
Light Company        

Natural gas related
derivatives    $(103.6)   Discounted Cash Flow   

Natural Gas Basis Price
(per dekatherm)    $(0.980) - $0.108

(In millions)   
Net Fair Value

September 30, 2017               

WGL Holdings, Inc.            

Natural gas related
derivatives    $(112.4)   Discounted Cash Flow   

Natural Gas Basis Price
(per dekatherm)    $(2.095) - $2.805

     Option Model   
Natural Gas Basis Price
(per dekatherm)    $(2.095) - $2.358

     $(2.2)       
Annualized Volatility of
Spot Market Natural Gas    28.7% - 566.8%

Electricity related
derivatives    $(6.2)   Discounted Cash Flow   

Electricity Congestion Price
(per megawatt hour)    $(2.736) - $56.500

Washington Gas Light
Company            

Natural gas related
derivatives    $(122.6)   Discounted Cash Flow   

Natural Gas Basis Price
(per dekatherm)    $(1.928) - $2.805

The following tables are a summary of the changes in the fair value of our derivative instruments that are measured at net fair 
value on a recurring basis in accordance with ASC Topic 820 using significant Level 3 inputs during the three and nine months 
ended June 30, 2018 and 2017, respectively.



WGL Holdings, Inc.
Washington Gas Light Company

Notes to Condensed Consolidated Financial Statements (Unaudited)

32

Reconciliation of Fair Value Measurements Using Significant Level 3 Inputs

WGL Holdings, Inc. Washington Gas Light
Company

(In millions)

Natural Gas
Related

Derivatives

Electricity
Related

Derivatives Total

Total - Natural Gas
Related 

Derivatives
Three Months Ended June 30, 2018      

Balance at April 1, 2018 $ (85.0) $ (10.3) $ (95.3) $ (89.0)
Realized and unrealized gains (losses)

Recorded to income (13.7) 4.6 (9.1) (3.5)
Recorded to regulatory assets—gas costs (7.6) — (7.6) (7.6)

Transfers into Level 3 (7.1) — (7.1) (7.0)
Transfers out of Level 3 0.1 — 0.1 —
Purchases — (2.5) (2.5) —
Settlements 5.2 0.1 5.3 3.5

Balance at June 30, 2018 $ (108.1) $ (8.1) $ (116.2) $ (103.6)
Three Months Ended June 30, 2017      

Balance at April 1, 2017 $ (150.2) $ (8.4) $ (158.6) $ (155.4)
Realized and unrealized gains (losses)

Recorded to income (6.0) 1.7 (4.3) 2.9
Recorded to regulatory assets—gas costs 3.0 — 3.0 3.0

Transfers into Level 3 0.1 — 0.1 —
Purchases — 2.0 2.0 —
Settlements 0.8 0.9 1.7 (1.2)

Balance at June 30, 2017 $ (152.3) $ (3.8) $ (156.1) $ (150.7)
Nine Months Ended June 30, 2018      

Balance at October 1, 2017 $ (114.6) $ (6.2) $ (120.8) $ (122.6)
Realized and unrealized gains (losses)

Recorded to income (28.8) 3.0 (25.8) (8.0)
Recorded to regulatory assets—gas costs (15.6) — (15.6) (15.6)

Transfers into Level 3 (6.8) — (6.8) (6.8)
Transfers out of Level 3 8.9 — 8.9 9.0
Settlements 48.8 (4.9) 43.9 40.4

Balance at June 30, 2018 $ (108.1) $ (8.1) $ (116.2) $ (103.6)
Nine Months Ended June 30, 2017      

Balance at October 1, 2016 $ (264.1) $ (9.1) $ (273.2) $ (251.6)
Realized and unrealized gains (losses)

Recorded to income 46.6 (2.5) 44.1 34.7
Recorded to regulatory assets—gas costs 55.4 — 55.4 55.4

Transfers into Level 3 (0.7) — (0.7) (0.4)
Transfers out of Level 3 (0.5) — (0.5) (0.3)
Purchases — (1.0) (1.0) —
Settlements 11.0 8.8 19.8 11.5

Balance at June 30, 2017 $ (152.3) $ (3.8) $ (156.1) $ (150.7)

Transfers between different levels of the fair value hierarchy may occur based on fluctuations in the valuation inputs and on 
the level of observable inputs used to value the instruments from period to period. It is our policy to show both transfers into 
and out of the different levels of the fair value hierarchy at the fair value as of the beginning of the period. Transfers out of 
Level 3 for the periods presented were due to an increase in observable market inputs, primarily reflecting a decrease in the 
duration of the contracts being valued.  Transfers into Level 3 for the periods presented were due to an increase in unobservable 
market inputs, primarily pricing points.
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The table below sets forth the line items on the statements of income to which amounts are recorded for the three and nine 
months ended June 30, 2018 and 2017, respectively, related to fair value measurements using significant Level 3 inputs.

Realized and Unrealized Gains (Losses) Recorded to Income for Level 3 Measurements

WGL Holdings, Inc. Washington Gas Light
Company

(In millions)

Natural Gas
Related

Derivatives

Electricity
Related

Derivatives Total
Total - Natural Gas Related

Derivatives
Three Months Ended June 30, 2018      
Operating revenues—non-utility $ (10.9) $ (6.9) $ (17.8) $ —
Utility cost of gas (3.5) — (3.5) (3.5)
Non-utility cost of energy-related sales 0.7 11.5 12.2 —
Total $ (13.7) $ 4.6 $ (9.1) $ (3.5)
Three Months Ended June 30, 2017      

Operating revenues—non-utility $ (8.9) $ (1.1) $ (10.0) $ —
Utility cost of gas 2.9 — 2.9 2.9
Non-utility cost of energy-related sales — 2.8 2.8 —
Total $ (6.0) $ 1.7 $ (4.3) $ 2.9
Nine Months Ended June 30, 2018      
Operating revenues—non-utility $ (18.3) $ (10.7) $ (29.0) $ —
Utility cost of gas (8.0) — (8.0) (8.0)
Non-utility cost of energy-related sales (2.5) 13.7 11.2 —
Total $ (28.8) $ 3.0 $ (25.8) $ (8.0)
Nine Months Ended June 30, 2017      

Operating revenues—non-utility $ 6.3 $ (9.6) $ (3.3) $ —
Utility cost of gas 34.7 — 34.7 34.7
Non-utility cost of energy-related sales 5.6 7.1 12.7 —
Total $ 46.6 $ (2.5) $ 44.1 $ 34.7

Unrealized gains (losses) attributable to derivative assets and liabilities measured using significant Level 3 inputs were 
recorded as follows, for the three and nine months ended June 30, 2018 and 2017, respectively.
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Unrealized Gains (Losses) Recorded for Level 3 Measurements

WGL Holdings, Inc. Washington Gas Light 
Company

(In millions)

Natural Gas
Related

Derivatives

Electricity
Related

Derivatives Total
Total - Natural Gas
Related Derivatives

Three Months Ended June 30, 2018      

Recorded to income
Operating revenues—non-utility $ (9.3) $ (4.8) $ (14.1) $ —
Utility cost of gas (5.9) — (5.9) (5.9)
Non-utility cost of energy-related sales 0.6 8.9 9.5 —
Recorded to regulatory assets—gas costs (9.9) — (9.9) (9.9)

Total $ (24.5) $ 4.1 $ (20.4) $ (15.8)
Three Months Ended June 30, 2017      

Recorded to income
Operating revenues—non-utility $ (7.1) $ 5.1 $ (2.0) $ —
Utility cost of gas 2.6 — 2.6 2.6
Non-utility cost of energy-related sales (0.2) 2.0 1.8 —

Recorded to regulatory assets—gas costs 2.7 — 2.7 2.7
Total $ (2.0) $ 7.1 $ 5.1 $ 5.3
Nine Months Ended June 30, 2018      
Recorded to income

Operating revenues—non-utility $ (16.9) $ (13.5) $ (30.4) $ —
Utility cost of gas (1.3) — (1.3) (1.3)
Non-utility cost of energy-related sales 2.0 15.0 17.0 —

Recorded to regulatory assets—gas costs (5.4) — (5.4) (5.4)
Total $ (21.6) $ 1.5 $ (20.1) $ (6.7)
Nine Months Ended June 30, 2017      

Recorded to income
Operating revenues—non-utility $ 5.2 $ 4.0 $ 9.2 $ —
Utility cost of gas 22.4 — 22.4 22.4
Non-utility cost of energy-related sales (0.1) 8.4 8.3 —
Recorded to regulatory assets—gas costs 38.0 — 38.0 38.0

Total $ 65.5 $ 12.4 $ 77.9 $ 60.4

The following table presents the carrying amounts and estimated fair values of our financial instruments at June 30, 2018 and 
September 30, 2017.

