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THE WILLIAMS COMPANIES, INC.
FORM 10-K
PART |
ITEM 1. BUSINESS
(a) GENERAL DEVELOPMENT OF BUSINESS

The Williams Companies, Inc. (the "Company" or "N§liins") was incorporated under the laws of theeStdtNevada in 1949 and was
reincorporated under the laws of the State of Datavin 1987. The principal executive offices of @@mpany are located at One Williams
Center, Tulsa, Oklahoma 74172 (telephone

(918) 588-2000). Unless the context otherwise regureferences to the "Company" and "Williams'eireinclude The Williams Companies,
Inc. and its subsidiaries.

On November 24, 1997, the Company announced thatientered into a definitive merger agreemeattpire MAPCO Inc. ("MAPCQ") i

a stock-for-stock transaction based upon a fixedhamge ratio of 1.665 shares of the Company's Canthtock and .555 associated preferred
stock purchase rights (adjusted to reflect the Gayis two-for-one stock split on December 29, 1967 gach share of MAPCO Common
Stock and associated preferred stock purchasesrighe Company's and MAPCO's shareholders apprastezhs necessary to complete the
transaction at special stockholder meetings onuapr26, 1998. See Note 19 to Notes to Consolidaieancial Statements. The Federal
Trade Commission announced on March 27, 1998jtthatuld allow the parties to consummate the tratisa, and the parties closed the
transaction on March 28, 1998.

MAPCO is a Tulsa, Oklahoma-based diversified enegypany. Subsidiaries of MAPCO engage in the frariation by pipeline of natural
gas liquids ("NGLs"), anhydrous ammonia, crudeald refined petroleum products; the transportatiptruck and rail of NGLs and refined
petroleum products; the refining of crude oil; tharketing and trading of NGLSs, refined petroleurndarcts, and crude oil; NGL storage; and
the marketing of motor fuel and merchandise throemtvenience store operations. MAPCO's subsidMig;America Pipeline Company,
owns and operates 7,668 miles of pipeline andaelptimping, metering, and storage facilities. Sliasies of MAPCO also own and operate
two petroleum products refineries, one in Alaskhiclhr markets approximately 44,000 barrels of refipeoducts per day in Alaska, Canada,
and the Pacific Rim, and one in Tennessee, whiaketmapproximately 110,000 barrels of refined pistd per day. MAPCO's subsidiary,
Thermogas Company, is the fourth largest propamietex in the United States and sells propane istd&s to more than 350,000 custon
Its MAPCO Express subsidiaries operate approxim&80 convenience stores and travel centers piiyriarTennessee and Alaska. MAP!
also owns subsidiaries providing fleet operatoith wiotor fuel and data management and providinggyrelated information services.
MAPCO also holds equity investments in other busses.

Management believes the acquisition furthers ittegy of seeking growth through strategic acqgoisét and alliances and that MAPCO's
assets and operations complement the Companytigxises of business. Following the acquisititme Company will operate the MAPCO
businesses through Williams Energy Group.

On January 5, 1998, the Company's three-year nopete agreement resulting from the 1995 sale oféiterork services operations of its
telecommunications subsidiary expired, and the Gomy@nnounced plans to re-enter the long-distasleedmmunications market as a
provider of wholesale communications services @aet8,000-mile network expected to be in operaipithe beginning of 1999.

In April 1997, the Company merged its wholly owrsedbsidiary, Williams Telecommunications Systems, iith Nortel Communications
Systems, Inc., which was a wholly owned subsididriorthern Telecom, Inc. The Company holds a #@gx interest in the newly formed
entity, Williams Communications Solutions,

LLC. See Note 2 of Notes to Consolidated Finanstatements.

In January 1996, the Company acquired a 49.9 peiatemnest from its partner in Kern River Gas Trarssion Company giving the Company
99.9 percent ownership of this natural gas pipediystem. The purchase price was $206 million. Sete R of Notes to Consolidated
Financial Statements. The Company acquired theinémgs0.1 percent interest in the partnership ibriary 1997, for $387,600.
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(b) FINANCIAL INFORMATION ABOUT INDUSTRY SEGMENTS
See Part Il, Item 8 -- Financial Statements and Sygementary Data.
(c) NARRATIVE DESCRIPTION OF BUSINESS

The Company, through subsidiaries, engages irrdimsportation and sale of natural gas and relattdtées; natural gas gathering,
processing, and treating activities; the transpioriaand terminaling of petroleum products; hydrbca exploration and production activitie
the production and marketing of ethanol; and enemggmodity marketing and trading and provides deiaiof other products and services,
including price risk management services, to trergnindustry. The Company also engages in the aamuations business. In 1997, the
Company's energy subsidiaries owned and operajdile(interstate natural gas pipeline system$n@tural gas production properties; (iii)
natural gas gathering and processing facilitied;gicommon carrier petroleum products and crublgipéline system; (v) petroleum products
terminals; and

(vi) ethanol production facilities. The Companyisranunications subsidiaries offer: (i) data-, voiaad video-related products and services;
(i) advertising distribution services; (iii) videservices and other multimedia services for thaticast industry; (iv) enhanced facsimile and
audio- and videoconferencing services for busiregsg customepremise voice and data equipment, including iresialh, maintenance, ai
integration; and (vi) network integration and magagnt services nationwide. The Company also hasiments in the equity of certain ot
companies.

Substantially all operations of Williams are congacthrough subsidiaries. Williams performs managtylegal, financial, tax, consultative,
administrative, and other services for its subsidga Williams' principal sources of cash are frexternal financings, dividends and advances
from its subsidiaries, investments, payments bygislidgries for services rendered and interest paysrfesm subsidiaries on cash advances.
The amount of dividends available to Williams freabsidiaries largely depends upon each subsidieaytsings and operating capital
requirements. The terms of certain subsidiariesowdng arrangements limit the transfer of fundsiie Company.

To achieve organizational and operating efficiesicire Company's interstate natural gas pipeliregm@uped together under its wholly
owned subsidiary, Williams Interstate Natural Ggst&ms, Inc. All other operating companies are aimeWilliams Holdings of Delaware,
Inc., a wholly-owned subsidiary of the Company. Energy operations of Williams Holdings of Delawdre. are grouped into a wholly-
owned subsidiary, Williams Energy Group, and itmoaunications operations are grouped into a wholiywed subsidiary, Williams
Communications Group, Inc. Item 1 of this repoffoisnatted to reflect this structure.

WILLIAMS INTERSTATE NATURAL GAS SYSTEMS, INC.

The Company's interstate natural gas pipeline grooiqmprised of Williams Interstate Natural Gas 8y, Inc. and its subsidiaries, owns and
operates a combined total of approximately 27,000s0f pipelines with a total annual throughpugpproximately 3,700 TBtu* of natural
gas and peak-day delivery capacity of approximat&lBcf of natural gas. The interstate naturalgipsline group consists of
Transcontinental Gas Pipe Line Corporation, NorgtRipeline Corporation, Kern River Gas Transmisgiompany, Texas Gas
Transmission Corporation and Williams Gas Pipeli@estral, Inc. The pipeline group also holds mityoiriterests in joint venture interstate
natural gas pipeline systems. The Company acqiiradscontinental Gas Pipe Line Corporation and $&as Transmission Corporation in
1995. For the accounting treatment of the acquisjtsee Note 2 of Notes to Consolidated Financaksents. As noted above, the Company
acquired an additional 49.9 percent interest imkRiver Gas Transmission Company in January 19€&tenremaining 0.1 percent interest

in February 1997.

* The term "Mcf" means thousand cubic feet, "MMafieans million cubic feet and "Bcf" means billiorbaufeet. All volumes of natural gas
are stated at a pressure base of 14.73 poundsyoeesinch absolute at 60 degrees Fahrenheit.efire"Btu” means British Thermal Unit,
"MMBtu" means one million British Thermal Units atiiBtu" means one trillion British Thermal Unitsh& term "Dth" means dekatherm.
The term "MbblI" means one thousand barrels. Tha t&Wh" means gigawatt hour.
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In 1997, the Company's gas pipeline group begapribeess of combining certain administrative fuore$i, such as human resources,
information services, technical services, and fogarof its operating companies in an effort to Ipa@sts and increase effectiveness. In
addition, the Company combined the management teatas of the operating companies, Northwest RigeCorporation and Kern River
Gas Transmission Company, in 1997. Also in 199¢ seimior vice president and general manager ofsT&sa Transmission Corporation
assumed additional responsibilities as senior piesident and general manager of Williams Gas PigelCentral, Inc. The Company made
these management changes to increase the organagfficiency of its natural gas pipeline grohpwever, each of these operating
companies continues to operate as a separatecletifgl The Company's gas pipeline subsidiariesleyngpproximately 3,600 employees.

The interstate natural gas pipeline group's trassiom and storage activities are subject to reigmdty the Federal Energy Regulatory
Commission ("FERC") under the Natural Gas Act 038 9'Natural Gas Act") and under the Natural Galclpd\ct of 1978 ("NGPA"), and,
as such, their rates and charges for the trangortaf natural gas in interstate commerce, thersibn, enlargement or abandonment of
jurisdictional facilities, and accounting, amonget things, are subject to regulation. Each pigetialds certificates of public convenier

and necessity issued by FERC authorizing owneihipoperation of all pipelines, facilities and pedjes considered jurisdictional for which
certificates are required under the Natural Gas Bath pipeline is also subject to the Natural Bigagline Safety Act of 1968, as amendec
Title | of the Pipeline Safety Act of 1979, whicbgulates safety requirements in the design, caetginy operation and maintenance of
interstate gas transmission facilities.

A business description of each company in the stée natural gas pipeline group follows.
TRANSCONTINENTAL GAS PIPE LINE CORPORATION (TRANSCO )

Transco is an interstate natural gas transmissiorpany that owns a 10,500-mile natural gas pipefyrstem extending from Texas,
Louisiana, Mississippi and the offshore Gulf of Ntexthrough the states of Alabama, Georgia, Souwattoliha, North Carolina, Virginia,
Maryland, Pennsylvania, and New Jersey to the Nevk ity metropolitan area. The system serves costs in Texas and eleven southeast
and Atlantic seaboard states, including major npetiitan areas in Georgia, North Carolina, New Ydtkw Jersey and Pennsylvania.
Effective May 1, 1995, Transco transferred the apen of certain production area facilities to Withs Field Services Group, Inc., an
affiliated company.

Pipeline System and Customers

At December 31, 1997, Transco's system had a maidklivery capacity of approximately 3.8 Bcf obgeer day from production areas to its
primary markets. Using its Leidy Line and marketaastorage capacity, Transco can deliver an addit9 Bcf of gas per day for a system-
wide delivery capacity total of approximately 6.¢fBf gas per day. Excluding the production aredifees operated by Williams Field
Services Group, Inc., Transco's system is compokagproximately 7,300 miles of mainline and bratremsmission pipelines, 39
compressor stations and six storage locations. @asajon facilities at a sea level-rated capaciiyl tmpproximately 1.3 million horsepower.

Transco's major gas transportation customers décputilities and municipalities that provide sew to residential, commercial, industrial
and electric generation end users. Shippers ors€o&pipeline system include public utilities, nuipelities, intrastate pipelines, direct
industrial users, electrical generators, marketagsproducers. Transco's largest customer in 18€Juated for approximately 12 percent of
Transco's total operating revenues. No other cust@ocounted for more than 10 percent of totalaipey revenues in 1997. Transco's firm
transportation agreements are generally long-tgmeeaments with various expiration dates and acclmurthe major portion of Transco's
business. Additionally, Transco offers interrupgitdansportation services under shorter term ageatam

Transco has natural gas storage capacity in fiderground storage fields located on or near itslpip system and/or market areas and
operates three of these storage fields and a lephiehtural gas (LNG) storage facility. The totg) gas storage capacity available to Transco
and its customers in such storage fields



and LNG facility is approximately 216 Bcf of gagofage capacity permits Transco's customers totigjas into storage during the summer
and off-peak periods for delivery during peak wirdemand periods.

Expansion Projects

In February 1997, Pine Needle LNG Company, LLC,ahtis owned by Transco and several of its majotocusrs, commenced construction
of an LNG storage project in Guilford County, No@harolina. The project will have 4 Bcf of storagmacity and 400 MMcf per day of
withdrawal capacity, and is expected to be placém service on or about May 1, 1999. The projeestimated to cost approximately $107
million. Transco will operate the facility and haae5 percent ownership interest. Transco expecdtsake equity investments of
approximately $19 million in this project.

In March 1997, Transco announced its MarketLink &gion Project. MarketLink will expand Transco'sdyeline and markearea mainline
facilities, providing the final transportation lirfiar several pipeline projects designed to transfanadian and Rocky Mountain gas supplies
to eastern markets. The total cost and capacitiyeoproject, which is targeted to be in servicetti@ 19992000 winter heating season, will
determined based on market subscriptions. Transew po file for FERC approval of the project dgritme first quarter of 1998.

In March 1997, Independence Pipeline Company filéd FERC an application, which was amended in Dewer 1997, for approval to
construct and operate a pipeline consisting of @pprately 400 miles of 36-inch diameter pipe froNR Pipeline Company's existing
compressor station at Defiance, Ohio to TransexHities at Leidy, Pennsylvania. Independence prifivide approximately 916 MMcf per
day of firm gas transportation capacity and is exgekto be in service in the 1999-2000 time fraife estimated cost of the project is $678
million, and Transco's equity contributions will Bpproximately $68 million based on its expected-third ownership interest in the project.

In April 1997, Transco withdrew its FERC certifieadpplication for the Seaboard Expansion Projedtfied an application with the FERC
for the Pocono Expansion Project, which was coredlaind placed into service in November 1997. Poegided 35 MMcf per day of firm
gas transportation capacity on Transco's Leidy inrleennsylvania. The cost of the expansion is@pprately $10 million.

In August 1997, FERC issued a certificate authogZiransco to expand its existing Maiden Laterdiedmont Natural Gas Company, Inc.
in Lincoln and Catawba Counties, North Carolinae Pioject facilities include approximately 18 mite#sl6-inch pipeline loop and an
expansion of Transco's existing Lowesville Meteati®h. The project was placed into service in Nolben1997. The cost for the facilities is
approximately $13 million.

In November 1997, Transco completed and placedsiateice the SunBelt Expansion Project. This ptaelded approximately 146 MMcf
per day of firm gas transportation capacity to retskn Georgia, South Carolina, and North Carolirfee total cost of the expansion was
approximately $85 million, of which $61 million waspended in 1997.

In November 1997, the North Carolina Utilities Comsion issued an order approving the Cardinal Ripebystem Project. Wholly owned
subsidiaries of Transco and three of its North @aaccustomers will own the pipeline, which wilhalve the acquisition of the existing 37-
mile Cardinal pipeline in North Carolina and constion of an approximately 67-mile extension of ghgeline to new interconnections near
Clayton County, North Carolina. This project willopide 140 MMcf per day of additional firm gas tsportation capacity to North Carolina
markets and is expected to be placed into seryidhdoend of 1999. A wholly owned subsidiary of iseo will operate the pipeline and have
a 45 percent ownership interest in the projectn3ca expects to make equity investments of apprabdin $22 million in this project, of
which approximately $900,000 was invested during719

In December 1997, Transco and AGL Resources In@L{&ormed Cumberland Gas Pipeline Company. Unldisrdroject, existing pipeline
facilities of Transco and AGL will be expanded mevard into Tennessee, establishing a 135-mile pip¢hat is expected to provide firm
transportation capacity to markets in Georgia aednessee by the 2000-2001 winter heating seasemprbfect is expected to be submitted
for



FERC approval in the third quarter of 1998. Transdboperate the pipeline facilities and have apg®cent ownership interest. Transco
estimates that the total cost of this project bélup to $115 million, and expects to make equitestments of up to $29 million. To
complement the Cumberland project, Transco wikofdditional pipeline capacity from the terminfigi® existing Mobile Bay Lateral in
Choctaw County, Alabama, to its interconnect withmerland at Transco's Station 125 in Walton Cgu@orgia, at a cost of up to $120
million.

In January 1998, the FERC approved the Mobile Batgtal Expansion Project, an expansion of Transga&ting 123-mile Mobile Bay
Lateral. The project is expected to provide newfiransportation capacity of 350 MMcf of gas pey ttam the outer continental shelf to
Transco's Station 82 and increase capacity onxisérgy onshore lateral from 520 MMcf of gas pey da 784 MMcf of gas per day. The
project is targeted to be placed into service io plases during 1998 at a cost of approximately $diflion, of which approximately $36
million was invested during 1997.

In January 1998, FERC approved the 1998 Cherokparision Project, an incremental expansion of Traagupeline system in its southern
market area which will provide approximately 84 M\t gas per day of new firm gas transportationacdy on Transco's system by a
proposed in-service date of November 1, 1998. Fienated cost for this project is $68 million, ofilsh $9.3 million was invested during
1997.