WGL Holdings, Inc.
Fair Value of Financial Instruments

   June 30, 2018 September 30, 2017

(In millions)
Carrying
Amount Fair Value

Carrying
Amount Fair Value

Money market funds(a) $ 40.9 $ 40.9 $ 11.8 $ 11.8
Commercial paper (b) $ 402.0 $ 402.0 $ 505.0 $ 505.0
Project financing (b) $ 27.5 $ 27.5 $ 54.8 $ 54.8
Long-term debt(c) $ 1,879.3 $ 1,942.2 $ 1,430.9 $ 1,577.3
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Washington Gas Light Company
Fair Value of Financial Instruments

   June 30, 2018 September 30, 2017

(In millions)
Carrying
Amount Fair Value

Carrying
Amount Fair Value

Money market funds (a) $ 39.4 $ 39.4 $ 4.8 $ 4.8
Commercial paper (b) $ — $ — $ 123.0 $ 123.0
Project financing (b) $ 15.5 $ 15.5 $ 43.8 $ 43.8
Long-term debt (c) $ 1,084.8 $ 1,146.9 $ 1,134.5 $ 1,271.0

(a) Balance is located in cash and cash equivalents in the accompanying balance sheets. These amounts may be offset by outstanding checks.
(b) Balance is located in notes payable in the accompanying balance sheets.
(c) Excludes current maturities. 

Our money market funds are Level 1 valuations and their carrying amount approximates fair value. Other short-term 
investments are primarily overnight investment accounts; their carrying amount approximates fair value based on Level 2 
inputs. The maturity of our commercial paper outstanding at both June 30, 2018 and September 30, 2017 is under 30 days. Due 
to the short-term nature of these notes, the carrying cost of our commercial paper approximates fair value using Level 2 inputs. 
Due to the nature of our project financing arrangements, the carrying cost approximates fair value using Level 2 inputs. Neither 
WGL’s nor Washington Gas’ long-term debt is actively traded. The fair value of long-term debt was estimated based on the 
quoted market prices of the U.S. Treasury issues having a similar term to maturity, adjusted for the credit quality of the debt 
issuer, WGL or Washington Gas. Our long-term debt fair value measurement is classified as Level 3.

Non Recurring Basis

During the second quarter of fiscal year 2018, WGL Midstream recorded an other than temporary impairment charge of $34.0 
million to its equity method investment in Constitution based on the estimated fair value of the investment of $4.0 million.  
WGL Midstream utilized income and market approaches to determine the fair value of its investment in Constitution, which fall 
into Level 3 of the fair value hierarchy because of the significant unobservable inputs utilized in these valuation approaches, 
including consideration of the severity and duration of any decline in fair value of our investment in the project. Our key inputs 
included, but were not limited to, significant management judgments and estimates, including projections of the timing and 
amount of the project’s cash flows, determination of a discount rate for the income approach, market multipliers, probability 
weighting of potential outcomes of legal and regulatory proceedings, and weighting of the valuations produced by the income 
and market approaches.  For more information, see Note 11-Other Investments of the Notes to Condensed Consolidated 
Financial Statements.

NOTE 10. OPERATING SEGMENT REPORTING

We have four reportable operating segments: regulated utility, retail energy-marketing, commercial energy systems and 
midstream energy services. The division of these segments into separate revenue generating components is based upon 
regulation, products and services. Our chief operating decision maker is the WGL Chief Executive Officer and we evaluate 
segment performance based on Earnings Before Interest and Taxes (EBIT). EBIT is defined as earnings before interest and 
taxes, net of amounts attributable to non-controlling interests. Items we do not include in EBIT are interest expense, 
intercompany financing activity, dividends on Washington Gas preferred stock, and income taxes. EBIT includes transactions 
between reportable segments. We also evaluate our operating segments based on other relevant factors, such as penetration 
into their respective markets and return on equity.

Our four segments are summarized below.
• Regulated Utility – The regulated utility segment is our core business. It consists of Washington Gas and Hampshire. 

Washington Gas provides regulated gas distribution services (including the sale and delivery of natural gas) to end use 
customers in the District of Columbia, Maryland and Virginia and natural gas transportation services to an unaffiliated 
natural gas distribution company in West Virginia under a Federal Energy Regulatory Commission (FERC) approved 
interstate transportation service operating agreement. Hampshire provides regulated interstate natural gas storage 
services to Washington Gas under a FERC approved interstate storage service tariff.
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• Retail Energy-Marketing – The retail energy-marketing segment consists of WGL Energy Services, which sells 
natural gas and electricity directly to retail customers in competition with regulated utilities and unregulated gas and 
electricity marketers.

• Commercial Energy Systems – The commercial energy systems segment consists of WGL Energy Systems, which 
provides clean and energy efficient solutions including commercial solar, energy efficiency and combined heat and 
power projects and other distributed generation solutions to government and commercial clients. In addition, this 
segment comprises the operations of WGSW, a holding company formed to invest in alternative energy assets.

• Midstream Energy Services – The midstream energy services segment consists of WGL Midstream, which 
specializes in the investment, management, development and optimization of natural gas storage and transportation 
midstream infrastructure projects.

Administrative and business development activity costs associated with WGL and Washington Gas Resources and activities 
and transactions that are not significant enough on a stand-alone basis to warrant treatment as an operating segment, and that 
do not fit into one of our four operating segments, are aggregated as “Other Activities” in the Operating Segment Financial 
Information presented below.  Results for other activities primarily relate to costs associated with the merger with AltaGas.

The following tables present operating segment information for the three and nine months ended June 30, 2018 and 2017. 
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Operating Segment Financial Information

(In thousands)
Operating
Revenues

Depreciation
and

Amortization

Equity in 
Earnings of 

Unconsolidated 
Affiliates EBIT

Total
Assets

Capital
Expenditures

Equity 
Method

Investments

Three Months Ended June 30, 2018              
Regulated utility $ 199,512 $ 34,502 $ — $ (5,965) $5,053,930 $ 98,846 $ —
Retail energy-marketing 219,397 270 — 10,763 506,397 — —
Commercial energy systems(a) 21,324 5,599 — 13,332 1,087,374 39,271 —
Midstream energy services (10,329) 4 7,065 (5,632) 1,082,676 — 677,404
Other activities — — — (2,671) 322,560 — —
Eliminations(b) (6,439) 13 — (842) (1,214,652) — —
Total consolidated $ 423,465 $ 40,388 $ 7,065 $ 8,985 $6,838,285 $ 138,117 $ 677,404

Three Months Ended June 30, 2017
Regulated utility $ 203,186 $ 33,217 $ — $ 11,226 $4,780,169 $ 72,750 $ —
Retail energy-marketing 250,025 281 — 4,335 522,496 (125) —
Commercial energy systems(a) 25,645 5,585 2,355 14,354 987,827 13,062 76,341
Midstream energy services 4,540 2 5,153 7,651 650,204 — 348,963
Other activities — — — (1,622) 354,465 — —
Eliminations(b) (9,032) 9 — (138) (921,668) — —
Total consolidated $ 474,364 $ 39,094 $ 7,508 $ 35,806 $6,373,493 $ 85,687 $ 425,304