In January 1998, Transco and Duke Energy Corporatimounced plans to form a joint venture to dgvelmew natural gas pipeline project
into New York City. The project, called the CrosayBPipeline, will combine Duke's previously annoesh@&xcelsior(sm) project with the
existing Long Beach delivery facilities on Transceystem into a new integrated delivery pipelirtee Pproject will provide up to 700 MMcf
gas per day on a phased-in basis, with the inseate of the initial phase being targeted for9199

Operating Statistics. The following table summasiansportation data for the periods indicateclpiing the portion of 1995 during which
the Company did not own Transco (in TBtus):

1997 1996 1995

System Deliveries (TBtu)
Market-area deliveries:

Long-haul transportation............ccccccoe.. L 940.2 9489 8584
Market-area transportation.............co..... . . 438.9 4281 467.3
Total market-area deliveries.............. ... 1,379.1 1,377.0 1,325.7
Production-area transportation..........cccc..... . 186.8 210.0 165.9
Total system deliveries......c..c.cccc... L. 1,565.9 1,587.0 1,491.6
Average Daily Transportation Volumes................ ... 4.3 4.3 4.1
Average Daily Firm Reserved Capacity.......c....... . ... 55 5.2 5.2

NORTHWEST PIPELINE CORPORATION (NORTHWEST PIPELINE)

Northwest Pipeline is an interstate natural gassirassion company that owns and operates a pipgJstem for the mainline transmission
natural gas extending from the San Juan Basinrithwestern New Mexico and southwestern Coloradoutin Colorado, Utah, Wyoming,
Idaho, Oregon and Washington to a point on the @lanaborder near Sumas, Washington. Northwest iRgpekovides services for markets
in California, New Mexico, Colorado, Utah, Nevatldyoming, Idaho, Oregon and Washington, directlyndlirectly through interconnectio
with other pipelines.

Pipeline System and Customers

At December 31, 1997, Northwest Pipeline's systeaming an aggregate mainline deliverability of apgmately 2.5 Bcf of gas per day, was
composed of approximately 3,900 miles of mainlind branch transmission pipelines and 40 mainlimepressor stations with a combined
capacity of approximately 307,000 horsepower.



In 1997, Northwest Pipeline transported naturalfgas total of 153 customers. Transportation cusiss include distribution companies,
municipalities, interstate and intrastate pipeljrggs marketers and direct industrial users. TNeeléirgest customers of Northwest Pipeline in
1997 accounted for approximately 17 percent, 16régnt, 11.8 percent, 10.6 percent and 10.4 penaspectively, of its total operating
revenues. No other customer accounted for moreXtBgrercent of total operating revenues. North\wgstline's firm transportation
agreements are generally long-term agreementswaitbus expiration dates and account for the magotion of Northwest Pipeline's
business. Additionally, Northwest Pipeline offamteiruptible transportation service under agreemtinat are generally short term.

As a part of its transportation services, Northvwipeline utilizes underground storage facilitiedJitah and Washington enabling it to bale
daily receipts and deliveries. Northwest Pipelits® @wns and operates a liquefied natural gasgdiacility in Washington that provides a
needle-peaking service for the system. These stdeaijities have an aggregate delivery capacitgmdroximately 973 MMcf of gas per day.

Operating Statistics. The following table summasigansportation data for the periods indicated Btus):

1997 1996 1995

Transportation Volumes.......ccocceevvvveeeenneeee 714 834 826

Average Daily Transportation Volumes............... ... 20 23 23
Average Daily Firm Reserved Capacity.......c........ ... 25 25 24

Transportation volumes declined from 1996 to 1993 aesult of Northwest Pipeline's sale in late6l8®a majority of its South End
Facilities.

KERN RIVER GAS TRANSMISSION COMPANY (KERN RIVER)

Kern River is an interstate natural gas transmissampany that owns and operates a natural gabn@system extending from Wyoming
through Utah and Nevada to California. Kern Rivad Ibeen jointly owned and operated by Williams \&esPipeline Company, a subsidiary
of the Company, and a subsidiary of an unaffiliatethpany. As previously indicated, the Company aeguan additional 49.9 percent
interest in Kern River in January 1996. See Noté Rotes to Consolidated Financial Statements ebréary 1997, the Company acquired
remaining 0.1 percent interest in Kern River. Ttaa$mission system, which commenced operationstimuary 1992 following completion

of construction, delivers natural gas primariljtiie enhanced oil recovery fields in southern Califa The system also transports natural gas
for utilities, municipalities and industries in @afnia, Nevada and Utah.

Pipeline System and Customers

As of December 31, 1997, Kern River's pipeline eystvas composed of approximately 705 miles of nra@rand branch transmission
pipelines and five compressor stations having ameggate mainline delivery capacity of 700 MMcf afsgoer day. The pipeline system
interconnects with the pipeline facilities of anatipipeline company at Daggett, California. From ploint of interconnection, Kern River and
the other pipeline company have a common 219-niflelipe which is owned 63.6 percent by Kern Rived 86.4 percent by the other
pipeline company, as tenants in common, and igdedito accommodate the combined throughput of §tems. This common facility has
a capacity of

1.1 Bcf of gas per day.

Kern River transports gas for others under firngldarm transportation contracts totaling 694 MMtgas per day. In 1997, Kern River
transported natural gas for customers in CaliforNivada, and Utah. Gas was transported for rdiojeas a part of enhanced oil recovery in
Kern County, California, and for local distributicastomers, electric utilities, cogeneration prigeand commercial and other industrial
customers. The four largest customers of Kern Riv&©997 accounted for approximately 16 percenpdrtent, 12 percent, and 10 percent,
respectively, of its total operating revenues. €hrethese customers serve the enhanced oil recéiets. No other customer accounted for
more than 10 percent of total operating revenud98v.



Kern River has executed a seasonal firm transpontabntract to deliver natural gas into the Laga% Nevada, market area during the
winter months. Kern River began deliveries of apprately 10 MMcf of gas per day during 1997 andextp to escalate such deliveries t
MMcf of gas per day on a seasonal basis by 1999.

Operating Statistics. The following table summasiansportation data for the periods indicateclpiing periods during which the
Company owned less than 100 percent of Kern RinefBtus):

1997 1996 1995

Transportation Volumes.......ccocceevvvvveeenneeee 285 281 286
Average Daily Transportation Volumes................ ... 78 .77 .78
Average Daily Firm Reserved Capacity.......c........ ... 73 71 72

TEXAS GAS TRANSMISSION CORPORATION (TXG)

TXG is an interstate natural gas transmission complaat owns and operates a natural gas pipelisiesyoriginating in the Louisiana Gulf
Coast area and in east Texas and running genexatlly and east through Louisiana, Arkansas, MigggsTennessee, Kentucky, Indiana and
into Ohio, with smaller diameter lines extendingpifilinois. TXG's direct market area encompassgitestates in the South and Midwest,
includes the Memphis, Tennessee; Louisville, Kekgu€incinnati and Dayton, Ohio; and Indianapadlisjiana, metropolitan areas. TXG ¢
has indirect market access to the Northeast throtghconnections with unaffiliated pipelines.

Pipeline System and Customers

At December 31, 1997, TXG's system, having a maéndielivery capacity of approximately 2.8 Bcf obgeer day, was composed of
approximately 6,000 miles of mainline and branamsmission pipelines and 32 compressor stationsadavsea level-rated capacity totaling
approximately 549,000 horsepower.

In 1997, TXG transported gas to customers in Laniaj Arkansas, Mississippi, Tennessee, Kentuckljama, lllinois, and Ohio and to
customers in the Northeast served indirectly by TX&G transported gas for 110 distribution comparaad municipalities for resale to
residential, commercial and industrial users. TX@vimled transportation services to approximatelyrglistrial customers located along the
system. At December 31, 1997, TXG had transporiatantracts with approximately 588 shippers. Transpion shippers include

distribution companies, municipalities, intrastpigelines, direct industrial users, electrical getas, marketers and producers. The largest
customer of TXG in 1997 accounted for approximafeélyl percent of its total operating revenues. therocustomer accounted for more than
10 percent of total operating revenues during 19%G's firm transportation and storage agreememgganerally long-term agreements with
various expiration dates and account for the ngotion of TXG's business. Additionally, TXG offargerruptible transportation and storage
services under agreements that are generally séront-

TXG owns and operates natural gas storage reseiivolO underground storage fields located on ar ite pipeline system and/or market
areas. The storage capacity of TXG's certificatethge fields is approximately 177 Bcf of gas. T¥X&torage gas is used in part to meet
operational balancing needs on its system, intparteet the requirements of TXG's firm and intetiblp storage customers, and in part to
meet the requirements of TXG's "notice" transportation service, which allows TX@&stomers to temporarily draw from TXG's storags
to be repaid in-kind during the following summeasen. A large portion of the gas delivered by TX¥Gg market area is used for space
heating, resulting in substantially higher dailgugements during winter months.

Operating Statistics. The following table summasigal system transportation volumes for the miriadicated, including the portion of
1995 during which the Company did not own TXG (Btds):

1997 1996 1995

Transportation Volumes..........ccooovvvvvcccceeeee. 773.6 794.5 693.3
Average Daily Transportation Volumes............... ... 21 22 19
Average Daily Firm Reserved Capacity................ ... 22 21 20



WILLIAMS GAS PIPELINES CENTRAL, INC. (CENTRAL)

Central, formerly known as Williams Natural Gas Guamy, is an interstate natural gas transmissiorpeomthat owns and operates a natural
gas pipeline system located in Colorado, Kansasstiri, Nebraska, Oklahoma, Texas, and Wyoming.syetem serves customers in seven
states, including major metropolitan areas of Karesal Missouri, its chief market areas.

Pipeline System and Customers

At December 31, 1997, Central's system, havingialme delivery capacity of approximately 2.2 Bdfgas per day, was composed of
approximately 6,000 miles of mainline and branemsgmission and storage pipelines and 42 comprst&#@ns having a sea level-rated
capacity totaling approximately 218,000 horsepower.

In 1997, Central transported gas to customers Inor@do, Kansas, Missouri, Nebraska, Oklahoma, T.exad Wyoming. Gas was transported
for 70 distribution companies and municipalities ffiesale to residential, commercial and industrggrs in approximately 530 cities and
towns. Transportation services were provided to@pmately 303 industrial customers, federal aradesinstitutions and agricultural
processing plants located principally in Kansassdduri and Oklahoma. At December 31, 1997, Cehadltransportation contracts with
approximately 201 shippers. Transportation shipperisided distribution companies, municipalitiestyastate pipelines, direct industrial
users, electrical generators, marketers and prosluce

In 1997, approximately 68 percent (approximatelyp8dcent each) of total operating revenues werergéed from gas transportation services
to Central's two largest customers, Kansas GasceeBompany, a division of Oneok, Inc., formerly $#&n Resources, Inc., and Missouri
Gas Energy Company. Kansas Gas Service Compasyosebsells gas to residential, commercial andstréhl customers principally in
certain major metropolitan areas of Kansas. MigsBas Energy sells or resells gas to residenttahroercial and industrial customers
principally in certain major metropolitan areasMisouri. No other customer accounted for more th@aupercent of operating revenues
during 1997.

In 1997, Central reached agreement with its twoomajistomers to renew a major portion of their faapacity that was to expire under then-
existing contracts. The majority of the new consdwave terms ranging from four to five years. @alstremaining firm transportation
agreements have various expiration dates rangamg éme year to twenty years, with the majority eixgiin three to eight years.

Additionally, Central offers interruptible transpation services under agreements that are genatadigt term.

Central operates nine underground storage fieltls avi aggregate working gas storage capacity abappately 43 Bcf and an aggregate
delivery capacity of approximately 1.2 Bcf of gas pay. Central's customers inject gas in thesgsfighen demand is low and withdraw it to
supply their peak requirements. During periodsezlpdemand, approximately two-thirds of the firns galivered to customers is supplied
from these storage fields. Storage capacity endbéesystem to operate more uniformly and effidiedtring the year.

During 1997, Central completed four expansion ptsjevhich resulted in additional firm transportatiwontracts totaling over 71,000 Dth per
day.

Operating Statistics. The following table summasizansportation data for the periods indicated Bitus):

1997 1996 1995

Transportation Volumes..........cccovvvvvcccceeeee. 337 341 334
Average Daily Transportation Volumes................ ... .9 9 .9
Average Daily Firm Reserved Capacity............... . ... 21 19 20

REGULATORY MATTERS

In 1992, FERC issued Order 636, which requiredrstéte pipeline companies to restructure theiffsaio eliminate traditional on-system
sales services. In addition, the Order requiredémpntation of various
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changes in forms of service, including unbundlihgathering, transmission and storage servicesigd@nd conditions of service; rate design;
gas supply realignment cost recovery; and otheorraje and tariff revisions. Kern River implemenhits restructuring on August 1, 1993;
Central implemented its restructuring on Octobelr993; and Transco, Northwest Pipeline and TXG @m@nted their restructurings on
November 1, 1993. Certain aspects of three pipelimepanies' Order 636 restructurings are underaay

Each interstate natural gas pipeline has variogslagory proceedings pending. Rates are establigtiedrily through FERC's ratemaking
process. Key determinants in the ratemaking proaes§l) costs of providing service, including degiation rates, (2) allowed rate of return,
including the equity component of the capital stuee, and (3) volume throughput assumptions. FEB@rchines the allowed rate of returr
each rate case. Rate design and the allocatioosté between the demand and commodity rates afsacinprofitability. As a result of such
proceedings, the pipeline companies have colleztealrtion of their revenues subject to refund. Sete 13 of Notes to Consolidated
Financial Statements for the amount of revenuesrved for potential refund as of December 31, 1997.

Each of the interstate natural gas pipeline congsattiat were formerly gas supply merchants hasrtaigm the reformation of its respective
gas supply contracts. None of the pipelines hayesamnificant pending supplier take-or-pay, ratafalke or minimum-take claims. Central
has an accrued liability recorded of $94 million its estimated remaining contract reformation gad supply realignment costs under Order
636. These contracts are presently subject toindfaRC proceedings. For information on outstandisges with respect to contract
reformation, gas purchase deficiencies and relagdlatory issues, see Note 18 of Notes to Cora@iiFinancial Statements.

COMPETITION

FERC continues to regulate each of the Companigssiate natural gas pipeline companies pursuahetdlatural Gas Act and the NGPA.
However, competition for natural gas transportatias intensified in recent years due to customegszcto other pipelines, rate
competitiveness among pipelines, customers' desinave more than one transporter and regulatorgldpments. FERC's stated purpose for
implementing Order 636 was to improve the compagititructure of the natural gas pipeline indudtture utilization of pipeline capacity

will depend on competition from other pipelinese us alternative fuels, the general level of ndtgess demand and weather conditions.
Electricity and distillate fuel oil are primary cqmtitive forms of energy for residential and comamrmarkets. Coal and residual fuel oil
compete for industrial and electric generation ratwkNuclear and hydroelectric power and powerhmsed from grid arrangements among
electric utilities also compete with gas-fired poweneration in certain markets.

As mentioned, when restructured tariffs becamectffe under Order 636, all suppliers of natural gase able to compete for any gas
markets capable of being served by the pipelinegyusondiscriminatory transportation services pded by the pipelines. As the Order 636
regulated environment has matured, many pipeliags faced reduced levels of subscribed capacitpatsactual terms expire and custon
opt to reduce firm capacity under contract in fawbalternative sources of transmission and relagdices. This situation, known in the
industry as "capacity turnback," is forcing theqdipes to evaluate the consequences of major demegindtions in traditional long-term
contracts. It could also result in significant &hih system utilization, and possible realignmantost structure for remaining customers since
all interstate natural gas pipeline companies ootito charge rates approved by FERC on a costrate basis.

The Company is aware that several state jurisdistitave been involved in implementing changes aiml the changes that have occurred at
the federal level under Order 636. Such activitggfiently referred to as "LDC unbundling," has beerst pronounced in the states of New
York, New Jersey, Georgia, and Pennsylvania. Nevkaad New Jersey began establishing LDC unbundégglations in 1995 and

continue to develop regulations regarding LDC urdbimg. Georgia enacted an LDC unbundling prograrh987. Pennsylvania is currently
considering LDC unbundling and may enact such letyis in 1998. In addition, Maryland and Delawatgrently have pilot unbundling
programs for industrial, commercial, and



residential end-users. Management expects thesatiems to encourage greater competition in titamahgas marketplace.
OWNERSHIP OF PROPERTY

Each of the Company's interstate natural gas pipalubsidiaries generally owns its facilities ia.felowever, a substantial portion of each
pipeline's facilities is constructed and maintaipedsuant to rights-of-way, easements, permitenkes or consents on and across properties
owned by others. Compressor stations, with appantefacilities, are located in whole or in parheit on lands owned or on sites held under
leases or permits issued or approved by publicaaitiths. The storage facilities are either ownedanmtracted under long-term leases or
easements.

ENVIRONMENTAL MATTERS

Each interstate natural gas pipeline is subjetiiédNational Environmental Policy Act and fedesdfte and local laws and regulations rele

to environmental quality control. Management bediethat, with respect to any capital expenditungsaperation and maintenance expenses
required to meet applicable environmental standandsregulations, FERC would grant the requisite relief so that, for the most part, the
pipeline subsidiaries could recover such expenelitim their rates. For this reason, managemergussithat compliance with applicable
environmental requirements by the interstate pislis not likely to have a material effect upos @ompany's earnings or competitive
position.

For a discussion of specific environmental issueslving the interstate pipelines, including estiethcleanup costs associated with certain
pipeline activities, see "Environmental" under Mgament's Discussion and Analysis of Financial Ciiowdiand Results of Operations and
"Environmental Matters" in Note 18 of Notes to Cuolitated Financial Statements.