Nine Months Ended June 30, 2018              
Regulated utility $1,109,022 $ 102,531 $ — $ 243,469 $5,053,930 $ 246,425 $ —
Retail energy-marketing 784,804 830 — 29,609 506,397 — —
Commercial energy systems(a) 57,793 18,663 — 22,541 1,087,374 101,971 —
Midstream energy services 40,682 13 (14,457) 23,859 1,082,676 — 677,404
Other activities — — — (9,027) 322,560 — —
Eliminations(b) (29,945) 58 — (3,269) (1,214,652) — —
Total consolidated $1,962,356 $ 122,095 $ (14,457) $ 307,182 $6,838,285 $ 348,396 $ 677,404

Nine Months Ended June 30, 2017
Regulated utility $1,012,193 $ 97,349 $ — $ 279,114 $4,780,169 $ 281,043 $ —
Retail energy-marketing 873,625 859 — 42,775 522,496 609 —
Commercial energy systems(a) 61,482 15,210 7,185 27,564 987,827 70,580 76,341
Midstream energy services 18,173 21 7,932 21,160 650,204 — 348,963
Other activities — — — (17,887) 354,465 — —
Eliminations(b) (39,872) 48 — (502) (921,668) — —
Total consolidated $1,925,601 $ 113,487 $ 15,117 $ 352,224 $6,373,493 $ 352,232 $ 425,304

(a) Commercial Energy Systems' operating revenues and depreciation and amortization include activity from non-controlling interest. Commercial energy 
systems' EBIT is adjusted for the effects of non-controlling interest.
(b) Intersegment eliminations include any mark-to market valuations associated with trading activities between WGL Midstream and WGL Energy Services, 
intercompany loans and a timing difference between Commercial Energy Systems’ recognition of revenue for the sale of Renewable Energy Credits (RECs) to 
Retail Energy-Marketing and Retail Energy-Marketing’s recognition of the associated expense. Retail Energy-Marketing has recorded a portion of the RECs 
purchased as inventory to be used in future periods at which time they will be expensed. Operating revenue amounts in the “Eliminations” row represent total 
intersegment revenues associated with sales from the regulated utility segment to the retail energy-marketing segment. Midstream Energy Services’ cost of 
energy related sales is netted with its gross revenues.
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The following table provides a reconciliation from EBIT to net income applicable to common stock.    

  
Three Months Ended June

30,
Nine Months Ended    June

30,
(In thousands) 2018 2017 2018 2017
Total consolidated EBIT $ 8,985 $ 35,806 $ 307,182 $ 352,224
Interest expense 20,593 25,062 48,427 55,552
Income tax expense 37,068 2,149 33,181 106,381
Dividends on Washington Gas Light Company preferred stock 330 330 990 990
Net income (loss) applicable to common stock $ (49,006) $ 8,265 $ 224,584 $ 189,301

NOTE 11. OTHER INVESTMENTS

 WGL has both solar and pipeline investments and accounts for its interests in legal entities as either a: (i) variable interest 
entity (VIE) or a (ii) voting interest entity (non-VIE). A VIE is a legal entity with one of the following characteristics: (i) has 
insufficient at-risk equity to fund its activities without additional subordinated financial support from any other party or parties; 
(ii) the equity holders of which, as a group, lack the characteristics of a controlling financial interest; or (iii) the entity is 
structured with non-substantive voting rights.

The determination of whether or not to consolidate a VIE under GAAP requires a significant amount of judgment. This 
includes, but is not limited to, consideration of our contractual relationships with the entity, the legal structure of the entity, the 
voting power of the equity holders, the obligation of the equity holders to absorb losses of the entity and their rights to receive 
any expected residual returns. 

Under the VIE model, we have a controlling financial interest in a VIE (i.e., are the primary beneficiary) and would 
consolidate the entity when we have current or potential rights that give us the power to direct the activities of a VIE that most 
significantly impact the VIE’s economic performance combined with a variable interest that gives us the right to receive 
potentially significant benefits or the obligation to absorb potentially significant losses. When changes occur to the design of an 
entity, we reconsider whether the entity is a VIE. We also continuously evaluate whether we have a controlling financial interest 
in a VIE.

Under the voting interest model, we consolidate an entity when we have a controlling financial interest by holding directly or 
indirectly, more than 50% of the voting rights or by exercising control through substantive participating rights. However, we 
consider substantive rights held by other partners in determining if we hold a controlling financial interest, and in some cases, 
may not consolidate the entity despite owning more than 50% of the voting rights. We reevaluate whether we have a controlling 
financial interest in these entities when our voting or substantive participating rights change. Where we do not have a 
controlling financial interest, we apply the equity method of accounting. 

We have investments in both consolidated and unconsolidated entities which are described in detail below. The 
unconsolidated investments are accounted for under the equity method of accounting with profits and losses included in “Equity 
in earnings of unconsolidated affiliates” in the accompanying Condensed Consolidated Statements of Income, and the 
unconsolidated investment balances included in “Investments in unconsolidated affiliates” in the accompanying Condensed 
Consolidated Balance Sheets.  Consolidated investments are accounted for under the principles of consolidation with profits 
and losses included in the appropriate revenues and expenses lines in the accompanying Condensed Consolidated Statements of 
Income, and the consolidated investment balances are included in the appropriate assets and liabilities lines in the 
accompanying Condensed Consolidated Balance Sheets.  Profits and losses associated with non-controlling interests are 
included in “Net income (loss) attributable to non-controlling interest” in the accompanying Condensed Consolidated 
Statements of Income and are recorded to Non-controlling interest in the accompanying Condensed Consolidated Balance 
Sheets.

 WGL uses the Hypothetical Liquidation at Book Value (HLBV) methodology to determine its earnings or losses for certain 
equity method investments as well as for the non-controlling interests in consolidated investments when the governing 
structuring agreement over the equity investment results in different liquidation rights and priorities than what is reflected by 
the underlying ownership interest percentage. For investments accounted for under the HLBV method, simply applying the 
percentage ownership interest to GAAP net income in order to determine earnings or losses does not accurately represent the 
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income allocation and cash flow distributions that will ultimately be received by the investors. The HLBV calculation may vary 
in its complexity depending on the capital structure and the tax considerations for the investments.

When applying HLBV, WGL determines the amount that it would receive if an equity investment entity were to liquidate all 
of its assets at book value (as valued in accordance with GAAP) and distribute that cash to the investors based on the 
contractually defined liquidation priorities. The change in WGL's claim on the investee's book value at the beginning and end of 
the reporting period (adjusted for contributions and distributions) is WGL’s share of the earnings or losses from the equity 
investment for the period.

Consolidated Investments

Variable Interest Entity Investments-Solar

At June 30, 2018, WGL's subsidiary, WGSW, Inc. was the primary beneficiary of SFGF LLC (SFGF), SFRC, LLC (SFRC), 
SFGF II, LLC (SFGF II), ASD Solar LP (ASD) and SFEE LLC (SFEE), because of its ability to direct the activities most 
significant to the economic performance of those entities plus the right to receive potentially significant benefits or the 
obligation to absorb potentially significant losses. Accordingly, we have consolidated these VIE's.

SFGF, SFRC, and SFGF II

WGSW, along with its various tax equity partners, formed the tax equity partnerships SFGF, SFRC, and SFGF II to acquire, 
own, and operate distributed generation solar projects nationwide.  WGSW is the managing member of these investments and 
will provide cash equal to the purchase price of the solar projects less any contributions from the tax-equity partner for projects 
sold into the partnerships.  WGL Energy Systems is the developer of the projects and sells them to the partnerships, and is the 
operations and maintenance provider. 