WILLIAMS HOLDINGS OF DELAWARE, INC. (WILLIAMS HOLDI NGS)

Williams Holdings' energy subsidiaries are engagezkploration and production; natural gas gathlerprocessing and treating activities;
petroleum products transportation and terminal@iganol production and marketing; and energy conitypoaarketing and trading and price
risk management and energy finance services. liiaddthese subsidiaries provide a variety of ofir@ducts and services to the energy
industry. Williams Holdings' communications subatrits offer data-, voice-, and video-related présland services and customer premise
voice and data equipment, including installatiomjmtenance, and integration, nationwide. Williamsddihgs also has certain other equity
investments.

WILLIAMS ENERGY GROUP (WILLIAMS ENERGY)

In 1996, Williams Holdings reorganized its energyemations under a newly created, wholly owned slidsi, Williams Energy Group, and
began reporting such operations for financial répgmurposes on this basis in the fourth quartéro86.

Williams Energy is comprised of four major businagséts: Exploration and Production, Field Servidestroleum Services, and Energy
Marketing and Trading. Through its business unifiliams Energy engages in energy production angaation activities; natural gas
gathering, processing, and treating; petroleumidgtransportation and terminal services; ethanadlpction; and energy commodity
marketing and trading.

Williams Energy, through its subsidiaries, owns &0 of proved natural gas reserves located prisnarithe San Juan Basin of Colorado
and New Mexico and owns or operates approximateJ§a0 miles of gathering pipelines (including cerigathering lines owned by an
affiliate but operated by Field Services), 10 gaating plants, 10 gas processing plants, 53 meinolproducts terminals, and approximately
9,100 miles of liquids pipeline. Physical and nodbvolumes marketed and traded by Williams Ensrgylergy Marketing and Trading unit
approximated 11,018 TBtu equivalents in 1997. lppsut of its power marketing activities, Williamsi&gy acquired a cogeneration plant in
Hazleton, Pennsylvania, in 1997 and also owns amagtion plant in northwestern New Mexico. Theszglifies add approximately 113
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megawatts of capacity to its portfolio. Williamsdtgy, through its subsidiaries, employs approxitga2e800 employees.

Revenues and operating profit for Williams Energyblisiness unit are reported in Note 4 of NoteSdasolidated Financial Statements
herein.

A business description of each of Williams Enerdpylsiness units follows.
EXPLORATION AND PRODUCTION

Williams Energy, through its wholly owned subsigia¥illiams Production Company (Williams Productipnyns and operates producing
natural gas leasehold properties in the UniteceStanh addition, Williams Production is activelypéaring for oil and gas.

Oil and gas properties. Exploration and producfiozperties are located primarily in the Rocky Mains and Gulf Coast areas. Rocky
Mountain properties are located in the San JuaimBadNew Mexico and Colorado, in Wyoming, and itabl. Gulf Coast properties include
North Louisiana, the Houma Embayment and Transifione in Southern Louisiana, Pinnacle Reef plagast Texas, Sligo and Wilcc
trends in South Texas, and offshore Gulf of Mexico.

Gas Reserves. As of December 31, 1997, 1996, &8l Vgilliams Production had proved developed natyaa reserves of 362 Bcf, 323 B
and 292 Bcf, respectively, and proved undevelopsdmves of 238 Bcf, 208 Bcf, and 222 Bcf, respebtivOf Williams Production's total
proved reserves, 89 percent are located in thel&am Basin of Colorado and New Mexico. No majocaligry or other favorable or adverse
event has caused a significant change in estingaedeserves since year end.

Customers and Operations. As of December 31, 1B8fross and net developed leasehold acres ownédlliams Production totaled
268,331 and 115,728 respectively, and the grossiandndeveloped acres owned were 447,458 and3R1e3pectively. As of such date,
Williams Production owned interests in 3,113 gnpsxlucing wells (558 net) on its leasehold landee following tables summarize drilling
activity for the periods indicated:

1997 WELLS GROSS NET
Development
Drilled.......ccooviiiiieiiieieeee e, .. 198 326
Completed.......ooovvvviiiiiiiiiieeeee e ... 198 32.6
Exploration
Drilled.......ccooiiiieiiieeeee .. 12 46
completed........oooveeeeiiiiiiieiiieiees .. 9 28
COMPLETED GROSS NET
DURING WELLS WELLS
1997 207 35
1996 65 11
1995, i 61 22

The majority of Williams Production's gas produntis currently being sold in the spot market atkatprices. Total net production sold
during 1997, 1996, and 1995 was 37.1 Bcf, 31.0 &cfl 30.0 Bcf, respectively. The average produdatmsts, including production taxes, per
Mcf of gas produced were $.42, $.23, and $.239871 1996, and 1995, respectively. The averageheatl sales price per Mcf was $1.62,
$.98, and $.88, respectively, for the same periNés production sold and average production cast4996 and 1995 have been restated to
include net profits volumes not previously reported

In 1993, Williams Production conveyed a net prdfiterest in certain of its properties to the Vdittis Coal Seam Gas Royalty Trust. Willie
subsequently sold Trust Units to the public in adarwritten public offering. Williams Holdings ow8s568,791 Trust Units representing
36.8 percent of outstanding Units. Substantiallpfthe production attributable to the propertesveyed to the Trust was from the Fruitland
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coal formation and constituted coal seam gas. Rtauinformation reported herein includes Williafsduction's interest in such Units.
FIELD SERVICES

Williams Energy, through Williams Field ServicesdBp, Inc. and its subsidiaries (Field Services)h®wand operates natural gas gathering,
processing, and treating facilities located in nagstern New Mexico, southwestern Colorado, sousteve Wyoming, northwestern
Oklahoma, southwestern Kansas, and also in arést®ooé and onshore in Texas and Louisiana. Fieldi&ss also operates gathering
facilities that are owned by Transco, an affiliabesnpany, and that are currently regulated by tBRE. In February 1996, Field Services and
Transco filed applications with FERC to spindowhcdiTransco's gathering facilities to Field SeescFERC subsequently denied the req

in September 1996. Field Services and Transco saagkaring in October 1996. In August 1997, Fidulvices and Transco filed a second
request for expedited treatment of the reheariggest. FERC has yet to rule on this request fozaghg.

Expansion Projects. Field Services continued t@egpts operations in the gulf coast region dudifg7 primarily through the Mobile Bay
Project. During the year, Field Services obtainditeeof-reserves commitment from SOCO Offshorataehor the construction of the Field
Services' facilities required to gather and process the Outer Continental Shelf. These committedrves along with existing production
from the Mobile Bay area will more than adequatelpply this plant, scheduled to begin operatioresirly 1999. In addition, Field Services
has acquired the remaining 50 percent intere$tarb00 MMcfd Cameron Meadows processing plant itfs@exas, has reached an
agreement to partner in a 200 MMcfd processingtptahouisiana, and finalized construction plansdadeep water gathering line to Green
Canyon Federal Block 205 off Transco's Southeastdiana gathering system where planned capacéypected to reach 90 MMcfd in the
fourth quarter of 1998.

Customers and Operations. Facilities owned angderated by Field Services consist of approximat&l$00 miles of gathering pipelines
(including certain gathering lines owned by anliaf® but operated by Field Services), 10 gasitrggilants and 10 gas processing plants
of which is partially owned). The aggregate daillet capacity is approximately 7.9 Bcf for the gathg systems and 6.7 Bcf of gas for the
gas processing, treating, and dehydration fadgliti@athering and processing customers have diceeta to interstate pipelines, including
affiliated pipelines, which provide access to npiétimarkets.

During 1997, Field Services gathered natural ga2%6 customers. The largest gathering customerusmted for approximately 17 percent of
total gathered volumes. During 1997, Field Servimegessed natural gas for a total of 130 custariiées largest customer accounted for
approximately 24 percent of total processed voluNesother customer accounted for more than 10gm¢ref gathered or processed volun
Field Services' gathering and processing agreemstitdarge customers are generally long-term agerds with various expiration dates.
These long-term agreements account for the majofitiie gas gathered and processed by Field Service

Operating Statistics. The following table summasigathering, processing, and natural gas liquiessablumes for the periods indicated. The
information includes operations attributed to fiéieit owned by affiliated entities but operatedigld Services, including the portion of 1995
during which the Company did not own such faciditie

1997 1996 1995

Gas volumes (TBtu, except liquids sales):

Gathering...cccccovevvviiiiii e 2,153 2,155 1,806
Processing....cccocovceeiiieiiiieeeeeee 520 484 406
Natural gas liquid sales (millions of gallons)... ... 551 403 284
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PETROLEUM SERVICES

Williams Energy, through wholly owned subsidiariests Petroleum Services unit, owns and operatgstileum products and crude oil
pipeline system, two ethanol production plants (ohehich is partially owned), and petroleum proguerminals and provides services and
markets products related thereto.

Transportation. A subsidiary in the Petroleum Smwiunit, Williams Pipe Line Company (Williams Pipee), owns and operates a
petroleum products and crude oil pipeline systerithvbovers an 11-state area extending from Oklahonttze south to North Dakota and
Minnesota in the north and lllinois in the easte®ystem is operated as a common carrier offerargportation and terminaling services ¢
nondiscriminatory basis under published tariffse Bystem transports refined products, LP-gases,dutracted fuel oil, and crude oil.

At December 31, 1997, the system traversed appairisn7,100 miles of right-of-way and included appmately 9,100 miles of pipeline in
various sizes up to 16 inches in diameter. Theegystcludes 77 pumping stations, 23 million baroflstorage capacity, and 40 delivery
terminals. The terminals are equipped to delivBneel products into tank trucks and tank cars. flaimum number of barrels which the
system can transport per day depends upon thetogebalance achieved at a given time between vars@gments of the system. Because
the balance is dependent upon the mix of prododie tshipped and the demand levels at the varigligedy points, the exact capacity of the
system cannot be stated.

An affiliate of Williams Pipe Line, Longhorn Enteiges of Texas, Inc. ("LETI"), owns a 31.5 perciatérest in Longhorn Partners Pipeline,
LP, a joint venture formed to construct and opeaatefined products pipeline from Houston to Eld?d%xas. The pipeline is expected to
commence operations in 1998. Williams Pipe Lind délsign, construct, and operate the pipeline,ldfitl has irrevocably committed to
contribute $87.4 million to the joint venture in%

Operating Statistics. The operating statisticdath below relate to the system's operationsHergeriods indicated:

1997 1996 1995

Shipments (thousands of barrels):
Refined products:

GasoliNeS......cccevueeeiiieiiie e ... 132,428 134,296 125,060

Distillates.........cccoovevvveirieeinnen. .. 71,694 68,628 61,238

Aviation fuels ... 10,557 11,189 12,535

LP-GaSES......ocvueeiiiiaiieeeiieeciieeane .. 13,322 15,618 12,839

Lube extracted fuel Oil.............ccc. .. 7,471 8,555 4,462

Crude Oil......ccveeiiiiiiieeieeee 31 891 860

Total Shipments.........ccccoeevieene ... 235,503 239,177 216,994

Daily average (thousands of barrels)............... 645 655 595
Average haul (Miles)..........ccovvviiiiiinnnnns 259 259 269
Barrel miles (millions)...........cccceeennnnee. ... 61,086 61,969 58,326

Environmental regulations and changing crude supatterns continue to affect the refining indusirige industry's response to
environmental regulations and changing supply patwill directly affect volumes and products shkédmn the Williams Pipe Line system.
Environmental Protection Agency ("EPA") regulatipdaven by the Clean Air Act, require refinerscttange the composition of fuel
manufactured. A pipeline's ability to respond te #ifects of regulation and changing supply pasteviti determine its ability to maintain and
capture new market shares. Williams Pipe Line asessfully responded to changes in diesel fuelposition and product supply and has
adapted to new gasoline additive requirements. iReflated gasoline regulations have not yet sigaifity affected Williams Pipe Line.
Williams Pipe Line will continue to attempt to ptisn itself to respond to changing regulations anpply patterns but cannot predict how
future changes in the marketplace will affect i@rket areas.
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Ethanol. Williams Energy, through its wholly ownsabsidiary Williams Energy Ventures, Inc. (WEV)gisgaged in the production and
marketing of ethanol. WEV owns and operates twamthplants of which corn is the principal feed&tothe Pekin, lllinois, plant, which
WEV purchased in 1995, has an annual productioadagpof 100 million gallons of fuel-grade and irstitial ethanol and also produces
various coproducts. The Aurora, Nebraska, planiviich WEV owns a 74.68 percent interest) begamaimss in November 1995 and has
an annual production capacity of 30 million gallowtEV also markets ethanol produced by third partie

The sales volumes set forth below include etharmdyced by third parties as well as by WEYV for pleeiods indicated:

1997 1996 1995

Ethanol sold (thousands of gallons)................ ... 145,612 119,800 53,500
Coproducts sold (thousands of tons)................ e 494 398 159

Terminals and Services. Williams Energy, througtsitbsidiary WEV, operates petroleum products teaisiin the western and southeastern
United States and provides services including perémce additives and ethanol blending. In Septerh®26, WEV acquired a 45.5 percent
interest in eight petroleum products terminals tedan the southeast United States. In 1997, ttergginals loaded approximately 17.3
million barrels of refined products. In Decembe®T9WEV acquired a terminal in Dallas, Texas. Thecpding volume data do not reflect
activity at this terminal.

ENERGY MARKETING AND TRADING

Williams Energy, through subsidiaries, primarily \idims Energy Services Company and its subsididfM&ESCO"), is a national energy
services provider that buys, sells, and transoftdl suite of energy commaodities, including naluyas, electricity, refined products, natural
gas liquids, crude oil, and liquefied natural gasa wholesale and retail level, serving over 3 &@®panies. In addition, WESCO offers a
comprehensive array of price-risk management piisdared services and capital services to the divareegy industry.

WESCO markets natural gas throughout North Ameaaiwhgrew its total volumes (physical and notiotalan average of 22.3 Bcf per day in
1997. The core of WESCO's business has traditiphaién the Gulf Coast and eastern regions, usmgitieline systems owned by the
Company, but also includes marketing on approxim&i@ non-Williams' pipelines. During 1997, appnmétely one-third of WESCO's
volumes were from the Mid-Continent region, up fréfhpercent in 1996. WESCO's natural gas custoineligde producers, industrials,
local distribution companies, utilities, and othearketers.

During 1997, WESCO also marketed refined produwtyral gas liquids, crude, and liquefied natues gith total volumes (physical and
notional) averaging 1,208.2 Mbbl per day. WESCOtussition in 1997 of the wholesale propane busired evel Energy significantly
enhanced its natural gas liquids marketing effort.

WESCO entered the power marketing and trading lssiin 1996. During 1997, WESCO marketed 8.3 GWlhper (physical and notion
of electricity.

WESCO provides price-risk management services gir@uvariety of financial instruments includingd@rds, futures, and option and swap
agreements related to various energy commoditi@ubh its energy capital services, WESCO provpiticipants in both the upstream ¢
downstream portions of the energy industry withitedjfor energy-related projects including acquisis of proved reserves and related
drilling projects.

During 1997, WESCO has continued to develop itsilrenergy services group through acquisitionsalhiances. As part of that strategy,
WESCO acquired Utility Management Corporation, aargy management services and marketing compatig isoutheastern United Stal
serving small- to mid-sized
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commercial, industrial, and municipal customers. S also has signed a letter of intent with GPUakabed Resources to form an alliance
which will serve markets in six mid-Atlantic states

Operating Statistics. The following table summasinperating profit and marketing volumes for theqaks indicated:

1997 1996 1995

Average marketing volumes (physical and notional):

Natural gas (Bcfd).....oovvvvcvvviiiiiiveees L 223 159 10.2
Refined products, natural gas liquids, crude (MBp d)..... 1,208 384 19
Electricity (GWh/hr)...occvveeiiiiiiiieceeee 83 05 -

REGULATORY MATTERS

Field Services. In May 1994, after reviewing itgdeauthority in a Public Comment Proceeding, FERErmined that while it retains some
regulatory jurisdiction over gathering and proceggerformed by interstate pipelines, pipelineliatiéd gathering and processing companies
are outside its authority under the Natural Gas Antappellate court has affrmed FERC's deternonaand the U.S. Supreme Court has
denied requests for certiorari. As a result of heERC decisions, some of the individual statestiith Field Services conducts its operati
have considered whether to impose regulatory rements on gathering companies. Kansas, Oklahordal exas currently regulate
gathering activities using complaint mechanismseunchich the state commission may resolve dispatedving an individual gathering
arrangement. Other states may also consider whigth@pose regulatory requirements on gatheringpaomes.

Petroleum Services. Williams Pipe Line, as an sits#ge common carrier pipeline, is subject to tlwvisions and regulations of the Interstate
Commerce Act. Under this Act, Williams Pipe Lineégjuired, among other things, to establish jestsonable and nondiscriminatory rates,
to file its tariffs with FERC, to keep its recordsd accounts pursuant to the Uniform System of Antofor Oil Pipeline Companies, to make
annual reports to FERC and to submit to examinadfdts records by the audit staff of FERC. Autltyptb regulate rates, shipping rules, and
other practices and to prescribe depreciation fatesommon carrier pipelines is exercised by FERI: Department of Transportation, as
authorized by the 1995 Pipeline Safety Reauthadomakct, is the oversight authority for interstéitpuids pipelines. Williams Pipe Line is al
subject to the provisions of various state lawdiagple to intrastate pipelines.

On December 31, 1989, a rate cap, which resulted & settlement with several shippers, effectifiedgzing Williams Pipe Line's rates for
the previous five years, expired. Williams Piped.filed a revised tariff on January 16, 1990, VHEERC and the state commissions. The t
set an average increase in rates of 11 percengéstatllished volume incentives and proportional d&geounts. Certain shippers on the
Williams Pipe Line system and a competing pipetiagier filed protests with FERC alleging that th&ised rates are not just and reasonable
and are unlawfully discriminatory. Williams Pipenlei elected to bifurcate this proceeding in accardamith the then-current FERC policy.
Phase | of FERC's bifurcated proceeding providesraer the opportunity to justify its rates anteratructure by demonstrating that its
markets are workably competitive. Any issues urkegbin Phase | require cost justification in Phise

FERC's Presiding Judge issued the Initial Decigiddhase Il on May 29, 1996. The Judge ruled thiltavs Pipe Line failed to demonstre
that the rates at issue for the 12 less competitizekets were just and reasonable and that Willi@ipe Line must roll back those rates to pre-
1990 levels and pay refunds with interest to iiprs. The Initial Decision held that Williams Bipine's individual rates must be judged on
the basis of cost allocations, although WilliamgePLine was given no notice of this particular badijudgment and the Commission
expressly declined to adopt such standards inpiei@h No. 391. Moreover, the Commission clarifiegdfinal order in Phase | (Opinion No.
391-A) by stating that Williams Pipe Line was netjuired to defend its rates with cost allocatiétrénarily on this basis, Williams Pipe Line
sought a review of the Initial Decision by the fGlbmmission by filing a brief on exceptions on J@8e1996. The review of the Phase Il
Initial Decision is pending before the Commissiang a shipper's appeal of the Phase |
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order in the United States Court of Appeals for@igrict of Columbia Circuit has been stayed pegdhe completion of Phase 1. Williams
Pipe Line is not required to comply with the Inlitizecision in Phase Il prior to the Commission®ience of a final order. Williams Pipe Line
continues to believe that its revised tariffs wilimately be found lawful. See Note 18 of NoteCmnsolidated Financial Statements.

Energy Marketing and Trading. Management beliekhas WESCO's activities are conducted in substaotiaipliance with the marketing
affiliate rules of FERC Order 497. Order 497 imposertain nondiscrimination, disclosure, and sdaaraequirements upon interstate
natural gas pipelines with respect to their natgeal trading affiliates. WESCO has taken stepsisore it does not share employees with
affiliated interstate natural gas pipelines andsdoat receive information from such affiliates tlsahot also available to unaffiliated natural
gas trading companies.

COMPETITION

Exploration and Production. Williams Energy's exptmn and production unit competes with a widaetgrof independent producers as well
as integrated oil and gas companies for marketgsf@roduction.

Field Services. Williams Energy competes for gdtigeand processing business with interstate amestgte pipelines, producers, and
independent gatherers and processors. Numerowsdaetpact any given customer's choice of a gailjest processing services provider,
including rate, term, timeliness of well connectppressure obligations, and the willingness ofpttowvider to process for either a fee or for
liquids taken in-kind.

Petroleum Services. Williams Energy's petroleurwises operations are subject to competition bectWiimms Pipe Line operates without
the protection of a federal certificate of publangenience and necessity that might preclude @hiants from providing like service in its
area of operations. Further, Williams Pipe Line typlan, operate and compete without the operatiaigjlty inherent in a broad base of
contractually obligated or owner-controlled usa@ecause Williams Pipe Line is a common carrierslitgppers need only meet the
requirements set forth in its published tariffonder to avail themselves of the transportatiomises offered by Williams Pipe Line.

Competition exists from other pipelines, refineriearge traffic, railroads, and tank trucks. Coritjoet is affected by trades of products or
crude oil between refineries that have accessaeyhtem and by trades among brokers, tradersthadsavho control products. Such trades
can result in the diversion from the Williams Plpee system of volume that might otherwise be tpamted on the system. Shorter, lower
revenue hauls may also result from such tradedianii Pipe Line also is exposed to interfuel contipetwhereby an energy form shipped
by a liquids pipeline, such as heating fuel, idaeged by a form not transported by a liquids pipelisuch as electricity or natural gas. While
Williams Pipe Line faces competition from a variefysources throughout its marketing areas, thecjpal competition is other pipelines. A
number of pipeline systems, competing on a broadeaf price and service levels, provide transpioriaservice to various areas served by
the system. The possible construction of additicoahpeting products or crude oil pipelines, conears of crude oil or natural gas pipelines
to products transportation, changes in refiningacitp, refinery closings, changes in the avail&pitif crude oil to refineries located in its
marketing area, or conservation and conversiontsffry fuel consumers may adversely affect the melsiavailable for transportation by
Williams Pipe Line.

Williams Energy's ethanol operations compete irlloegional, and national fuel additive marketthvaine large ethanol producer, numerous
smaller ethanol producers, and other fuel addjtheglucers, such as refineries.

Energy Marketing and Trading. Williams Energy'srgyemarketing and trading operations directly cotapeith large independent energy
marketers, marketing affiliates of regulated pipedi and utilities, electric wholesalers and retsjland natural gas producers. The financial
trading business competes with other energy-baseganies offering similar services as well as @efteokerage houses. This level of
competition contributes to a business environménbaostant pricing and margin pressure.

16



OWNERSHIP OF PROPERTY

The majority of Williams Energy's ownership intesem exploration and production properties arel taal working interests in oil and gas
leaseholds.

Williams Energy's gathering and processing faetiithre owned in fee. Gathering systems are cotstrand maintained pursuant to rights-of-
way, easements, permits, licenses, and consemsdacross properties owned by others. The compresgtions and gas processing and
treating facilities are located in whole or in pantlands owned by subsidiaries of Williams Enevgyn sites held under leases or permits
issued or approved by public authorities.

Williams Energy's petroleum pipeline system is owvirefee. However, a substantial portion of theteysis operated, constructed and
maintained pursuant to rights-of-way, easementnipg licenses, or consents on and across pregestined by others. The terminals, pump
stations, and all other facilities of the system lacated on lands owned in fee or on lands hetftulong-term leases, permits, or contracts.
Management believes that the system is in suchdition and maintained in such a manner thatatisquate and sufficient for the conduc
business.

The primary assets of Williams Energy's energy miink and trading unit are its term contracts, eygés, and related systems and
technological support.

ENVIRONMENTAL MATTERS

Williams Energy is subject to various federal, stand local laws and regulations relating to emrnental quality control. Management
believes that Williams Energy's operations areutnstantial compliance with existing environmengagjd! requirements. Management expects
that compliance with such existing environmentgbleequirements will not have a material adveffeceon the capital expenditures,
earnings, and competitive position of Williams Ener

The EPA has named Williams Pipe Line as a potéyptiasponsible party as defined in Section 107{ahe Comprehensive Environmental
Response, Compensation, and Liability Act, forta i Sioux Falls, South Dakota. The EPA placed site on the National Priorities List in
July 1990. In April 1991, Williams Pipe Line ancetEPA executed an administrative consent orderrunbieh Williams Pipe Line agreed to
conduct a remedial investigation and feasibilitydstfor this site. The EPA issued its "No Actionéd¢drd of Decision in 1994, concluding t
there were no significant hazards associated Wélsite subject to two additional years of monitgrior arsenic in certain existing monitor
wells. Williams Pipe Line completed monitoring hretsecond quarter of 1997 and has submitted atrefasults to the EPA. Management
believes no significant additional expenditured b required for investigation and follow-up aitsthite.

WILLIAMS COMMUNICATIONS GROUP, INC. (WILLIAMS COMMU  NICATIONS)

As of December 31, 1997, Williams Communications baganized its operating companies into threenssi units: Solutions, which
provides customer-premise voice and data equiprmaitiding installation, integration, and maintecenNetwork, which operates the
Company's fiber optic network; and Applications,iethprovides video services and other multimediaises for the broadcast industry;
advertising distribution; business television apgtions; and audio- and videoconferencing senacgsenhanced facsimile services for
businesses. Management believes that the newwsteustll better position it to provide total entege network solutions and superior
customer service. In addition, management belighvissstructure will facilitate growth and diversidition while recognizing the convergence
of customers, markets and product offerings ofdsimunications entities. In Canada, Solutions dpseréarough its subsidiary, WilTel
Communications (Canada), Inc. In late 1997, WilkaBommunications announced plans to sell its prioalud content training services
business, Williams Learning Network, Inc. See Not&f Notes to Consolidated Financial Statements.

Williams Communications and its subsidiaries owrapproximately 11,000-mile communications netwavkl{ an additional 21,000-route
miles planned or under construction), maintain @8ses primarily across North America but alsd_imndon, Singapore, and Australia,
service approximately 133,000 customer
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sites with approximately 11 million customer poitsaddition, Williams Communications owns or magsijve teleports in the United States
and has rights to capacity on domestic and intennalt satellite transponders. Williams Communicasi@employed approximately 8,000
employees as of December 31, 1997.

Consolidated revenues by business unit and opgrptofit/loss for Williams Communications were afidws for 1997 (dollars in millions):

Revenues:
SOIULIONS ..t $1,206.5
NEWOIK..ovo i 43.0
Application.......ccooovvviciiiiiieeeeee 222.4
Eliminations......ccocccovvvviiiniiiieeeeeee (26.6)
Total i $1,445.3
Operating l0SS.....ccocoovveeviiiiiie e $ (55.7)

The revenues for the Solutions business unit irchuy eight months of revenues resulting fromrttezger, which is discussed below, with
Nortel Communications Systems, Inc., effective AB6, 1997. The operating loss includes $49.8 aniliin fourth quarter charges relatec
the previously noted decision to sell the learrdngtent business and the write-down of assetstenddvelopment costs associated with
certain advanced applications.

A business description of each of Williams Commatians' business units follows.
SOLUTIONS

The Solutions unit of Williams Communications pr®$ data, voice and video communications produtssarvices to customers in the
United States and Canada. In April 1997, Williammsy@nunications merged its wholly owned subsidiaryllistnhs Telecommunications
Systems, Inc. with Nortel Communications Systents, Wwhich was a wholly owned subsidiary of North@etecom, Inc. (Northern
Telecom). Williams Communications holds a 70 petdeterest in the newly formed entity, Williams Coranications Solutions, LLC
(WCS). Northern Telecom owns the remaining 30 parcEhis merger effectively doubled the size of Mihs Communications Solutions
Customer premise and network solutions operations.

Williams Communications, through subsidiaries inihg WCS, serves its customers through more th@nsaes and service locations
throughout the United States, over 6,000 emplogeesover 2,200 stocked service vehicles. WCS emspioyre than 2,500 technicians and
more than 700 sales representatives and salesrspapsonnel to serve an estimated 133,000 comaiegtivernmental and institutional
customer sites. WCS's customer base ranges frgm, laublicly-held corporations and the federal goseent to small privately-owned
entities.

WCS offers its customers a full array of data, imadia, voice and video network interconnect prasliricluding digital key systems
(generally designed for voice applications with éevthan 100 lines), private branch exchange (PBXdesns (generally designed for voice
applications with greater than 100 lines), voicecgaissing systems, interactive voice response sgstamomatic call distribution applications,
call accounting systems, network monitoring and agg@ment systems, desktop video, routers, channkspatelligent hubs and cabling.
WCS's services also include the design, configomadind installation of voice and data networks eadticenters and the management of
customers' telecommunications operations and fiasiliWCS's National Technical Resource Centerigesvcustomers with on-line order
entry and trouble reporting services, advancediieahassistance and training. Other service céifiebiinclude Local Area Network and
PBX remote monitoring and toll fraud detection.
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Operating Statistics. The following table summasittee results of operations for Williams Commuriarad Solutions for the periods indica
(dollars and ports in millions):

1997 1996 1995

REVENUES....viiiiiieciiieee e $1,206.5 $568.1 $494.9
Percentage of revenues by type of service:
New system salesS.....ccccocvvvveveveneeeeennns 52% 40% 34%
System modifications........ccccocevveevenee. L 28 34 36
Maintenance.......ccooceeeviciieceiiieeeeeee 19 24 25
Other. i 1 2 2
Backlog.....ccoooveviiieiiie e $ 2025 $112.2 $85.0
LI ] €= LN o1 11.0 51 47

A port is defined as an electronic address resiteatcustomer's PBX or key system that suppostaton, trunk, or data port.

In 1997, WCS derived approximately 47.8 perceritoofevenues from its existing customer base apdoimately 52.2 percent from the s
of new telecommunications systems. WCS's threesrguppliers accounted for approximately 86 pérokaquipment sold in 1997. A sing
manufacturer, Northern Telecom, supplied 73 peroéatl equipment sold. In this case, WCS is thigdat independent distributor in the
United States of certain of this company's produtitemut 63 percent of WCS's active customer bassists of this manufacturer's products.
The distribution agreement with this supplier ibestuled to expire at the end of 2000. Managemdigvas there is minimal risk as to the
availability of products from suppliers.

NETWORK

The Network unit of Williams Communications ownslasperates an approximately 11,000-route mile conmoations network, which is
restricted to multi-media applications, and is eatly constructing an unrestricted network aloriggD0 mile route from Houston to
Washington, D.C. in proximity to pipeline right-aefay owned by an affiliated company. Williams Comneations Inc., a subsidiary of
Williams Communications, has entered into an exghagreement with IXC Communications under whichilitprovide IXC
Communications rights to use dark fiber along tleei$ion-to-Washington, D.C. route and obtain rightsse dark fiber along a 4,500-mile
route from Los Angeles to New York, which IXC Comnizations is constructing. In addition, Williams i@munications, Inc. also owns an
interest in a joint venture constructing a 1,600erfiber optic network on a route connecting PardlaSalt Lake City, and Las Vegas, with a
dark fiber agreement extending the network to Lagdles. With these construction projects and daes fagreements and other projects,
Williams Communications, Inc. anticipates havingl&;000-route mile fiber optic network in operatimnthe end of 1998. Williams
Communications, Inc. has also signed an agreeroextdquire a 350-mile fiber network in Florida addns to construct additional fiber to
connect the Florida network to its existing netwiorkhe southeastern United States, and to consiroew fiber route in the Midwestern
United States from Chicago westward. The Networik hes ultimate plans for a 32,000-route mile nekwo

Upon the expiration of the non-compete agreeméata to the Company's 1995 sale of its networkises operations on January 5, 1998,
Williams Communications announced that it was reeng the long-distance communications market @balesale provider of
telecommunications services and had entered ifit@gear, multimillion dollar agreement with U SBBT Communications Group to
provide wholesale services using its fiber optitwaek. Williams Communications has also entered et agreement with Concentric
Network Corporation to provide wholesale commun@# services

During 1997, Williams Communications acquired @atiTechnologies, Inc., a professional servicespgamg deriving revenue from
integrating, designing, building, implementing, andintaining large-scale business communicatiostesys. In addition, Williams
Communications acquired a 12.5 percent intereSbincentric Network Corporation, a provider of Imietr protocolbased networking servic
for business and consumer markets.

19



APPLICATIONS

Vyvx

Vyvx, an unincorporated business unit of Williamsn@nunications, Inc., offers broadcast-quality tedemn and multimedia transmission
services nationwide by means of Network's 11,00@-multimedia network, five satellite uplink/downli facilities and satellite capacity on
30 transponders. Vyvx owns 53 television switchiagters, 20 sales and service locations in theedr8tates, and sales and service offic
London, Singapore, and Australia. Vyvx primarilypides backhaul or point-to-point transmissionpdrés, news and other programming
between two or more customer locations. With seefhcilities, Vyvx provides point-to-multipointansmission service. Vyvx's customers
include all of the major broadcast and cable netaovyvx is also engaged in the business of adsiagidistribution and is exploring other
multimedia communication opportunities.

Vyvx owns four teleports (including satellite eastiation facilities) located near Atlanta, Denusss Angeles, and New York, and operates a
fifth teleport in Kansas City. Vyvx also owns assftr the distribution of television advertisinghieh provide connectivity and presence in
more than 550 television broadcast stations ardadountry.

Global Access

Global Access, offers multi-point videoconferenciagdioconferencing and enhanced facsimile sendsesgell as single point to multi-point
business television services. Global Access endlilims Communications to provide customers viittegrated media conferences,
bringing together voice, video and facsimile byizitig Williams Communications's existing fiber-agpand satellite services.

In March 1997, Global Access acquired Satellite Mgement, Inc., a U.S.-based satellite integratobfisiness television applications,
interactive long distance learning, and corporat@munications.

In December 1996, Williams Communications annourthedormation of The Business Channel, a jointasnwith the Public Broadcast
Service (PBS), to utilize Internet, video-on-demditzker-optic and satellite technologies to bringfpssional development and training
services to the business community.

REGULATORY MATTERS

The equipment WCS sells must meet the requirentdiRart 68 of the Federal Communications Commis@@C) rules governing the
equipment registration, labeling and connectiorafipment to telephone networks. WCS relies orethepment manufacturers' compliance
with these requirements for its own compliance réigg the equipment it distributes. These regufetibave a minimal impact on WCS's
operations.