Profits and losses are allocated between the partners under the HLBV method of accounting and the portion allocated to the 
tax equity partner is included in “Net income (loss) attributable to non-controlling interest” on the accompanying Condensed 
Consolidated Statements of Income and is recorded to Non-controlling interest on the accompanying Condensed Consolidated 
Balance Sheets.

As of June 30, 2018, WGSW has contributed $16.8 million, $29.0 million and $20.1 million to SFGF, SFRC, and SFGF II 
respectively.

ASD

WGSW is the limited partner in ASD, a limited partnership formed to own and operate a portfolio of residential solar 
projects, primarily rooftop photovoltaic power generation systems. As the limited partner, WGSW provided funding to the 
partnership through the funding commitment period that ended in January 2014.  As of June 30, 2018, WGSW has contributed 
$72.6 million into the tax equity partnership.  

Prior to July 10, 2017, ASD was being consolidated by the general partner, Solar Direct LLC (Solar Direct). Solar Direct is a 
wholly owned subsidiary of American Solar Direct Inc. (ASDI).  In June 2017, ASDI filed for Chapter 7 bankruptcy because of 
financial difficulties. To ensure continuing operations of the partnership and minimal disruptions to the customers, WGSW 
petitioned the Bankruptcy Court to remove Solar Direct as manager of ASD operations and to approve the appointment of SF 
ASD, a wholly-owned subsidiary of WGL Energy Systems, formed to take over the management and operations of the 
partnership, as manager of ASD operations. On July 10, 2017, the Bankruptcy Court granted the bankruptcy trustee's 
emergency motion to assign management rights and control of ASD to SF ASD and WGSW consolidated ASD as a result. 

SFEE 

On November 23, 2016, WGSW and a tax equity partner formed SFEE to acquire distributed generation solar projects that 
were to be developed and sold by a third-party developer or WGL Energy Systems. New projects were to be designed and 
constructed under long-term power purchase agreements. On November 8, 2017, WGSW terminated the Master Purchase 
Agreement between SFEE, LLC and the third-party developer.  The termination triggered a reassessment of the method of 
accounting for SFEE and, as a result, SFEE is considered a VIE and is consolidated by WGSW. As of June 30, 2018, WGSW 
has contributed $6.5 million into the tax equity partnership.
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The following table summarizes the fair value amounts of SFEE’s assets and liabilities, as well as the estimated fair value of 
the non-controlling interest as of the date of consolidation.

Fair Value of SFEE at Date of Consolidation
(in millions) Fair Value
Property, plant and equipment $ 10.1
Other assets 0.1
     Total assets $ 10.2
Net assets $ 10.2
Non-controlling interest $ 0.6
WGSW equity interest $ 9.6

  
Property, plant and equipment represents commercial solar assets for SFEE stated at cost. This amount was determined to be 

equal to the fair value provided by a third-party appraisal.

Balance Sheet Location of Consolidated Investments

The carrying amounts and classification of the consolidated VIEs’ assets and liabilities included in our accompanying 
Condensed Consolidated Balance Sheets at June 30, 2018 and September 30, 2017 are as follows:

WGL Holdings, Inc.
Balance Sheet Location of Consolidated Investments

(in millions) June 30, 2018 September 30, 2017
Current assets $ 9.6 $ 4.4
Property, Plant and Equipment 202.2 121.7
     Total assets $ 211.8 $ 126.1
Current liabilities 0.4 0.2
Deferred credits 1.4 0.8
     Total liabilities $ 1.8 $ 1.0

Unconsolidated Investments

Variable Interest Entity Investments-Pipelines

Meade

In 2014, WGL through its subsidiary WGL Midstream, entered into a limited liability company agreement and formed 
Meade Pipeline Co LLC (Meade), a Delaware limited liability company, with Transcontinental Gas Pipe Line Company, LLC 
(Williams) to invest in a regulated pipeline, a segment of Transco's Atlantic Sunrise project, called Central Penn Pipeline 
(Central Penn). Central Penn will be an approximately 185-mile pipeline originating in Susquehanna County, Pennsylvania and 
extending to Lancaster County, Pennsylvania that will have the capacity to transport and deliver up to approximately 1.7 
million dekatherms per day of natural gas.

At June 30, 2018 and September 30, 2017, WGL Midstream held a $415.3 million and $146.7 million, respectively, equity 
method investment in Meade. WGL Midstream plans to invest an estimated $450 million for a 55% interest in Meade. Although 
WGL Midstream holds greater than a 50% interest in Meade, Meade is not consolidated by WGL Midstream and instead is 
accounted for under the equity method of accounting. WGL Midstream is not the primary beneficiary of Meade as it does not 
have the power to direct the activities most significant to the economic performance of Meade.  WGL Midstream applies the 
HLBV equity method of accounting and any profits and losses are included in “Equity in earnings of unconsolidated affiliates” 
in the accompanying Condensed Consolidated Statements of Income and are added to or subtracted from the carrying amount 
of WGL’s investment balance.



WGL Holdings, Inc.
Washington Gas Light Company

Notes to Condensed Consolidated Financial Statements (Unaudited)

41

Our maximum financial exposure to loss because of our involvement with this VIE is equal to WGL Midstream's capital 
contributions. 

Non-Variable Investment Entity Investments-Pipelines

Mountain Valley Pipeline

In March 2015, WGL Midstream acquired a 7% equity interest in Mountain Valley Pipeline, LLC (Mountain Valley). On 
October 24, 2016, WGL Midstream acquired an additional 3% equity interest in Mountain Valley by assuming all of Vega 
Midstream MVP LLC's (Vega Energy) interest in the joint venture. WGL Midstream now owns a 10% interest in Mountain 
Valley.  

The proposed pipeline to be developed, constructed, owned and operated by Mountain Valley, will transport approximately 
2.0 million dekatherms of natural gas per day and connects with EQT Corporation's Equitrans system in Wetzel County, West 
Virginia to Transcontinental Gas Pipe Line Company LLC's Station 165 in Pittsylvania County, Virginia. 

At June 30, 2018 and September 30, 2017, WGL Midstream held a $121.0 million and $63.0 million equity method 
investment in Mountain Valley, respectively. WGL Midstream expects to invest approximately $350.0 million in scheduled 
capital contributions through the in-service date of the pipeline based on its pro rata share of project costs. The equity method is 
considered appropriate because Mountain Valley is an LLC with specific ownership accounts and ownership between five and 
fifty percent resulting in WGL Midstream maintaining a more than minor influence over the partnership operating and 
financing policies.  Profits and losses are allocated under the HLBV method of accounting and are included in “Equity in 
earnings of unconsolidated affiliates” in the accompanying Condensed Consolidated Statements of Income and are added to or 
subtracted from the carrying amount of WGL’s investment balance.

In April 2018, WGL Midstream entered into a separate agreement with Mountain Valley to acquire a 5% equity interest in a 
project to build a lateral interstate natural gas pipeline (the MVP Southgate project).  The proposed lateral pipeline will receive 
gas from the Mountain Valley Pipeline mainline in Pittsylvania County, Virginia and extend approximately 70 miles south to 
new delivery points in Rockingham and Alamance counties, North Carolina. The total commitment by WGL Midstream is 
expected to be approximately $17.0 million.  

Stonewall System 

WGL Midstream has a 30% equity interest in an entity that owns and operates certain assets known as the Stonewall Gas 
Gathering System (the Stonewall System). The Stonewall System has the capacity to gather up to 1.4 billion cubic feet of 
natural gas per day from the Marcellus production region in West Virginia, and connects with an interstate pipeline system that 
serves markets in the mid-Atlantic region. 