Williams Communications, Inc. is subject to FCCulagions as common carriers with regard to cemditneir transmission services and are
subject to the laws of certain states governindipuiilities. An FCC rulemaking to eliminate dontiescommon carrier tariffs has been
stayed pending judicial review. In the interim, #@C is requiring such carriers to operate undtitional tariff rules. Operations of

intrastate microwave communications, satelliteresrations and certain other related transmissioilities are also subject to FCC licensing
and other regulations. These regulations do naifgigntly impact Williams Communications, Inc.'perations. In 1997, the FCC began
implementation of the Universal Service Fund comlated in the Telecommunications Act of 1996. Vditis Communications, Inc. is
required to contribute to this fund based uponatentevenues. Although Williams Communications,. inéends to pass on such charges to its
customers, FCC rulings raise questions about g af companies like Williams Communications, Itewdo so.

COMPETITION

WCS has many competitors ranging from Lucent Teldgies and the Regional Bell Operating Companiesall individually-owned
companies that sell and service customer premisgpegnt.
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Competitors include companies that sell equipmentparable or identical to that sold by WCS. Theswartually no barriers to entry into
this market.

Vyvx's video and multimedia transmission operatioosipete primarily with companies offering videonaultimedia transmission services
means of satellite facilities and to a lesser degrigh companies offering transmission serviceswierowave facilities or fiber-optic cable.

Network faces existing competition from a numbelaofe, wel-established interexchange carriers, some withnsite fiber optic networks.
Several other carriers are constructing or havesagla construct new fiber optic networks or aralgigthing networks based on dark fiber
rights obtained from facilities-based carriers.

Federal telecommunications reform legislation eed February 1996 is designed to increase cotigpeboth in the long distance market
and local exchange market by significantly liberialfy current restrictions on market entry. In gartar, the legislation establishes procedures
permitting Regional Bell Operating Companies tovite long distance services including, but notfadito, video transmission services,
subject to certain restrictions and conditions pdent. Moreover, electric and gas utilities mayjite telecommunications services, incluc
long distance services, through separate subsdiarhe legislation also calls for elimination efiéral tariff filing requirements and

relaxation of regulation over common carriers. i time, management cannot predict the impact kgiblation may have on the operatic

of Williams Communications, Inc.

In late 1997, a Federal District Court decisionjalithas been stayed pending appeal, invalidatedgions of the 1996 federal legislation.
While legislation or rulings by appellate courtsyngaverturn this lower court ruling, the RegionallB2perating companies continue to seek
regulatory approval to provide national long disgservices. As courts or regulators remove reisinis on the Regional Bell Operating
Companies, they will be both important potentisdtomers and important potential competitors of Nekw

OWNERSHIP OF PROPERTY

Williams Communications owns part of its fiber-aptiansmission facilities and leases the remainigproximately 11,00@eute miles of it:
owned facilities are comprised of a single fibehjat is on a portion of the fiber optic networkWwbrldCom, Inc. ("WorldCom") and is
restricted to multimedia content usage. WilliamsBaunications retained this fiber when a predeces@forldCom purchased the
Company's network services operations in 1995.i&vils Communications and WorldCom are currentlytigdtion to clarify, among other
things, whether the usage restriction would pemérnet services and Williams Communications' righpurchase additional WorldCom
fiber. Williams Communications carries signals bgans of its own fiber-optics facilities, as wellasrying signals over fiber-optic facilities
leased from third-party interexchange carriers thedvarious local exchange carriers. Williams Comitations holds its satellite transponder
capacity under various agreements. Williams Comupatiins owns part of its teleport facilities anddsahe remainder under either a
management agreement or long-term facilities leases

Williams Network intends to obtain capacity prinhaty means of the fiber optic networks Williamsr@munications is constructing or plans
to construct or acquire, as well as acquiring diodr rights on fiber optic facilities of other caars. Network obtains dark fiber rights in the
form of the purchase or lease of "indefeasibletsgti use" or "IRUs" in specific fiber strands. Ehesed IRUs have many of the
characteristics of ownership, including many of éissociated risks, but the owner of the fiber ogiole retains legal title to the fibers.

ENVIRONMENTAL MATTERS

Williams Communications is subject to federal, staind local laws and regulations relating to tdrenmental aspects of its business.
Management believes that Williams Communicatiops'rations are in substantial compliance with exgsgnvironmental legal requiremer
Management expects that compliance with such egignvironmental legal requirements will not haveaterial adverse effect on the cag
expenditures, earnings and competitive positiowiliams Communications.
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OTHER INFORMATION

Williams believes that it has adequate sourcesaaadability of raw materials to assure the contidsupply of its services and products for
existing and anticipated business needs. Willignipgline systems are all regulated in various wasgslting in the financial return on the
investments made in the systems being limitedaodsards permitted by the regulatory bodies. Eatheopipeline systems has ongoing
capital requirements for efficiency and mandatonpliovements, with expansion opportunities also s&taing periodic capital outlays.

A plant site in Pensacola, Florida, that was pnesip operated by a former subsidiary of WilliamasHteen placed on the National Priorities
List. This former subsidiary has also been idesdifas a potentially responsible party at a Nati@n@rities List cleanup site in Michigan. A
third site, located in Lakeland, Florida, which wasmerly owned and operated by this subsidiarynder investigation by the Florida
Department of Environmental Protection and cleasugticipated. Williams does not believe thatutignate resolution of the foregoing
matters, taken as a whole and after considerafiorsarance coverage, contribution or other inddicaiion arrangements, will have a
material adverse financial effect on the Compame Sote 18 of Notes to Consolidated Financial &tates.

At December 31, 1997, the Company had approximdtgl§00 full-time employees, of whom approximat2/$00 were represented by
unions and covered by collective bargaining agregsa@he Company considers its relations with itpleyees to be generally good.

FORWARD-LOOKING INFORMATION

Certain matters discussed in this report, excludiistprical information, include forward-lookingas¢éments. Although the Company believes
such forward-looking statements are based on rekd®assumptions, no assurance can be given thiat ebjective will be reached. Such
statements are made in reliance on the safe hprbtactions provided under the Private Securitigéigdtion Reform Act of 1995.

As required by such Act, the Company hereby idestithe following important factors that could caastual results to differ materially frc
any results projected, forecasted, estimated ogdted by the Company in forward-looking stateme(itsisks and uncertainties impacting
the Company as a whole relate to changes in geeevalomic conditions in the United States; thelatsdity and cost of capital; changes in
laws and regulations to which the Company is subjecluding tax, environmental and employment lams regulations; the cost and effects
of legal and administrative claims and proceedamgginst the Company or its subsidiaries or whicly bebrought against the Company o
subsidiaries; conditions of the capital marketBagtil by the Company to access capital to finamErations; and, to the extent the Company
increases its investments and activities abroazh Bwestments and activities will be subject taefgn economies, laws, and regulations; (ii)
for the Company's regulated businesses, risks acertainties primarily relate to the impact of fitdederal and state regulations of business
activities, including allowed rates of return ahd tesolution of other matters discussed hereih(i#ihrisks and uncertainties associated with
the Company's unregulated businesses primarilyeré&deenergy prices and the ability of such erdtitiedevelop expanded markets and
product offerings as well as their ability to maiintexisting markets. It is also possible thataiaraspects of the Company's businesses that
are currently unregulated may be subject to balkri@ and state regulation in the future. In additfuture utilization of pipeline capacity v
depend on energy prices, competition from otheelpips and alternate fuels, the general level afrahgas and petroleum product demand
and weather conditions, among other things. Furthes prices, which directly impact transportatima gathering and processing throughput
and operating profit, may fluctuate in unpredictaldlays as may corn prices, which directly affeet@ompany's ethanol business. Factors
impacting future results of the Company's commuiaaa business include successful completion afétsvork build, technological
developments, high levels of competition, lack edtomer diversification, and general uncertaintiegovernmental regulation.

(d) FINANCIAL INFORMATION ABOUT FOREIGN AND DOMESTC OPERATIONS AND EXPORT SALES
Williams has no significant foreign operations.
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ITEM 2. PROPERTIES
See Item 1(c) for description of properties.
ITEM 3. LEGAL PROCEEDINGS

For information regarding certain proceedings pegdiefore federal regulatory agencies, see Notef Nbtes to Consolidated Financial
Statements. Williams is also subject to other adinmoutine litigation incidental to its businesses

Contract reformations and gas purchase deficiencies

As a result of FERC Order 636, which requires stage gas pipelines to change the way they do essjreach of the natural gas pipeline
subsidiaries has undertaken the reformation oritetion of its respective gas supply contracts. &ohthe pipelines has any significant
pending supplier take-or-pay, ratable take or mimintake claims.

Current FERC policy associated with Orders 436%0@ requires interstate gas pipelines to absortesafrthe cost of reforming gas supply
contracts before allowing any recovery throughditsll or surcharges to transportation as wekales commodity rates. Under Orders 636,
636-A, 636-B and 636-C, costs incurred to complthwhese rules are permitted to be recovered indithough a percentage of such costs
must be allocated to interruptible transportatiervige.

Pursuant to a stipulation and agreement approvedeofERC, Williams Gas Pipelines Central (Centna made 11 filings to direct bill
take-or-pay and gas supply realignment costs. dtat amount approved for direct billing, net ofteém amounts collected subject to refunds,
is $67 million. An intervenor has filed protestgkimg to have the FERC review the prudence andbéity of approximately $40 million of
costs covered by these filings. On July 31, 1986 administrative law judge issued an initial diecisejecting the intervenor's prudency
challenge. On September 30, 1997, the FERC, byddvone vote, reversed the administrative law gudgd determined that three life-of-
lease producer contracts were imprudently entertedim 1982. Central has filed for rehearing, arahagement plans to vigorously defend
prudency of these contracts. An intervenor hasfdkst a protest seeking to have the FERC decidetldr non-settlement costs are eligible
for recovery under Order No. 636. In January 199& FERC held that none of the non-settlement amtkl be recovered by Central if these
costs were not eligible for recovery under Order 886. This order was affirmed on rehearing in Ap8i97. An initial decision from the
administrative law judge is expected in the firsager of 1998. If the FERC's final ruling on eliiity is unfavorable, Central will appeal
these orders to the courts. Central will make aafuid filings under the applicable FERC ordersdoaver such additional costs as may be
incurred in the future.

Because of the uncertainties pertaining to theamof these issues currently pending at the FERIGte status of settlement negotiation
and various other factors, Central cannot reasgregiimate the costs that may be incurred nordteted amounts that could be recovered
from customers. Central is actively pursuing neggi@ns with the producers to resolve all outstagdihligations under the contracts. Based
on the terms of what Central believes would beaaaaable settlement, $94 million has been accrsiediability at December 31, 1997,
including a $5 million fourth-quarter 1997 chargeekpense for additional absorption of future caSentral also has an $88 million
regulatory asset at December 31, 1997, for estunaieovery of future costs from customers. Cemaahot predict the final outcome of the
FERC's rulings on contract prudency and cost regoweder Order No. 636 and is unable to deterntieeuttimate liability and loss, if any,
this time. If Central does not prevail in these EERoceedings or any subsequent appeals, and ifal&nable to reach a settlement with the
producers consistent with the $94 million accruaHility, the loss could be the total of the redafst asset and the $40 million of protested
assets. Central continues to believe that it edtiert® the gas purchase contracts in a prudent eramder FERC rules in place at the time.
Central also believes that the future recoverhese costs would be in accordance with the tern@radér No. 636.
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The foregoing accruals are in accordance with Wfilk' accounting policies regarding the establishmisuch accruals which take into
consideration estimated total exposure, as diseouard risk-weighted, as well as costs and otBks @ssociated with the difference between
the time costs are incurred and the time such ewstsecovered from customers. The estimated poofieuch costs recoverable from
customers is deferred or recorded as a regulassstdased on an estimate of expected recoveng @bounts allowed by FERC policy.
While Williams believes that these accruals areqadee and the associated regulatory assets arepajgte, costs actually incurred and
amounts actually recovered from customers will dejpgpon the outcome of various court and FERC mdiogs, the success of settlement
negotiations and various other factors, not alwbich are presently foreseeable.

Environmental matters

Since 1989, Texas Gas and Transcontinental Gad Ripéhave had studies under way to test certatheif facilities for the presence of to
and hazardous substances to determine to whatteikteny, remediation may be necessary. Transnental Gas Pipe Line has responded to
data requests regarding such potential contammaficertain of its sites. The costs of any suchadiation will depend upon the scope of
remediation. At December 31, 1997, these subs@didrad reserves totaling approximately $28 milfarthese costs.

Certain Williams subsidiaries, including Texas @ad Transcontinental Gas Pipe Line, have beenifiihas potentially responsible parties
(PRP) at various Superfund and state waste disgieal In addition, these subsidiaries have iraror are alleged to have incurred, various
other hazardous materials removal or remediatidigations under environmental laws. Although nouagaces can be given, Williams does
not believe that the PRP status of these subsdiavill have a material adverse effect on its faialnposition, results of operations or net ¢
flows.

Transcontinental Gas Pipe Line, Texas Gas and &édrave identified polychlorinated biphenyl (PCBhtamination in air compressor
systems, soils and related properties at certairpeessor station sites. Transcontinental Gas Fipg Texas Gas and Central have also been
involved in negotiations with the U.S. EnvironmdrReotection Agency (EPA) and state agencies teldgvscreening, sampling and cleanup
programs. In addition, negotiations with certainimmmental authorities and other programs conogrimvestigative and remedial actions
relative to potential mercury contamination at @ergas metering sites have been commenced byalehtxas Gas and Transcontinental
Gas Pipe Line. As of December 31, 1997, Centralrbadrded a liability for approximately $17 milliorepresenting the current estimate of
future environmental cleanup costs to be incurnest the next six to ten years. The Field Serviggsaf Energy Services had recorded an
aggregate liability of approximately $12 milliorgpresenting the current estimate of its future mmmental and remediation costs, including
approximately $5 million relating to former Centfatilities. Texas Gas and Transcontinental Gae Pipe likewise had recorded liabilities
for these costs which are included in the $28 ariliieserve mentioned above. Actual costs incurii@dlepend on the actual number of
contaminated sites identified, the actual amoudtexient of contamination discovered, the finaholgp standards mandated by the EPA and
other governmental authorities and other factoexa$ Gas, Transcontinental Gas Pipe Line and Céwiva deferred these costs pending
recovery as incurred through future rates and otfeans.

In connection with the 1987 sale of the assetsgrfod Chemical Company, Williams agreed to indemttiie purchaser for environmental
cleanup costs resulting from certain conditionspegcified locations, to the extent such costs ekeespecified amount. Such costs have
exceeded this amount. At December 31, 1997, Williuaxd approximately $11 million accrued for sucbess costs. The actual costs incu
will depend on the actual amount and extent of@mimation discovered, the final cleanup standardsdated by the EPA or other
governmental authorities, and other factors.

A lawsuit was filed in May 1993 in a state cournlorado in which certain claims have been madénatjvarious defendants, including
Northwest Pipeline, contending that gas exploratiod development activities in portions of the Saan Basin have caused air, water
other contamination. The plaintiffs in the casegticertification of a plaintiff class. In June #9%he lawsuit was dismissed for failure to
an
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indispensable party over which the state courtiwjlirisdiction. The Colorado court of appeals affismed the dismissal and remanded the
case to Colorado district court for action consisteith the appeals court's decision. Since Jui®d 18ight individual lawsuits have been fil
against Northwest Pipeline and others in U.S. idistourt in Colorado, making essentially the safaéms. The district court has stayed all of
the cases involving Northwest Pipeline until thaipliffs exhaust their remedies before the South#enindian Tribal Court. Some plaintiffs
filed cases in the Tribal court, but none namedtiNeest Pipeline as a defendant.

Other legal matters

Williams Communications owns one fiber, which istrigted to media content usage, on a portion efitser optic network of WorldCom,
Inc. ("WorldCom"). Williams Communications retaingds fiber, along with an option to purchase addl fiber from WorldCom in
connection with WorldCom's subsequent fiber buildgjuisitions, and expansions, when a predece$¥doddCom purchased the
Company's network services operations in 1995. GreM20, 1998, Williams Communications filed saiQklahoma District Court in Tulsa
County against WorldCom claiming that WorldCom fiaited to fulfill its obligations associated withed single fiber as well as a number of
other obligations arising from the agreements ewdt@rto in 1995 in conjunction with the network\dees operations sale.

In 1991, the Southern Ute Indian Tribe (the Trifiled a lawsuit against Williams Production CompdWyilliams Production), a wholly-
owned subsidiary of Williams, and other gas prodsi@e the San Juan Basin area, alleging that cectzal strata were reserved by the United
States for the benefit of the Tribe and that thieaexion of coal-seam gas from the coal stratawrasgful. The Tribe seeks compensation for
the value of the coal-seam gas. The Tribe alsossaelorder transferring to the Tribe ownershipliobfathe defendants' equipment and
facilities utilized in the extraction of the cosdam gas. In September 1994, the court granted agmudgment in favor of the defendants
the Tribe lodged an interlocutory appeal with th& UCourt of Appeals for the Tenth Circuit. Williarroduction agreed to indemnify the
Williams Coal Seam Gas Royalty Trust (Trust) agaamy losses that may arise in respect of certaipgaties subject to the lawsuit. In
addition, if the Tribe is successful in showingttidélliams Production has no rights in the coalraggas, Williams Production has agreed to
pay to the Trust for distribution to then-currenitholders, an amount representing a return ofrqeoof the original purchase price paid for
the units. On July 16, 1997, the U.S. Court of Agipdor the Tenth Circuit reversed the decisiothefdistrict court, held that the Tribe owns
the coal-seam gas produced from certain coal strafae lands within the exterior boundaries of Thibe's reservation, and remanded the
case to the district court for further proceedir@s.September 16, 1997, Amoco Production Compdeyclass representative for the
defendant class (of which Williams Production jsaat), filed its motion for rehearing en banc befthre Court of Appeals. On December 4,
1997, the Tenth Circuit Court of Appeals agreetktwear the appeal.

In connection with agreements to resolve tak@ayr-and other contract claims and to amend gadhpseccontracts, Transcontinental Gas
Line and Texas Gas each entered into certain wettits with producers which may require the indeivaiion of certain claims for addition
royalties which the producers may be required togsaa result of such settlements. In one of tleremaining cases, a jury verdict found
Transcontinental Gas Pipe Line was required totpayproducer damages of $23.3 million including8$8illion in attorneys' fees.
Transcontinental Gas Pipe Line is considering geap In the other remaining case, a producer $serieed damages, including interest
calculated through December 31, 1996, of approxeimai6 million.

Summary

While no assurances may be given, Williams doedbalitve that the ultimate resolution of the foriegamatters, taken as a whole and after
consideration of amounts accrued, insurance coeeragovery from customers or other indemnificaorangements, will have a materially
adverse effect upon Williams' future financial piasi, results of operations or cash flow requiretaen
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ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS
Not applicable
EXECUTIVE OFFICERS OF WILLIAMS

The names, ages, positions and earliest electitas dé the executive officers of Williams are:

HELD OFFICE
NAME AGE POSITI ONS AND OFFICES HELD SINCE
Keith E. Bailey........... 55 Chairman of th e Board, President, Chief 05-19-94

Executive Offi

Executive Offi

John C. Bumgarner, Jr. ... 55  Senior Vice Pr

Development an

President -- W
International
James R. Herbster......... 56  Senior Vice Pr
Jack D. McCarthy.......... 55  Senior Vice Pr
Financial Offi
William G. von Glahn...... 54  Senior Vice Pr
Gary R. Belitz............ 48  Controller (Pr
Stephen L. Cropper........ 48  President -- W
Howard E. Janzen.......... 44  President and
Williams Commu
Brian E. O'Neill.......... 62 President -- W
Gas
Systems, Inc.

cer and Director (Principal

cer)

esident -- Corporate 01-01-79

d Planning;

illiams

Company

esident -- Administration 01-01-92
esident -- Finance (Principal 01-01-92

cer)

esident and General Counsel 08-01-96
incipal Accounting Officer) 01-01-92
illiams Energy Group 10-01-96
Chief Operating Officer -- 02-11-97
nications, Inc.

illiams Interstate Natural 01-01-88

All of the above officers have been employed bylMfits or its subsidiaries as officers or othervitcgemore than five years and have had no
other employment during such period.
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PART Il
ITEM 5. MARKET FOR THE REGISTRANT'S COMMON EQUITY A ND RELATED STOCKHOLDER
MATTERS

Williams' Common Stock is listed on the New YorlddPacific Stock exchanges under the symbol "WMRB.th% close of business on
December 31, 1997, Williams had approximately 1@,88lders of record of its Common Stock. The delitysing price ranges (composite
transactions) and dividends declared by quarteedch of the past two years (adjusted to reflecftacember 29, 1997, two-for-one common
stock split and distribution) are as follows:

1997 1996
QUARTER HIGH LOW DIVIDEND HIGH LOW DIVIDEND
S $23.38 $18.19 $.13 $17.00 $14.25 $.114
2N $23.50 $20.00 $.13 $17.71 $15.58 $.113
Brdeceii $24.59 $21.56 $.13 $17.29 $15.25 $.113
AN $28.50 $23.09 $.15 $19.16 $16.25 $.13

On December 29, 1997, the Company distributed ddéianal share of Common Stock of the Companyp&ilvalue, for every share of
Common Stock outstanding on December 5, 1997, patdo a two-for-one stock split.
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ITEM 6. SELECTED FINANCIAL DATA

The following financial data are an integral pdfitand should be read in conjunction with, the etidated financial statements and notes
thereto. Information concerning significant tremashe financial condition and results of operasiamcontained in Management's Discussion
and Analysis of Financial Condition and Result©gpkrations on pages F-1 THROUGH F-13 of this report

1997 1996 1995 1994 1993
(MILLIONS, EXCEPT PER-SHARE AMOUNTS)

REVENUES......ccvveiveieeriieniieeeens $ 4,409. 6 $3531.2 $2,855.7 $1,751.1 $1,793.4
Income from continuing operations(1)..... 350. 5 362.3 299.4 1649 1854
Income from discontinued operations(2)... - - - 1,018.8 94.0 46.4
Extraordinary 10Ss(3)...........coeueee (79. 1) -- - (12.2)
Diluted earnings per share:(4)

Income from continuing operations...... 1.0 4 1.07 .92 51 57

Income from discontinued operations.... - - 3.25 .30 .15

Extraordinary 10SS(3).........ccuveue.. (.2 4) - - (.04) -
Cash dividends per common share(4)....... 5 4 A7 .36 .28 .26
Total assets at December 31.............. 13,879. 0 12,418.8 10,561.2 5,226.1 5,020.4
Long-term obligations at December 31..... 4,565. 3 43769 2,874.0 1,307.8 1,604.8
Stockholders' equity at December 31...... 3,571. 7 3,421.0 3,187.1 1,505.5 1,724.0

(1) See Notes 2 and 6 of Notes to Consolidatedn€inhStatements for discussion of the gain on shieterest in subsidiary, significant as
sales and write-offs in 1997, 1996 and 1995. Incénom@ continuing operations in 1994 includes a $24illion pre-tax gain from the sale of
a portion of Williams' interest in Northern Bordeartners, L.P. Income from continuing operation$983 includes a pre-tax gain of $51.6
million as a result of the sale of 6.1 million wih the Williams Coal Seam Gas Royalty Trust.

(2) See Note 3 of Notes to Consolidated Finandiaie®nents for discussion of the gain from the 1888 of discontinued operations.
Amounts prior to 1995 reflect operating resultshef network services' operations.

(3) See Note 8 of Notes to Consolidated Finandiaie®hents for discussion of the 1997 extraorditzsy.

(4) Per-share amounts reflect the adoption of 8tete of Financial Accounting Standards No. 128 riifeys per Share," and the effect of the
December 29, 1997, common stock split and distiobuas discussed in Notes 1 and 15, respectivENptes to Consolidated Financial
Statements.

ITEM 7. MANAGEMENT'S DISCUSSION & ANALYSIS OF FINAN CIAL CONDITIONS, AND RESULTS OF OPERATIONS
RESULTS OF OPERATIONS
1997 vs. 1996

CENTRAL'S revenues increased $6 million, or 3 petcdue primarily to the net effect of adjustmetotgertain accruals in 1997. Total
throughput decreased 4.2 TBtu, or 1 percent, dineapily to lower interruptible volumes.

Other (income) expense -- net includes a $7 miljam from the sale-in-place of natural gas frodeaommissioned storage field.

Operating profit increased $12.2 million, or 27qeet, due primarily to the gain from the sale-inga of natural gas, lower operating and
maintenance expenses, an increase in firm reseajgtity and lower general and administrative egspen

KERN RIVER GAS TRANSMISSION'S (KERN RIVER) revenuegreased $6.5 million, or 4 percent, due prinyatol a full year of
Williams' ownership in 1997 as compared to 1996 ianteased transportation revenues. Results fof i®&fect operations from January 16,
1996, when Williams acquired the remaining intenest
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Kern River. Total throughput increased 15.5 TBu§ ercent, due primarily to the full year of Wélins' ownership in 1997 and increased
firm transportation volumes during the last halfl@B7.

Operating profit increased $7.3 million, or 6 percelue primarily to the full year of Williams' owrship in 1997, higher transportation
revenues and lower operations and maintenance sepgepartially offset by the impact of Kern Rivéegelized rate design.

NORTHWEST PIPELINE'S revenues increased $3.4 mijlar 1 percent, due primarily to a new rate desidfective March 1, 1997, th
enabled greater short-term firm and interruptibd@sportation volumes and a $3.5 million gain angale of system balancing gas. Largely
offsetting these increases were $7 million of aijiests to rate refund accruals in 1997 and thesefe$9 million of revenue in 1996
associated with reserve reversals and favorabldatgy decisions. Total throughput decreased 128181, or 14 percent, as a result of the
1996 sale of the south-end facilities.

Operating profit decreased $900,000, or 1 perckra,primarily to the combined impact of the inceetsrate reserve accruals in 1997 and
recognition in 1996 of favorable regulatory actiosignificantly offset by the new transportatioteaeffective in 1997, lower operating and
maintenance expenses and the $3.5 million gaihesdle of system balancing gas.

TEXAS GAS TRANSMISSION'S revenues decreased $13lllom or 4 percent, and costs and operating egperdecreased $13 million, or
8 percent, due primarily to lower reimbursable sqmtssed through to customers as provided in Teéaasrates including $6 million relatec
the suspension of gas supply realignment cost exgdvom firm transportation customers. Total thgbput decreased 20.9 TBtu, or 3
percent.

Operating profit increased $2.5 million, or 3 perzelue primarily to cost reductions and efficiemdforts and the favorable resolutions in
1997 of certain contractual and regulatory isspasgjally offset by lower gas processing revenug fawvorable 1996 adjustments to rate
refund accruals.

TRANSCONTINENTAL GAS PIPE LINE'S (TRANSCO) revenuiesreased $5.9 million, or 1 percent, due prinyaol the effects of a
mainline expansion placed into service in late 19@6v services begun in late 1997, new rates éffedlay 1, 1997, to recover costs
associated with increased capital expenditurestlamdffects of a 1996 downward adjustment (offsebsts) of $14 million to reflect a rate
case settlement, partially offset by $23 million@#fer reimbursable costs passed through to cuswaseprovided in Transco's rates. Total
throughput decreased 21.1 TBtu, or 1 percent, dugaply to milder weather during 1997 as compaied996, which lowered firm longaul
and production area interruptible transportatiolunes.

Costs and operating expenses decreased $17.3nndli@d percent, due primarily to the lower reimdable costs charged to Transco and
passed through to customers, lower operation ardtemance expenses and a $5.4 million settleméateckto a prior rate proceeding,
partially offset by the effect of a 1996 downwadjustment (offset in revenues) of $14 million tgpdexiation expense to reflect a rate case
settlement and higher depreciation expense in 288@ciated with recent capital expenditures.

Operating profit increased $30.7 million, or 16qaatt, due primarily to lower operation and mainter@aexpenses, the $5.4 million settlen
and the effects of the mainline expansion, newisesvand the new rates effective May 1, 1997, sligiffset by higher depreciation expen

ENERGY MARKETING & TRADING'S revenues decreased $million, or 48 percent, and costs and operatixgenses decreased $141
million, or 93 percent, due primarily to the 19®porting on a net margin basis of certain natuasland gas liquids marketing operations
previously not considered to be included in traddpgrations. Excluding this decrease, revenuesased $16 million due primarily to the
initial income recognition from long-term electpower contracts, increased physical and notionairabgas volumes of 22 percent and 44
percent, respectively, and higher petroleum tragiwigmes, partially offset by lower natural gagltrey margins as a result of decreased price
volatility. Revenues also increased from projecaficing services for energy producers and thecfagcess transportation capacity.
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Operating profit increased $4.2 million, or 6 perzelue primarily to the $16 million increase irt nevenues and a $6.3 million recovery o
account previously written off, largely offset etexpenses associated with expansion of busimeashgplatforms.

EXPLORATION & PRODUCTION'S revenues increased $4iiilfion, or 58 percent, due primarily to higheresage natural gas sales prices
for company-owned production and from the marketh@Villiams Coal Seam Gas Royalty Trust (Royalty§t) natural gas, and a 21
percent increase in company-owned production votume

Costs and operating expenses increased $23 mitlid32 percent, due primarily to higher Royalty Stronatural gas purchase prices, increasec
production activities and higher dry hole costs.

Operating profit increased $27.5 million, from $28lion in 1996, due primarily to the increaseaverage natural gas prices and company-
owned production volumes, partially offset by higkgpenses associated with increased activity $evel

FIELD SERVICES' revenues increased $74 millionl®mpercent, due primarily to higher natural gasitlg sales of $44 million, receipt of
million of business interruption insurance proceeslated to a 1996 claim, and higher gatheringc@seing and condensate revenues of $7
million, $5 million and $11 million, respectiveliatural gas liquids sales increased due to a 3®péemcrease in volumes, slightly offset by
lower average sales prices.

Costs and operating expenses increased $79 midlid2) percent, due primarily to $56 million higtieel and replacement gas purchases, a
$9 million increase in operating and maintenanqeeages, and $8 million higher depreciation.

Other (income) expense -- net for 1996 include@rsillion gain from the property insurance coveragsociated with construction of
replacement gathering facilities and $6 milliorgains from the sale of two small gathering systepastially offset by $5 million of
environmental remediation accruals.

Operating profit decreased $24.4 million, or 13cpet, due primarily to lower per-unit liquids margj the $12 million net effect of lower
insurance recoveries between 1997 and 1996, hajeating and maintenance expenses, increasecdcigyme, and higher gathering fuel
and replacement gas purchase costs, partiallytdffsmcreased liquids and processing volumes.

PETROLEUM SERVICES' revenues increased $55.4 millay 11 percent, due primarily to a $24 milliognease in product sales from
transportation activities and a $27 million incre@s ethanol sales. Ethanol sales increased asili of 22 percent higher sales volumes,
partially offset by lower average ethanol salesg®i Ethanol production was reduced during therskbalf of 1996 due to unfavorable
market conditions. Pipeline shipments and averatgs were comparable to 1996.

Costs and operating expenses increased $33 midioh percent, due primarily to the increase imef product sales and ethanol production,
partially offset by lower corn costs.

Operating profit increased $21.3 million, or 28qet, due primarily to increased ethanol salesmekiand per-unit margins.

COMMUNICATIONS' revenues increased $734 million, 183 percent, due primarily to acquisitions whicmtributed revenues of
approximately $650 million, including $536 millidrom the acquisition of the customer premise eqeipnhsales and services operations of
Northern Telecom. Additionally, increased businastivity resulted in a $119 million revenue incre&s new system sales, partially offset

a $46 million decrease in system modification rexen The number of ports in service at Decembet 347, more than doubled as compe
to December 31, 1996, due primarily to the Nortgjuasition. Fiber billable minutes from occasioratvice increased 47 percent. Dedicated
service voice-grade equivalent miles at Decembefi837, increased 26 percent as compared with Desefi, 1996.

Costs and operating expenses increased $550 mitlidt02 percent, due primarily to acquired operstj the overall increase in business
activity, higher expenses for developing advanasttvark applications and increased depreciationcatam with added capacity. Selling,
general and administrative
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expenses increased $198 million, or 121 percemt pdimarily to acquired operations, the overalk@ase in business activity, higher expel
for developing advanced network applications arghexing the infrastructure of this business foufeitgrowth.

Other (income) expense -- net includes $49.8 milbbcharges in 1997 related to the decision totkellearning content business, and the
write-down of assets and the development experssexiated with certain advanced applications.

Operating profit decreased $62.3 million from a6@illion operating profit in 1996 to a $55.7 nolfi operating loss in 1997, due primarily
the other expense charges of $49.8 million aneé#pense of developing infrastructure while inteiggathe most recent acquisitions, partially
offset by improved operating profit from Communioas Solutions including the impact of the Nortedjaisition.

GENERAL CORPORATE EXPENSES increased $9.5 millen23 percent, due primarily to costs related toganding MAPCO acquisitit
and higher consulting fees. Interest accrued ise@&$44.6 million, or 12 percent, due primarilhigher borrowing levels including

increased borrowing under the $1 billion bank-dréatility and Williams Holdings' commercial pagamogram, partially offset by a lower
average interest rate. The lower average inteagstreflects lower rates on new 1997 borrowingsoaspared to previously outstanding
borrowings. Interest capitalized increased $9 onillior 132 percent, due primarily to capital expemds for Communications' fiber-optic
network. For information concerning the 1997 gainsale of interest in subsidiary, see Note 2. T9#51gain on sales of assets results from
the sale of certain communication rights. The nitganterest in income of consolidated subsidiaiie&997 is related primarily to the 30
percent interest held by Williams Communicationtugons, LLC's minority shareholders (see NoteT2)e $12 million unfavorable change
other income (expense) -- net in 1997 is due piilynr the costs associated with expansion of #ile ef receivables program in 1997 and the
effect of $10 million of reserve reversals in 19p8rtially offset by lower environmental accruaislioo7.

The provision for income taxes on continuing operet decreased $5.1 million, or 3 percent. Thecéffe income tax rate in 1997 is less tl
the federal statutory rate due primarily to theeffiof the non-taxable gain recognized in 1997 {¢ate 2) and income tax credits from coal-
seam gas production, partially offset by the eHedftstate income taxes. The effective tax ratE9®6 is less than the federal statutory rate
primarily to income tax credits from research atitig and coal-seam gas production, partially ¢ffsethe effects of state income taxes. In
addition, 1996 includes recognition of favorablguatinents totaling $13 million related to previguptovided deferred income taxes on
certain regulated capital projects and state incaxadjustments.