At June 30, 2018 and September 30, 2017, WGL Midstream held a $137.2 million and $136.7 million equity method 
investment in the Stonewall System, respectively.  The equity method is considered appropriate because the Stonewall System 
is an LLC with specific ownership accounts and ownership between five and fifty percent resulting in WGL Midstream 
maintaining a more than minor influence over the partnership operating and financing policies. Profits and losses are allocated 
under the HLBV method of accounting and are included in “Equity in earnings of unconsolidated affiliates” in the 
accompanying Condensed Consolidated Statements of Income and are added to or subtracted from the carrying amount of 
WGL’s investment balance. 

The carrying amount of WGL Midstream's investment in the Stonewall System exceeded the amount of the underlying 
equity in net assets by $10.1 million as of June 30, 2018, which is being amortized over the life of the assets. 

Constitution

WGL Midstream owns a 10% interest in Constitution. The Constitution Pipeline is proposed to transport natural gas from 
the Marcellus region in northern Pennsylvania to major northeastern markets. Constitution is accounted for under the equity 
method of accounting; any profits and losses are included in “Equity in earnings of unconsolidated affiliates” in the 
accompanying Condensed Consolidated Statements of Income and are added to or subtracted from the carrying amount of 
WGL’s investment balance. The equity method is considered appropriate because Constitution is an LLC with specific 
ownership accounts and ownership between five and fifty percent resulting in WGL Midstream maintaining a more than minor 
influence over the partnership operating and financing policies.  

In December 2014, Constitution received approval from the FERC to construct and operate the proposed pipeline.  However, 
on April 22, 2016, the New York State Department of Environmental Conservation (NYSDEC) denied Constitution’s 
application for a Section 401 Certification for the pipeline, which is necessary for the construction and operation of the pipeline. 



WGL Holdings, Inc.
Washington Gas Light Company

Notes to Condensed Consolidated Financial Statements (Unaudited)

42

In May 2016, Constitution filed actions in both the U.S. Circuit Court of Appeals for the Second Circuit (Second Circuit Court) 
and the U.S. District Court for the Northern District of New York, appealing the decision and seeking declaratory judgment that 
the State of New York’s permitting authority is preempted by federal law.  In March 2017, the U.S. District Court for the 
Northern District of New York dismissed without prejudice Constitution's lawsuit claiming that New York's state law permit 
requirements are preempted by the Natural Gas Act.  The Court concluded that it lacked subject matter jurisdiction because 
Constitution had not demonstrated a traceable injury in fact sufficient to establish standing.  In August 2017, the Second Circuit 
Court issued a decision, declining to rule on Constitution’s argument that the NYSDEC’s decision on Constitution’s Section 
401 application constitutes a waiver of the certification requirement. Constitution filed a petition for rehearing with the Second 
Circuit Court's decision, but in October 2017 the court denied the petition.  In October 2017, Constitution filed a petition for 
declaratory order requesting FERC to find that, by operation of law, the Section 401 certification requirement for the New York 
State portion of Constitution’s pipeline project was waived due to the failure by the NYSDEC to act on Constitution’s Section 
401 application within a reasonable period of time as required by the express terms of the statute. On January 11, 2018, the 
FERC denied the petition. On February 12, 2018, Constitution filed a request for rehearing with FERC, which was denied on 
July 19, 2018.  On January 16, 2018, Constitution petitioned the U.S. Supreme Court to review the judgment of the Second 
Circuit Court, asserting that the Second Circuit Court’s decision conflicts with the decisions of the U.S. Supreme Court and 
federal Courts of Appeals on an important question of federal law.  On April 30, 2018, the U.S. Supreme Court denied 
Constitution’s petition for writ of certiorari.  

The project’s sponsors remain committed to the project, and as such, on June 25, 2018, Constitution requested FERC grant a 
24-month extension on construction of the pipeline. 

We evaluate our investment in Constitution for other than temporary impairment.  Our impairment assessment uses income 
and market approaches in determining the fair value of our investment in Constitution.  Refer to Note 9 - Fair Value 
Measurements.  We recorded an other than temporary impairment charge of $34.0 million to “Equity in earnings of 
unconsolidated affiliates”, and recorded a reversal to “Operation and maintenance” expense of a previously recognized expense 
of $3.0 million during the second quarter of fiscal year 2018. We evaluated our remaining investment at June 30, 2018, and 
determined that there was no additional impairment.  There could be additional losses in the value of the investment beyond the 
impairment charge already taken. However, we believe that recoveries from the sale of the inventories held by Constitution will 
mostly offset these expenditures.  We also continue to incur legal fees associated with the project. At June 30, 2018, and 
September 30, 2017, WGL Midstream held a $3.9 million and $38.1 million equity method investment in Constitution, 
respectively. 

The following tables present summary information about our unconsolidated investments:

WGL Holdings, Inc.
Balance Sheet Location of Unconsolidated Investments

Solar Investments Pipelines

(in millions) Non-VIEs(a) VIEs(b) Non-VIEs(c) Total
June 30, 2018
Assets
Investments in unconsolidated affiliates $ — $ 415.3 $ 262.1 $ 677.4
Total assets $ — $ 415.3 $ 262.1 $ 677.4
September 30, 2017
Assets
Investments in unconsolidated affiliates $ 9.6 $ 146.7 $ 237.9 $ 394.2
Total assets $ 9.6 $ 146.7 $ 237.9 $ 394.2

(a) Balance relates to interest held in SFEE on September 30, 2017
(b) Balance relates to equity method investment in Meade.
(c) Balance relates to equity method investments in Constitution, Mountain Valley Pipeline and Stonewall System.

NOTE 12. RELATED PARTY TRANSACTIONS

WGL and its subsidiaries engage in inter-company transactions in the ordinary course of business. Inter-company 
transactions and balances have been eliminated from the consolidated financial statements of WGL, except as described below. 
Washington Gas provides accounting, treasury, legal and other administrative and general support to affiliates, and files 
consolidated tax returns that include affiliated taxable transactions. Washington Gas bills its affiliates in accordance with 
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regulatory requirements for the actual cost of providing these services, which approximates their market value. To the extent 
such billings are outstanding, they are reflected in “Receivables from associated companies” on Washington Gas’ balance 
sheets. Washington Gas assigns or allocates these costs directly to its affiliates and, therefore, does not recognize revenues or 
expenses associated with providing these services. Washington Gas believes that allocations based on broad measures of 
business activity are appropriate for allocating expenses resulting from common services. Affiliate entities are allocated a 
portion of common services based on a formula driven by appropriate indicators of activity, as approved by management.

In connection with billing on behalf of unregulated third-party marketers, including WGL Energy Services and with other 
miscellaneous billing processes, Washington Gas collects cash on behalf of affiliates and transfers the cash in a reasonable time 
period. Cash collected by Washington Gas on behalf of its affiliates but not yet transferred is recorded in “Payables to 
associated companies” on Washington Gas’ Condensed Balance Sheets.

Washington Gas previously obtained third-party project financing on behalf of the federal government to provide funds 
during the construction of certain energy management services projects entered into under Washington Gas' area-wide contract.  
In December 2016, WGL Energy Systems entered into an agreement to obtain third-party financing and receive funds directly 
from the third-party lender during the construction period associated with the related energy management service projects. As 
part of the ongoing financing arrangement, Washington Gas records a receivable representing the government’s obligation, and 
records an inter-company payable to WGL Energy Systems for the construction work performed for the same amount in 
"Payables to associated companies".  Refer to Note 3—Short Term Debt of the Notes to Condensed Consolidated Financial 
Statements for further discussion of the project financing.

 The following table presents the receivables from and payables to associated companies as of June 30, 2018 and 
September 30, 2017.

 

Washington Gas Receivables From / Payables To Associated Companies
(In millions) June 30, 2018 September 30, 2017
Receivables from associated companies $ 33.6 $ 32.4
Payables to associated companies $ 109.3 $ 94.8

Washington Gas provides gas balancing services related to storage, injections, withdrawals and deliveries to all energy 
marketers participating in the sale of natural gas on an unregulated basis through the customer choice programs that operate in 
its service territory. These balancing services include the sale of natural gas supply commodities related to various peaking 
arrangements contractually supplied to Washington Gas and then partially allocated and assigned by Washington Gas to the 
energy marketers, including WGL Energy Services. Washington Gas records revenues for these balancing services pursuant to 
tariffs approved by the appropriate regulatory bodies. These related party amounts for balancing services provided to WGL 
Energy Services have been eliminated in the consolidated financial statements of WGL. The following table shows the amounts 
Washington Gas charged WGL Energy Services for balancing services which are located in "Utility Operating Revenues".

Washington Gas - Gas Balancing Service Charges
   Three Months Ended June 30, Nine Months Ended June 30,
(In millions) 2018 2017 2018 2017
Gas balancing service charge $ 4.3 $ 4.2 $ 15.3 $ 19.9

As a result of these balancing services, an imbalance is created for volumes of natural gas received by Washington Gas that 
are not equal to the volumes of natural gas delivered to customers of the energy marketers. At June 30, 2018 and September 30, 
2017, WGL Energy Services recognized accounts receivable from Washington Gas of $7.4 million and $1.4 million 
respectively, related to an imbalance in gas volumes. Due to regulatory treatment, these payables and receivables are not 
eliminated in the consolidated financial statements of WGL. Refer to Note 1—Accounting Policies of the Notes to Consolidated 
Financial Statements of our combined Annual Report on Form 10-K for the fiscal year ended September 30, 2017 for further 
discussion of these imbalance transactions.

Washington Gas participates in a purchase of receivables (POR) program as approved by the Maryland Public Service 
Commission (PSC of MD), whereby it purchases receivables from participating energy marketers at approved discount rates. In 
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addition, WGL Energy Services participates in POR programs with certain Maryland and Pennsylvania utilities, whereby it 
sells its receivables to various utilities, including Washington Gas, at approved discount rates. The receivables purchased by 
Washington Gas are included in “Accounts receivable” in the accompanying balance sheet. Any activity between Washington 
Gas and WGL Energy Services related to the POR program has been eliminated in the accompanying financial statements for 
WGL. At June 30, 2018 and September 30, 2017, Washington Gas had balances of $4.0 million and $3.2 million, respectively, 
of purchased receivables from WGL Energy Services which are located in "Accounts receivable".

NOTE 13. COMMITMENTS AND CONTINGENCIES

REGULATORY CONTINGENCIES

Certain legal and administrative proceedings incidental to our business, including regulatory contingencies, involve WGL 
and/or its subsidiaries. In our opinion, we have recorded an adequate provision for probable losses or refunds to customers for 
regulatory contingencies related to these proceedings. 

Application for Approval of Reduction of Distribution Rates

On January 12, 2018, Washington Gas filed applications to reduce customer rates in Maryland, Virginia, and the District of 
Columbia to reflect the impact of the Tax Act, including both the impact of the re-measurement of deferred tax assets and 
liabilities and reduction of the federal tax rate to 21%. Washington Gas began tracking the impact of the Tax Act on revenue 
requirements beginning January 1, 2018, recording all impacts to regulatory assets and liabilities. In Maryland, the PSC of MD 
approved the application effective for bills rendered on or after February 1, 2018. 

 In Virginia, the application was dismissed on March 15, 2018 and Washington Gas will file a new general rate case in July 
2018. On June 29, 2018, the PSC of DC approved the settlement agreement, reflecting an annual reduction in Washington Gas’ 
distribution rates of $8.3 million, effective for service rendered on or after July 1, 2018.  The settling parties were directed to 
file a joint proposal, by August 1, 2018, depicting the regulatory liability balance for the period January 1, 2018 through June 
30, 2018, which will be refunded to customers through a one-time bill credit beginning with Washington Gas’ December 2018 
billing cycle.

 Washington Gas has recorded regulatory liabilities, representing the amounts owed to customers for reduced rates between 
January 1, 2018 and June 30, 2018 of 11.5 million and $5.4 million, for Virginia and the District of Columbia respectively. 
Please refer to Note 7— Income taxes for more information. 

Virginia Jurisdiction 

Virginia Rate Case. On April 17, 2017, Washington Gas filed with the SCC of VA a unanimous settlement as to a specific 
annual revenue increase, but not as to a specific return on equity, specific accounting adjustments, or specific ratemaking 
methodologies, except as otherwise set forth therein.  The Stipulation set forth, for purposes of settlement, a base rate increase 
of $34 million (of which $14.1 million represents incremental base rate revenues over and above the inclusion of SAVE Plan 
costs which were previously recovered through monthly surcharges). For purposes of the settlement, the mid-point of the return 
on equity range of 9.0%-10.0%% will be used in any application or filing, other than a change in base rates, effective December 
1, 2016. On June 30, 2017, the Chief Hearing Examiner issued a report recommending that the SCC of VA approve the 
Stipulation. On September 8, 2017, Washington Gas received a final order from the SCC of VA accepting settlement subject to 
minor modifications to Washington Gas’ System Expansion Proposals. All parties agreed to a Revised Stipulation filed on 
September 20, 2017, reflecting the SCC of VA’s denial of one of the System Expansion Proposals and Washington Gas’ 
withdrawal of the second one. The SCC of VA issued its final order approving the revised stipulation on September 25, 2017. 
Refunds to customers, which have been accrued by Washington Gas at December 31, 2017, were completed on February 7, 
2018. Washington Gas’ methodology to compute customer refunds is pending review by the SCC of VA.

FINANCIAL GUARANTEES

 WGL has guaranteed payments primarily for certain commitments on behalf of some of its subsidiaries. WGL has also 
guaranteed payments for certain of our external partners. At June 30, 2018, the maximum potential amount of future payments 
under the guarantees for external parties totaled $0.6 million.

ANTERO CONTRACT 

 Washington Gas and WGL Midstream contracted in June 2014 with Antero Resources Corporation (Antero) to buy gas from 
Antero at invoiced prices based on an index, and at a delivery point, specified in the contracts. Since deliveries began, however, 
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the index price paid has been more than the fair market value at the same physical delivery point, resulting in losses to date of 
$29.6 million. Accordingly, Washington Gas and WGL Midstream notified Antero that it sought to apply a provision of the 
contracts that would permit a new index to be established.  Antero objected, claiming that the contract provisions permitting re-
pricing did not apply, unless Antero itself chose to sell gas at cheaper prices at the delivery point (which Antero claimed it had 
not).  The dispute was arbitrated in January 2017, and the arbitral tribunal ruled in favor of Antero on the applicability of the re-
pricing mechanism.  However, the tribunal ruled that it lacked authority to determine whether Antero was in breach of its 
obligation to deliver gas to Washington Gas and WGL Midstream at a point where they could obtain the higher pricing. 
Accordingly, Washington Gas and WGL Midstream filed suit in state court in Colorado for a determination of this issue.  The 
state court granted Antero’s motion to dismiss the case and the case is currently on appeal.  

Separately, Antero has initiated suit against Washington Gas and WGL Midstream, claiming that they have failed to purchase 
specified daily quantities of gas and seeking alleged cover damages exceeding $100 million as of April 4, 2018, according to 
Antero's complaint.  Washington Gas and WGL Midstream oppose both the validity and amount of Antero’s claim.  WGL 
believes any loss associated with these claims to be remote and therefore, no accrual was made as of June 30, 2018.  In 
December 2017, WGL Midstream amended its purchase contract with Antero and, effective February 1, 2018, is no longer 
obligated to purchase gas at the delivery point that is the subject of these disputes.