The 1997 extraordinary loss results from the eaxtjnguishment of debt (see Note 8).
1996 vs. 1995

CENTRAL'S revenues increased $4.1 million, or Zpat, due primarily to increased transportatiorernee resulting from new tariff rates
that became effective August 1, 1995. Total thrquglincreased 6.9 TBtu, or 2 percent.

Operating profit was substantially the same aptie year as the effect of a $4 million 1995 resatiof a regulatory accrual was offset by
new tariff rates that became effective August B5.9

KERN RIVER'S remaining interest was acquired byl\fhs on January 16, 1996. Revenues and operatifig @mounts for 1996 include
the operating results of Kern River since the agitjah date. Kern River's revenues were $160.6anilfor 1996, while costs and operating
expenses were $35 million, selling, general andiaginative expenses were $13 million and operagirgfit was $113 million. Prior to the
acquisition, Williams accounted for its 50 percewinership in Kern River using the equity methocdogounting, with its share of equity
earnings recorded in investing income. Throughpag 269.9 TBtu during 1996 (for the period subsetteethe acquisition date). Through
for 1996 is comparable to 1995.

NORTHWEST PIPELINE'S revenues increased $14.5anillor 6 percent, due primarily to increased trarsgpion rates, effective Februe
1, 1996, associated with the expansion of mairdaqgacity placed into
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service on December 1, 1995. In addition, $9 milld revenue in 1996 associated with reserve raleend favorable regulatory decisions
was more than offset by the effect of the 1995 realeof approximately $16 million of accrued liatids for estimated rate refund accruals.
Total throughput increased 8 TBtu, or 1 percent.

Operating profit increased $9.2 million, or 8 pert;elue primarily to increased transportation ratesociated with the expansion of mainline
capacity, and the reserve reversals and favorafldatory decisions. Partially offsetting were t@ghepreciation expense associated with the
mainline expansion and the approximate $11 miltiehfavorable effect of two 1995 reserve accrualstthents. The 1995 reserve accrual
adjustments included a $16 million favorable adpestt of rate refund accruals based on a favoraldecase order, partially offset by a loss
accrual (included in other (income) expense -- metpnnection with a lawsuit involving a formeamisportation customer.

TEXAS GAS TRANSMISSION'S revenues and operatindipnocreased $29.8 million, or 11 percent, and $2tillion, or 33 percent,
respectively, due primarily to new rates that beeaffective April 1, 1995, and an adjustment tautatpry accruals based upon a recent rate
case settlement. Also, 1995 reflected operatiarms ffanuary 18, when Williams acquired a majoritgriest in Transco Energy. Revenues
associated with the period January 1 through Jgriigr1995, were $16 million. Total throughput e&sed 141.1 TBtu, or 22 percent, due
primarily to a full year of Williams' ownership 896 compared to a partial year in 1995 and theanpf a colder winter in 1996.

TRANSCO'S revenues increased $35.1 million, orreqgm, due primarily to higher natural gas trantgt@n revenues and liquids and
liguefiable transportation revenues of $20 millaord $9 million, respectively. Additionally, reventee 1996 reflects a full year of Williams'
ownership as compared with 1995, which reflectegrations from January 18, 1995, when Williams a@glia majority interest in Transco
Energy. Revenues associated with the period Jadudmmpugh January 17, 1995, were approximatelyriiéon. Offsetting these increases
were lower revenues resulting from lower transpmmacosts charged to Transco by others and pdksedgh to customers as provided in
Transco's rates. Transportation revenues incrahsegrimarily to increased long-haul throughputiclitbenefitted from a two-phase system
expansion placed in service in late 1996 and 18851and new rates effective September 1, 1995 dillowed the passthrough of increased
costs. Total throughput increased 176.1 TBtu, opdrzent, due primarily to a full year of Willianmbnership in 1996 compared to a partial
year in 1995

Operating profit increased $29.6 million, or 18qmst, due primarily to increased transportatioreneses, lower general and administrative
expenses and a full year of Williams' ownershif®6, partially offset by higher operation and n@iance expenses and higher taxes other
than income taxes.

ENERGY MARKETING & TRADING'S revenues increased $1® million, or 70 percent, due primarily to highextural gas and gas liquids
marketing, price-risk management activities andgbetim product marketing of $77 million, $24 miti@and $18 million, respectively,
partially offset by lower contract origination rewees of $10 million. Natural gas and gas liquidsketing revenues increased due to higher
marketing volumes and prices. In addition, net paldrading revenues increased $3 million, dua 1® percent increase in natural gas
physical trading volumes from 754 TBtu to 896 TBaurgely offset by lower physical trading margins.

Costs and operating expenses increased $73 miliddd percent, due primarily to higher natural gaschase volumes and prices.

Operating profit increased $33.2 million, or 100qeat, due primarily to higher price-risk managetrremenues, a reduction of development
costs associated with its information products iess and increased natural gas marketing volunaesally offsetting were higher selling,
general and administrative expenses and lower acndrigination revenues resulting from the impafgbrofits realized from certain long-
term natural gas supply obligations in 1995.

EXPLORATION & PRODUCTION'S revenues increased $I8iblion, or 31 percent, due primarily to higheveaues from the marketing of
production from the Royalty Trust and increasedipation revenues of $9 million and $8 million, restively. The increase in marketing
revenues reflects both increased volumes and haleage gas prices. The increase in producticenteas reflects higher average gas prices.
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Costs and operating expenses increased $18 millierprimarily to higher Royalty Trust natural gasghase costs. Other (income) expense -
- net in 1995 includes an $8 million loss accreeald future minimum price natural gas commitment.

Operating profit increased $8.7 million to $2.8Iait in 1996 due primarily to the effect of the $llion 1995 loss accrual.

FIELD SERVICES' revenues increased $83.4 millioril® percent, due primarily to higher natural ggsitls sales revenues of $64 million
combined with higher gathering and processing regsrof $6 million and $13 million, respectively.tii@l gas liquids sales revenues
increased due to a 36 percent increase in voluaradioed with higher average prices. Gathering andgssing volumes each increased 19
percent while average gathering rates decreased.

Costs and operating expenses increased $52 midliakth percent, due primarily to higher fuel anglaeement gas purchases, expanded
facilities and increased operations. Other (incoexgense -- net for 1996 includes a $20 milliomgedm the property insurance coverage
associated with construction of replacement gatlyefacilities and $6 million of gains from the saletwo small gathering systems, partially
offset by $5 million of environmental remediatiocceuals. Other (income) expense -- net for 199kdes $20 million in operating profit
from a favorable resolution of contingency issuelving previously regulated gathering and protgsassets.

Operating profit increased $26.4 million, or 16qeet, due primarily to higher natural gas liquidasrgins and higher gathering and proces
revenues, partially offset by higher costs and afi@y expenses. Operating profit was favorably iotgéin both 1996 and 1995 by
approximately $20 million of other income.

PETROLEUM SERVICES' revenues increased $165.2anillor 50 percent, due primarily to an increasgansportation activities and
ethanol sales of $31 million and $133 million, resfively. Revenues from transportation activitiesréased due primarily to a 10 percent
increase in shipments and a $14 million increaggaduct sales. Shipments increased as a resu#vobusiness and the 1995 impacts of
unfavorable weather conditions and a fire at akiloading rack. Average length of haul and trantgtan rate per barrel were slightly below
1995 due primarily to shorter haul movements. Ethagvenues increased following the August 1995uition of Pekin Energy and the
fourth-quarter 1995 completion of the Aurora plant.

Costs and operating expenses increased $155 mitlid#8 percent, due primarily to a full year dfiatol production activities.

Operating profit increased $6.5 million, or 9 perzelue primarily to increased shipments, partieffget by lower ethanol margins and
production levels as a result of record high caiogs.

COMMUNICATIONS' revenues increased $172.4 million32 percent, due primarily to the 1996 acquisgiavhich contributed revenues of
$95 million. Additionally, increased business aityivesulted in a $36 million revenue increase éwrsystems sales and a $16 million
increase in digital fiber television services. Thenber of ports in service at December 31, 1998eased 8 percent and billable minutes {
occasional service increased 16 percent. Dedic®®rdce voice-grade equivalent miles at Decembefi836, decreased 6 percent as
compared with December 31, 1995, which in parerfl a shift to occasional service.

Costs and operating expenses increased $126 mitlid1l percent, and selling, general and admatist expenses increased $63 million, or
62 percent, due primarily to the overall increasbusiness activity and higher expenses for devmgopdditional products and services,
including the cost of integrating the most recerjuasitions.

Operating profit decreased $18.4 million, or 74ceet, due primarily to the expenses of developofgjteonal products and services along
with integrating the most recent acquisitions.

GENERAL CORPORATE EXPENSES increased $3.7 millem10 percent, due primarily to higher employee pensation expense and
consulting fees, partially offset by the effeciao$5 million contribution in 1995 to The Williams@panies Foundation. Interest accrued
increased $82 million, or 30 percent, due primaohigher borrowing levels including debt assasdatvith the January 1996 acquisition of
the remaining interest in Kern River (see Notesfihtly offset by lower average interest rateseflest capitalized decreased
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$7.6 million, or 53 percent, due primarily to loweapital expenditures for gathering and procesfnijties and the 1995 completion of
Northwest Pipeline's mainline expansion. Investimgpme decreased $75.1 million, or 80 percent,limarily to the effect of interest earr

in 1995 on the invested portion of the cash prosdeun the sale of Williams' network services opierss, a $15 million dividend in 1995
from Texasgulf Inc. (sold in 1995), and $31 millilmwer equity earnings from Williams' 50 percentr@sship in Kern River. Kern River's
1996 operating results are included in operatimdipsince the acquisition date (see Note 2). TB@6lgain on sales of assets results from the
sale of certain communication rights. The 1995 mssales of assets results from the sale of theeldent interest in Texasgulf Inc. The 1!
write-off of project costs results from the canatitin of an underground coal gasification projacilyoming (see Note 6). Minority interest

in income of consolidated subsidiaries in 1995ssoaiated with the Transco merger. The $2 millmvofable change in other income
(expense) -- net in 1996 is due primarily to apprately $10 million of reserve reversals in 1998&tlly offset by higher environmental
accruals of $4 million and additional expense ¢diinational activities.

The $81.1 million, or 79 percent, increase in thavjsion for income taxes on continuing operatigngrimarily a result of higher pre-tax
income and a higher effective income tax rate. ifibeease in the effective income tax rate is tiselteof the 1995 recognition of $29.8

million of previously unrecognized tax benefitsliead as a result of the sale of Texasgulf Ince (dete 6). The effective income tax rate in
1996 is less than the federal statutory rate dimegpily to income tax credits from research acigtand coal-seam gas production, partially
offset by the effects of state income taxes. Intaad 1996 includes recognition of favorable adiuents totaling $13 million related to
previously provided deferred income taxes on centagulated capital projects and state income dgusstments related to 1995. The effective
income tax rate in 1995 is less than the fedeadiligiry rate due primarily to income tax creditanfrcoalseam gas production, partially off

by the effects of state income taxes and minonitgrest. In addition, 1995 includes the previousiyecognized tax benefits related to the sale
of Texasgulf Inc. (see Note 6) and recognitionrf8 million income tax benefit resulting from $mttents with taxing authorities (see Note
7).

On January 5, 1995, Williams sold its network ssgioperations to LDDS Communications, Inc. fo6%2llion in cash. The sale yielded an
after-tax gain of approximately $1 billion, whichreported as income from discontinued operatises Note 3).

Preferred stock dividends decreased $4.9 millioi32opercent, due primarily to the 1995 effect dfifference in the fair value of
subordinated debentures issued and the carrying wdlthe exchanged $2.21 cumulative preferreckgtee Note 15).

FINANCIAL CONDITION AND LIQUIDITY
Debt Restructuring

In September 1997, Williams initiated a restructgrof a portion of its debt portfolio (see Note .143 of December 31, 1997, Williams has
paid approximately $1.4 billion to redeem approxieha$1.3 billion of debt with stated interest ate excess of 8.8 percent, resulting in an
extraordinary loss of $79.1 million (see Note &)eTestructuring is expected to reduce interestres® by approximately $25 million
annually. The restructuring was temporarily finasheéth a combination of borrowings under the $lidmil bank-credit facility, commercial
paper and new short-term bank agreements with coments totaling $1.2 billion. Registration statetsenere filed with the Securities and
Exchange Commission in September 1997 by Williavidjams Holdings of Delaware, Northwest Pipelingdal ranscontinental Gas Pipe
Line (each a wholly-owned subsidiary of William$hese additional filings brought the total shaffaincing availability to $900 million, $820
million, $400 million and $500 million, respectiyelprior to the restructuring. During the fourthagier of 1997 and January 1998, $1.1 bil
of debentures and notes with interest rates rarfgimy 5.91 percent to 6.625 percent were issue@ig:se registration statements in
connection with the restructuring. The restructgiimexpected to be completed during the first guaf 1998 with the issuance of additional
long-term debt securities.
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Liquidity

Williams considers its liquidity to come from twouwgces: internal liquidity, consisting of availalglesh investments, and external liquidity,
consisting of borrowing capacity from available kamedit facilities and Williams Holdings' commercg@per program, which can be utiliz
without limitation under existing loan covenants.Becember 31, 1997, Williams had access to $18%mof liquidity including $132
million available under its $1 billion bardredit facility. This compares with liquidity of $8 million at December 31, 1996, and $656 mill
at December 31, 1995. The decrease in 1997 isriimanily to additional borrowings under the bagrdedit facility to finance increased cap
expenditures and to provide interim financing redato the debt restructuring program.

During 1997, Williams Holdings entered into a comaied paper program backed by $650 million of néwers-term bank-credit facilities. At
December 31, 1997, $645 million of commercial papas outstanding under the program. After compthetibthe debt restructuring,
Williams expects approximately $1 billion of sheifailability to remain under outstanding registratstatements. These registration
statements may be used to issue a variety of dedgjuity securities. In addition, short-term uncoitted bank lines are utilized in managing
liquidity. Williams believes any additional finamgj arrangements can be obtained on reasonable ifeqgsiired.

Williams had a net workingapital deficit of $772 million at December 31, I98ompared with $309 million at December 31, 1988@liams
manages its borrowings to keep cash and cash égpisat a minimum and has relied on bank-creditifi@s to provide flexibility for its
cash needs. As a result, it historically has reggbrtegative working capital. The increase in thekimg-capital deficit at December 31, 1997,
as compared to prior year-end is primarily a restithort-term borrowings under the commercial pggpegram.

Terms of certain borrowing agreements limit transfefunds to Williams from its subsidiaries. Thestrictions have not impeded, nor are
expected to impede, Williams' ability to meet igsle requirements in the future.

During 1998, Williams expects to finance capitgbenditures, investments and working-capital reeuésts through cash generated from
operations and the use of the available portioitsd§1 billion bank-credit facility, commercial pap short-term uncommitted bank lines and
debt or equity public offerings.

Operating Activities

Cash provided by operating activities was: 1995920 million; 1996 -- $710 million; and 1995 -- $Billion. Receivables, inventories and
accounts payable increased due primarily to theb@mation of customer equipment sales and servipesations with Nortel (see Note 2) and
increased trading activities by Energy Marketing &ding.

Financing Activities

Net cash provided (used) by financing activitieswi997-- $317 million; 1996 -- $734 million; and 1995($1.4) billion. Long-term debt
principal payments, net of debt proceeds, were $iilion during 1997, and notes payable proceedsphnotes payable payments, were
$615 million during 1997. The increase in notesgidey at December 31, 1997, reflects borrowings utidenew commercial paper program
to fund capital expenditures, investments and attipm of businesses. Lortgrm debt proceeds, net of principal payments, \B669 million
during 1996. The increase in net new borrowingsngdut 996 was primarily to fund capital expendityiesestments and acquisitions of
businesses. Lontgrm debt principal payments, net of debt proceedse $610 million during 1995. The net payment985 were primaril:
a result of payments Williams made to retire ant#ominate approximately $700 million of TranscceeEgy's borrowings, preferred stock,
interest-rate swaps and sale of receivable faglith connection with the acquisition of Transceigy.
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The proceeds from issuance of common stock in 18936 and 1995 include Williams' benefit plan stpokchases and exercise of stock
options under Williams' stock plan. The 1995 prassteom issuance of common stock also includes2bdfillion from the sale of 3.6 million
shares of Williams common stock.

The 1996 purchases of Williams' treasury stockudel1.9 million shares of common stock on the aparket for $31 million. The Williams'
board of directors authorized up to $800 milliorsath purchases. No additional shares were purditaseng 1997, and Williams' board of
directors terminated the repurchase program duhiedourth quarter of 1997.