SILVER SPRING, MARYLAND INCIDENT

Washington Gas continues to support the investigation by the NTSB into the August 10, 2016 explosion and fire at an 
apartment complex on Arliss Street in Silver Spring, Maryland, the cause of which has not been determined.  Additional 
information will be made available by the NTSB at the appropriate time. A total of 40 civil actions related to the incident have 
been filed against WGL and Washington Gas in the Circuit Court for Montgomery County, Maryland.  All of these suits seek 
unspecified damages for personal injury and/or property damage. The one action seeking class action status has been amended 
to assert property damage and loss of use claims. We maintain excess liability insurance coverage from highly-rated insurers, 
subject to a nominal self-insured retention. We believe that this coverage will be sufficient to cover any significant liability to it 
that may result from this incident. Management is unable to determine a range of potential losses that are reasonably possible of 
occurring and therefore we have not recorded a reserve associated with this incident. Washington Gas was invited by the NTSB 
to be a party to the investigation and in that capacity, continues to work closely with the NTSB to help determine the cause of 
this incident.

MERGER WITH ALTAGAS
For a discussion of merger related commitments, refer to Note 17 — Subsequent Events of the Notes to Condensed 

Consolidated Financial Statements.

NOTE 14. PENSION AND OTHER POST-RETIREMENT BENEFIT PLANS

The following table shows the components of net periodic benefit costs (income) recognized in our financial statements 
during the three and nine months ended June 30, 2018 and 2017.
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Components of Net Periodic Benefit Costs (Income)
Three Months Ended June 30,

2018 2017

(In millions)
Pension
Benefits

Health and
Life Benefits

Pension
Benefits

Health and
Life Benefits

Service cost $ 3.7 $ 1.3 $ 4.1 $ 1.4
Interest cost 9.9 2.9 9.6 2.9
Expected return on plan assets (10.6) (5.9) (10.3) (5.5)
Amortization of prior service cost (credit) 0.1 (4.4) 0.1 (4.4)
Amortization of net actuarial loss 3.9 — 5.5 0.2

Net periodic benefit cost (income) 7.0 (6.1) 9.0 (5.4)
Amount allocated to construction projects (1.5) 1.2 (1.6) 1.1
Amount deferred as regulatory asset/liability—net 1.8 — 1.8 —

Amount charged (credited) to expense $ 7.3 $ (4.9) $ 9.2 $ (4.3)
Nine Months Ended June 30,

2018 2017
Service cost $ 11.1 $ 3.9 $ 12.3 $ 4.3
Interest cost 29.7 8.7 28.8 8.7
Expected return on plan assets (31.8) (17.7) (30.8) (16.6)
Amortization of prior service cost (credit) 0.3 (13.2) 0.3 (13.2)
Amortization of net actuarial loss 11.7 — 16.5 0.6

Net periodic benefit cost (income) 21.0 (18.3) 27.1 (16.2)
Amount allocated to construction projects (3.7) 3.2 (4.9) 3.5
Amount deferred as regulatory asset/liability—net 5.2 — 5.3 (0.1)

Amount charged (credited) to expense $ 22.5 $ (15.1) $ 27.5 $ (12.8)

Amounts included in the line item “Amount deferred as regulatory asset/liability-net,” as shown in the table above, represent 
the amortization of previously unrecovered costs of the applicable pension benefits or the health and life benefits as approved in 
the District of Columbia.  We expect the balances to be fully amortized by October 2019.

NOTE 15. ACCUMULATED OTHER COMPREHENSIVE INCOME (LOSS)

The following tables show the changes in accumulated other comprehensive income (loss) for WGL and Washington Gas by 
component for the three and nine months ended June 30, 2018 and 2017. 

 

WGL Holdings, Inc.
Changes in Accumulated Other Comprehensive Loss by Component

(In thousands)
Three Months Ended

June 30,
Nine Months Ended

June 30,
   2018 2017 2018 2017
Beginning Balance $ (5,547) $ (8,874) $ (5,997) $ (38,539)

Qualified cash flow hedging instruments(a) 53 51 158 49,556
Change in prior service credit(b) (273) (217) (820) (651)
Change in actuarial net loss(b) 530 588 1,587 1,763

Current-period other comprehensive income 310 422 925 50,668
Income tax expense related to other comprehensive income 83 235 248 20,816
Ending Balance $ (5,320) $ (8,687) $ (5,320) $ (8,687)

(a) Cash flow hedging instruments represent interest rate swap agreements related to debt issuances. Refer to Note 8- Derivative and Weather-related 
Instruments of the Notes to Condensed Consolidated Financial Statements for further discussion of the interest rate swap agreements.

(b) These accumulated other comprehensive income (loss) components are included in the computation of net periodic benefit cost. Refer to Note 14- Pension 
and other post-retirement benefit plans of the Notes to Condensed Consolidated Financial Statements for additional details.
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Washington Gas Light Company
Changes in Accumulated Other Comprehensive Loss by Component

(In thousands)
Three Months Ended

June 30,
Nine Months Ended

June 30,
   2018 2017 2018 2017
Beginning Balance $ (4,147) $ (7,383) $ (4,522) $ (7,830)

Change in prior service credit(a) (273) (217) (820) (651)
Change in actuarial net loss(a) 530 588 1,587 1,763

Current-period other comprehensive income 257 371 767 1,112
Income tax expense related to other comprehensive income 69 145 204 439
Ending Balance $ (3,959) $ (7,157) $ (3,959) $ (7,157)

(a)These accumulated other comprehensive income (loss) components are included in the computation of net periodic benefit cost. Refer to Note 14-Pension and 
other post-retirement benefit plans of the Notes to Condensed Consolidated Financial Statements for additional details.

NOTE 16. SUPPLEMENTAL CASH FLOW INFORMATION

The following tables detail the changes in operating assets and liabilities from operating activities, cash payments that have 
been included in the determination of earnings and non-cash investing and financing activities:
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WGL Holdings Inc.

For the nine months ended June 30, 2018 2017
(In thousands)
CHANGES IN OPERATING ASSETS AND LIABILITIES

Accounts receivable and unbilled revenues—net $ (49,268) $ (112,725)
Gas costs and other regulatory assets/liabilities—net 31,100 (11,285)
Storage gas 119,217 (3,399)
Prepaid taxes (4,711) 11,309
Accounts payable and other accrued liabilities (10,911) 30,677
Customer deposits and advance payments (1,325) (24,908)
Accrued taxes 10,753 4,987
Other current assets 35,291 (17,386)
Other current liabilities (9,298) 14,588
Deferred gas costs—net 26,212 12,702
Deferred assets—other (20,424) (10,890)
Deferred liabilities—other 3,837 76
Pension and other post-retirement benefits (1,344) (7,178)
Other—net 3,594 2,379

Changes in operating assets and liabilities $ 132,723 $ (111,053)
SUPPLEMENTAL DISCLOSURES OF CASH FLOW INFORMATION

Income taxes paid (refunded)—net $ 649 $ (3,890)
Interest paid $ 54,533 $ 53,027

SUPPLEMENTAL DISCLOSURES OF NON-CASH INVESTING AND FINANCING ACTIVITIES:
Extinguishment of project debt financing $ (28,312) $ (27,927)
Capital expenditure accruals included in accounts payable and other accrued liabilities $ 40,986 $ 38,101
Dividends paid in common stock $ — $ 1,362
Stock based compensation $ 12,389 $ 6,564
Transfer of investments to fixed assets $ 10,054 $ 30,114
Transfer of notes receivables to investments $ — $ 10,031
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Washington Gas 

For the nine months ended June 30, 2018 2017
(In thousands)
CHANGES IN OPERATING ASSETS AND LIABILITIES

Accounts receivable, unbilled revenues and receivables from associated companies—net $ (45,234) $ (109,427)
Gas costs and other regulatory assets/liabilities—net 31,100 (11,285)
Storage gas 38,076 15,270
Prepaid taxes 346 5,127
Accounts payable and other accrued liabilities, including payables to associated companies 8,179 32,724
Customer deposits and advance payments (125) (20,107)
Accrued taxes 10,350 2,928
Other current assets (7,329) (4,945)
Other current liabilities (368) 37
Deferred gas costs—net 26,212 12,702
Deferred assets—other (19,084) (7,527)
Deferred liabilities—other (10,233) 489
Pension and other post-retirement benefits (1,426) (7,178)
Other—net 3,255 2,550
Changes in operating assets and liabilities $ 33,719 $ (88,642)

SUPPLEMENTAL DISCLOSURES OF CASH FLOW INFORMATION
Income taxes paid (refunded)—net $ (958) $ —
Interest paid $ 31,061 $ 36,202

SUPPLEMENTAL DISCLOSURES OF NON-CASH INVESTING AND FINANCING ACTIVITIES:
Extinguishment of project debt financing $ (28,312) $ (27,927)
Capital expenditure accruals included in accounts payable and other accrued liabilities $ 26,472 $ 28,666

NOTE 17. SUBSEQUENT EVENTS

MERGER WITH ALTAGAS

On January 25, 2017, WGL entered into an agreement and plan of Merger (Merger Agreement) to combine with AltaGas in 
an all cash transaction.  The merger was consummated on July 6, 2018.  The Merger Agreement provided for the merger of the 
Merger Sub, a newly formed indirect wholly-owned subsidiary of AltaGas with and into WGL, whereby WGL became an 
indirect wholly-owned subsidiary of AltaGas. Upon consummation of the merger, each share of WGL common stock issued and 
outstanding immediately prior to the closing was converted automatically into the right to receive $88.25 (Merger 
Consideration) in cash per share, without interest, less any applicable withholding taxes. Shares of WGL common stock held by 
WGL, AltaGas, the Merger Sub or any subsidiaries were not entitled to receive the Merger Consideration.  All shares of WGL 
common stock ceased to be outstanding and were automatically canceled.  Each share of the Merger Sub's issued and 
outstanding common stock at the time of the consummation of the merger was converted into one share of WGL common stock 
for a total of 100 WGL post-Merger shares owned by Wrangler 1 LLC, an indirect wholly-owned subsidiary of AltaGas 
(Wrangler 1).  As a result of the Merger, WGL's common stock was delisted from the New York Stock Exchange.

    In connection with the Merger, WGL established Wrangler SPE LLC., the SPE for the purposes of owning the common 
stock of Washington Gas in a bankruptcy remote entity. The SPE is a wholly-owned subsidiary of WGL. Following the 
consummation of the merger, all of Washington Gas’ outstanding shares of common stock are now owned by the SPE. The 
merger had no effect on the Washington Gas preferred stock, which continues to be outstanding.

   
Merger Approval Proceedings

District of Columbia

On April 24, 2017, AltaGas, WGL and Washington Gas (Applicants) filed an application with the PSC of DC seeking 
approval of the Merger Agreement. To approve the Merger Agreement, the PSC of DC needed to find that the merger taken as a 
whole is in the public interest.  On May 8, 2018, Washington Gas, AltaGas, and other key stakeholders filed a proposed 
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unanimous settlement agreement and stipulation with the PSC of DC.  On May 23, the PSC of DC issued an Order granting the 
parties’ request to reopen the record in the proceeding to permit consideration of the Settlement Agreement.  On June 28, 2018, 
the PSC of DC issued an Order granting approval of the Settlement Agreement subject to conditions. The Applicants accepted 
the conditions set forth in the Order on July 2, 2018.

 

Maryland and Virginia

In April 2017, the Applicants filed applications with the PSC of MD and SCC of VA seeking approval of the Merger 
Agreement.  Orders granting approval were received from the PSC of MD and the SCC of VA on April 4, 2018 and October 20, 
2017, respectively. 

On December 21, 2017, Washington Gas filed an application with the SCC of VA for approval of a new service agreement 
between Washington Gas and AltaGas Services (U.S.) Inc. (ASUS) for Washington Gas to receive centralized corporate 
services, and to authorize affiliate transactions for a period of five years. On March 15, 2018, the SCC of VA issued an Order 
directing Washington Gas to institute certain corrective measures (Revised Agreement) to the original Agreement.  On July 25, 
2018, Washington Gas filed with the SCC of VA a signed and executed copy of the approved Revised Agreement. 

Other Federal Approvals

In addition to the approvals discussed above, AltaGas and WGL received the following approvals on the dates indicated:

• FERC - July 6, 2017

• Committee on Foreign Investment in the United States (CFIUS) - August 18, 2017

• Federal Trade Commission and the Antitrust Division of the Department of Justice - July 17, 2017(a)

(a)The waiting period required by the Clayton Act, and the Hart-Scott Rodino Antitrust Improvements Act of 1976, as amended, expired on July 17, 2017.  
The expiration of the Clayton Act’s waiting period deemed the merger approved by the Federal Trade Commission and the Department of Justice.

Merger Related Costs

   Merger Commitments

Approval of the merger across all jurisdictions was conditioned upon AltaGas and WGL agreeing to certain financial 
commitments including: customer bill credits, funding for low-income weatherization and energy efficiency initiatives, public 
safety programs, energy educational programs, gas expansion fund contributions, workplace development initiatives, charitable 
contributions, and other required commitments.  The commitments will be funded by AltaGas within various timeframes from 
30 days to 10 years after the merger close.  In addition, the commitments related to Maryland and the District of Columbia are 
subject to a Most Favored Nation (MFN) provision that may change the amount or nature of the commitments.  We did not 
recognize any merger commitment liabilities on our consolidated financial statements as of June 30, 2018.  The following table 
lists commitment obligations that will be recorded to “Operation and maintenance” expense on our Condensed Consolidated 
Financial Statements in the fourth quarter of fiscal year 2018.
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Washington Gas Light Company
Merger Commitments

(in millions)
Commitment Description Amount
Customer bill credits $ 56.4
Low-income weatherization and energy efficiency initiatives 4.5
Charitable contributions 13.5
Work place development initiatives 7.4
Gas expansion fund contributions 30.3
Public safety programs 0.5
Energy customer or education programs 22.8
Total merger commitments $ 135.4

The following additional commitments by Washington Gas will have an impact on our consolidated financial statements 
when the transactions are incurred in the future:

1) Hiring of three damage prevention trainers in each jurisdiction for a total of $2.8 million over 5 years;
2) Investment of $70.0 million over a 10 year period to further extend natural gas service to areas within Washington 

Gas's service territory, which will be incorporated into Washington Gas's ongoing capital plan; and
3) Spending $8.0 million on leak mitigation and reducing leak backlogs. 

In addition, there are a number of operational commitments that will have a impact on the ongoing business of Washington 
Gas, including reductions of leak backlogs, conducting a root cause analysis related to customer service, increasing supplier 
diversity, achieving synergy savings benefits, developing protocols for moving meters from inside to outside customers’ 
premises, as well as reporting and tracking related to all the commitments.

Other Merger Related Costs

Upon consummation of the merger, it is anticipated that WGL will recognize merger related expenses in “Operation and 
maintenance” expense in the fourth quarter of fiscal year 2018 for the following items: 

1) $26.1 million for retention payments to senior executives and key employees and acceleration of stock-based incentive 
compensation plans; 

2) $29.7 million related to investment banking and legal fees owed upon completion of the merger; and
3) $38.0 million impairment in “Net property, plant and equipment” associated with the merger.

Additional acceleration of stock-based incentive compensation plans and severance costs related to senior executives 
following the merger could be recognized in future quarters.  

Pursuant to the Merger agreement, WGL contributed $61.8 million to rabbi trusts formed to fully satisfy certain outstanding 
employee benefit obligations immediately prior to the merger close.

We recognized merger transaction costs of $1.5 million and $2.3 million for the three and nine months ended June 30, 2018, 
and $0.8 million and $12.7 million for the three and nine months ended June 30, 2017, respectively, in “Operations and 
maintenance” in our Condensed Consolidated Statements of Income.  
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