Long-term debt at December 31, 1997, was $4.®hillcompared with $4.4 billion at December 31, 139&1 $2.9 billion at December 31,
1995. At December 31, 1997 and 1996, $560 millioch $200 million, respectively, in current debt ghlions have been classified as non-
current obligations based on Williams' intent abdity to refinance on a long-term basis. The 188§ease in londgerm debt is due primaril
to the $643 million outstanding debt assumed withacquisition of Kern River (see Note 2), $30Qionlin additional borrowings under the
$1 billion bank-credit facility and $250 million dfebt issued by Williams Holdings. The long-ternbide® debt-plus-equity ratio was 56.1
percent for 1997 and 1996 compared to 47.4 peatddécember 31, 1995. If short-term notes payaidel@ngierm debt due within one ye
are included in the calculations, these ratios wdna 59.7 percent, 57.9 percent and 50.1 percsyectively.

Investing Activities

Net cash provided (used) by investing activitieswi®97-- ($1.3) billion; 1996 -- ($1.4) billion; and 1995$585 million. Capital
expenditures of gas pipeline subsidiaries, primaddlexpand and modernize systems, were $419 milid 997, $441 million in 1996, and
$445 million in 1995. Expenditures in 1997 and 1988ude Transcontinental Gas Pipe Line's expansrpenditures in 1995 include
Transcontinental Gas Pipe Line and Northwest Rip&diexpansions. Capital expenditures of Energyi&ses, primarily to expand and
modernize gathering and processing facilities, v&@5 million in 1997, $292 million in 1996, and3&million in 1995. Capital expenditul
of Communications were $276 million in 1997, $67liom in 1996, and $32 million 1995. The 1997 exgiures include the fiber-optic
network. Budgeted capital expenditures and investsi®r 1998 are estimated to be approximately B2li6n, primarily to expand and
modernize pipeline systems, gathering and procggatilities and the fiber-optic network. If themqing MAPCO acquisition is completed,
budgeted capital expenditures will increase amedéd $400 million.

On April 30, 1997, Williams and Northern Telecomofi&l) combined their customer-premise equipmeleissand services operations into a
limited liability company, Williams Communicatior@olutions, LLC (LLC). In addition, Williams paid 8@million to Nortel. Williams has
accounted for its 70 percent interest in the oparatthat Nortel contributed to the LLC as a pusghbusiness combination. Williams recot
the 30 percent reduction in its operations contatiuo the LLC as a sale to the minority sharehsldé the LLC (see Note 2). During 1997,
Williams also purchased a 20 percent interestforeign telecommunications business for $65 millioicash. During 1996, Williams
acquired the remaining interest in Kern River fa06 million cash (see Note 2). In addition, durlr§96 Williams acquired various
communications technology businesses totaling $ifi®n in cash. In 1995, Williams acquired all Bfansco Energy's outstanding common
stock for cash of $430.5 million and 31.2 millidmases of Williams common stock valued at $334 orill{see Note

2). During 1995, Williams also acquired the Gas @any of New Mexico's natural gas gathering and ggsinig assets in the San Juan and
Permian basins for $154 million and Pekin Energy, @e nation's second largest ethanol produce&X67 million in cash.

During 1995, Williams received proceeds of $2.%dnilin cash from the sale of its network servioperations (see Note 3) and proceeds of
$124 million from the sale of its 15 percent intgne Texasgulf Inc. (see Note 6).

NEW ACCOUNTING STANDARDS

See Note 1 for the effects of Statement of Findaiaounting Standards (SFAS) No. 130, "Reportiraprehensive Income," and SFAS
No. 131, "Disclosures about Segments of an Ense@nd Related Informatior
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MAPCO ACQUISITION

On November 24, 1997, Williams and MAPCO Inc. anmmad that they had entered into a definitive meaggeement whereby Williams
would acquire MAPCO by exchanging 1.665 share dfisifis common stock for each outstanding share APKO common stock. In
addition, outstanding MAPCO employee stock optimosild be converted into Williams common stock. Bhea the closing market price of
Williams common stock on December 31, 1997, appnakely 96.8 million shares of Williams common steelued at approximately $2.8
billion would be issued in the transaction (seeeNif). The transaction closed on March 28, 1998.

EFFECTS OF INFLATION

Williams has experienced increased costs in regeants due to the effects of inflation. However,ragpmately 66 percent of Williams'
property, plant and equipment has been acquiredmstructed since 1995, a period of relatively Inflation. A substantial portion of
Williams' property, plant and equipment is subjectegulation, which limits recovery to historicadst. While Williams believes it will be
allowed the opportunity to earn a return basecheractual cost incurred to replace existing assetapetition or other market factors may
limit the ability to recover such increased costs.

ENVIRONMENTAL

Williams is a participant in certain environmendativities in various stages involving assessmeutiss, cleanup operations and/or remedial
processes. The sites, some of which are not clyrewned by Williams (see Note 18), are being manmgitl by Williams, other potentially
responsible parties, the U.S. Environmental Pratecigency (EPA), or other governmental authoritiea coordinated effort. In addition,
Williams maintains an active monitoring program itsrcontinued remediation and cleanup of certaés<onnected with its refined products
pipeline activities. Williams has both joint andregal liability in some of these activities andesoésponsibility in others. Current estimates of
the most likely costs of such cleanup activitidggrgpayments by other parties, are approximaté® million, all of which is accrued at
December 31, 1997. Williams expects to seek regovkapproximately $41 million of the accrued castough future natural gas
transmission rates. Williams will fund these cdstsn operations and/or available bank-credit féiesi. The actual costs incurred will depend
on the final amount, type and extent of contamdaratiscovered at these sites, the final cleanuplarals mandated by the EPA or other
governmental authorities, and other factors.

YEAR 2000 COMPLIANCE

Williams has initiated an enterprise-wide projecatidress the year 2000 compliance issue foraiht@ogy hardware and software, external
interfaces with customers and suppliers, operafoosess control, automation and instrumentatistesys, and facility items. The
assessment phase of this project as it relateaddional information technology areas should blessantially complete by the end of the first
quarter of 1998. Completion of the assessment gloas®n-traditional information technology areaskpected in mid-1998. Necessary
conversion and replacement activities will begil@®8 and continue through mid-1999. Testing ofesys has begun and will continue
throughout the process. Williams has initiatedrani@m communications process with other companidis which Williams' systems interface
or rely on to determine the extent to which thosmpanies are addressing their year 2000 compli@mzkwhere necessary, Williams will be
working with those companies to mitigate any mateadverse effect on Williams.

Williams expects to utilize both internal and er@drresources to complete this process. Existisguees will be redeployed and previously
planned system replacements will be acceleratedglthis time. For example, implementation of poesly planned financial and human
resources systems is currently in process. Thesterag will address the year 2000 compliance issuesrtain areas. Costs incurred for new
software and hardware purchases will be capital@retiother costs will be expensed as incurredtieoregulated pipelines, Williams
considers costs associated with the year 2000 ¢anggl to be prudent costs
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incurred in the ordinary course of business, amelgfore, recoverable through rates. While thd tatst of this project is still being evaluated,
Williams estimates that external costs, excludireyipusly planned system replacements, necessagmplete the project within the
schedule described will total at least $15 milligvilliams will update this estimate as additionabirmation becomes available. The costs of
the project and the completion dates are basedamragement's best estimates, which were derivadingiinumerous assumptions of future
events, including the continued availability ofte@n resources, third party year 2000 compliancdifivation plans and other factors. There
can be no guarantee that these estimates williievaal and actual results could differ materialyni these estimates.

MARKET RISK DISCLOSURES
Interest Rate Risk

Williams' interest rate risk exposure results freimortterm rates, primarily LIBOR based borrowings froamunercial banks and the issual
of commercial paper, and long-term U.S. Treasutgstalo mitigate the impact of fluctuations in net&t rates, Williams targets to maintain a
significant portion of its debt portfolio in fixedite debt. At December 31, 1997, the amount ofisiils' fixed and variable rate debt was
approximately the same as a result of a debt msning program begun in 1997 where Williams extiished higher cost long-term debt.
During early 1998, the percent of fixed rate delitincrease to targeted levels as Williams comgsessuing long-term debt under the
restructuring program and repays its interim finags. The maturity of Williams' long-term debt dotfio is influenced by the life of its
operating assets. Williams also utilizes interagt swaps to change the ratio of its fixed andadeirate debt portfolio based on
management's assessment of future interest ratiesility of the yield curve and Williams' abilityy access the capital markets in a timely
manner. Williams has entered into interest ratevéod contracts to establish an effective borrowaitg for anticipated long-term debt
issuances.
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The following table provides information about Withs' notes payable, long-term debt, interestaatps and interest rate forward contracts
that are subject to interest rate risk. For notasple and long-term debt, the table presentsipahcash flows and weighted average interest
rates by expected maturity dates. For interestswatgps and interest rate forward contracts, thie f@iesents notional amounts and weighted
average interest rates by contractual maturitysdéetional amounts are used to calculate the aontal cash flows to be exchanged under
the interest rate swaps and the settlement amaondes the interest rate forward contracts.

FAIR VALUE
DECEMBER 31,
1998 1999 2000 2001 2002 THEREAFTER TOTAL 1997
DOLLARS IN MILLIONS)
Notes payable...................... $ 693 $-- $- $- & - & - $693 $ 693
Interest rate..........cccceeenee 6.6%
Long-term debt, including current
portion:
Fixed rate.........cccceeeveeene $ 40 $219 $251 $776 $ 441  $1,373  $3,100 $3,188
Interest rate................... 7.4% 7.4 % 7.4% 7.4% 7.4% 7.4%
Variable rate.................... $ -- $130 $-- $276 $1,071 $ 28  $1,505 $1,505
Interest rate(1)........ccc.....
Interest rate swaps:
Pay variable/receive fixed....... $ 36 $42 $47 $461 $ -- $ 450 $1,036 $ 9
Pay rate(2)......ccccoevevnnnns
Receive rate.........cccccuee.. 6.3% 6.3 % 6.4% 6.4% 6.8% 6.5%
Pay fixed/receive variable(3).... $ 36 $172 $47 $53 $ 59 $ 349 $ 716 $ (56)
Pay rate.....cccccceeevviiinne 78% 7.8 % 7.8% 80% 8.0% 8.0%
Receive rate(4).................
Interest rate forward contracts
purchased related to anticipated
long-term debt issuances......... $1,150 $-- $-- $- $ - $ - $1,150 $ (8)

Average locked in rate of 5.9 percent referencaghtterlying Treasury securities having a weighteerkage maturity of 6 years.
(1) LIBOR plus .33 percent.
(2) LIBOR, except $250 million notional amount matg after 2002 is at LIBOR less 1.04 percent.
(3) Counterparties have an option to cancel abtauiding swaps in 2001.
(4) LIBOR.
Commaodity Price Risk

Energy Marketing & Trading has trading operatidmet {provide price risk management services to tpady customers. The trading
operations have commodity price risk exposure asggtwith the crude oil, natural gas, refined prdd, natural gas liquids and electricity
energy markets in the United States and the nagasaarkets in Canada. The trading operations eniteenergy-related financial
instruments (forward contracts, futures contragt$ion contracts and swap agreements) and have odityninventories and purchase and
sale commitments which involve the physical deljvefan energy commaodity. These financial instrutaemd physical positions and
commitments are valued at market value and uneghligins and losses from changes in market vatueeaognized in income. The trading
operations are subject to risk from changes inggneommodity market prices, the portfolio positiafits financial instruments and physical
commitments, the liquidity of the market in whid¢tetcontract is transacted, changes in interest saté credit risk. Energy Marketing &
Trading manages risk by maintaining its portfolithin established trading policy guidelines. A RiSkntrol Group, independent of the
trading operations, monitors compliance with esshleld trading policy guidelines and measures gileassociated with the trading portfolio.

Energy Marketing & Trading uses a value at riskhmdblogy to estimate the potential one day lossifaglverse changes in the market value
of its trading operations. At December 31, 199&,\thlue at risk for the trading operations is $#liom. This reflects a 97.5 percent
probability that as a result of changes in
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commodity prices, the one day loss in the markktevaf the trading portfolio will not exceed thelwa at risk. The value at risk includes all
the financial instruments and physical positiond eammitments that expose the trading operatiomsaxket risk. The value-at-risk model
estimates assume normal market conditions basadhiptmrical market prices. Value at risk doesputport to represent actual losses in
market value that could be incurred from the trgdiortfolio, nor does it consider that changing wading portfolio in response to market
conditions could affect market prices and couletiiger to execute than the one-day holding pexgsdimed in our value at risk model.

Foreign Currency Risk

Williams has investments in companies whose opmratare located in foreign countries, of which $#lfion are accounted for using the
cost method. Fair value for the cost method investsiis deemed to approximate their carrying amdagdause estimating cash flows by
year is not practicable given that the time fraoresklling these investments is uncertain. Williafimancial results could be affected if t
investments incur a permanent decline in valuerasualt of changes in foreign currency exchangesrahd the economic conditions in fore
countries. Williams attempts to mitigate thesegibly investing in different countries and busiresgments. Approximately 80 percent of the
cost method investments are in Asian countries2@npercent in South American countries. Of the Asnvestments, approximately 50
percent are in countries whose currencies haventigcuffered significant devaluations and vol&tiliThe ultimate duration and severity of
the conditions in Asia remains uncertain as doedahg-term impact on Williams' investments.
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REPORT OF INDEPENDENT AUDITORS

To the Stockholders of
The Williams Companies, Inc.

We have audited the accompanying consolidated balsineet of The Williams Companies, Inc. as of Ddwsr 31, 1997 and 1996, and the
related consolidated statements of income, stodiens| equity, and cash flows for each of the tlyesas in the period ended December 31,
1997. Our audits also included the financial stateinschedule listed in the Index at Item 14(a).sEhfmancial statements and schedule are
the responsibility of the Company's management.r@sponsibility is to express an opinion on thésarfcial statements and schedule based
on our audits.

We conducted our audits in accordance with geneaaltepted auditing standards. Those standardgeedhat we plan and perform the audit
to obtain reasonable assurance about whethenthedial statements are free of material misstatemd@naudit includes examining, on a test
basis, evidence supporting the amounts and digelesn the financial statements. An audit alsoudek assessing the accounting principles
used and significant estimates made by managememtell as evaluating the overall financial statetpeesentation. We believe that our
audits provide a reasonable basis for our opinion.

In our opinion, the consolidated financial statetegrferred to above present fairly, in all matenéspects, the consolidated financial posi
of The Williams Companies, Inc. at December 31,7188d 1996, and the consolidated results of itsatjpes and its cash flows for each of
the three years in the period ended December 31, 19 conformity with generally accepted accougfminciples. Also, in our opinion, the
related financial statement schedule, when consitlier relation to the basic financial statemerigneas a whole, presents fairly in all
material respects the information set forth therein

ERNST & YOUNG LLP

Tulsa, Oklahoma
February 13, 1998
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THE WILLIAMS COMPANIES, INC.

CONSOLIDATED STATEMENT OF INCOME

Revenues:
Gas Pipelines (Note 4)......cccccvvveeeeiininnnne
Energy Services (Note 4)..
Communications (Note 2)..

Profit-center costs and expenses:
Costs and operating eXpenses..........cc.eueee.
Selling, general and administrative expenses.....
Other (income) expense--net (Note 6).............

Total profit-center costs and expenses...

Operating profit:
Gas Pipelines (Note 4)

Total operating profit...................

General corporate eXpenses..........ccecveenee.

Interest accrued...................

Interest capitalized........... .

Investing income (Note 5)..........cccceeeiinnes

Gain on sale of interest in subsidiary (Note 2)....

Gain (loss) on sales of assets (Note 6)............

Write-off of project costs (Note 6)................

Minority interest in income of consolidated subsidi
(NOLE 2).ceiiiiiieeeee e

Other income (expense)--net.............cccuvveees

Income from continuing operations before income tax
Provision for income taxes (Note 7)................

Income from continuing operations..................
Income from discontinued operations (Note 3).......

Income before extraordinary loss...................
Extraordinary loss (Note 8).............ccceueeeee

Net iNCOME.......ccuvveeiiiiiieeeeee e,
Preferred stock dividends (Note 15)................

Income applicable to common stock..................
Basic earnings per common share (Notes 1 and 9):
Income from continuing operations................

Income from discontinued operations (Note 3).....

Income before extraordinary loss
Extraordinary loss (Note 8)

Netincome..........ccoeeeveeiininnnens

Diluted earnings per common share (Notes 1 and 9):
Income from continuing operations................
Income from discontinued operations (Note 3).....

Income before extraordinary loss...
Extraordinary loss (Note 8).........ccccee......

Netincome..........cceeeeveiinnnnnnns

See accompanying note

YEARS ENDED DECEMBER 31,

1997

1996

1995

(MILLIONS, EXCEPT PER-SHARE AMOUNTS)

$1,683.9 $1,675.2 $1,431.1
1,504.9 14531 1,077.4
1,445.3 711.3 538.9
38.4 48.0 17.4
(262.9)  (356.4)  (209.1)
4,409.6 35312  2,855.7
2,6645 2,064.1  1,700.7
780.1 585.5 488.8
38.6 (19.8) (4.5)
3,483.2  2,629.8  2,185.0
614.2 562.4 389.7
360.9 332.3 257.5
(55.7) 6.6 25.0
7.0 1 (1.5)
926.4 901.4 670.7
(50.9)  (41.4)  (37.7)
(4045)  (359.9)  (277.9)
15.9 6.9 14.5
19.2 18.8 93.9
44.5 - -
- 15.7 (12.6)
- - (41.4)
(14.0) - (10.0)
(8.1) 3.9 1.9
528.5 545.4 401.4
178.0 183.1 102.0
350.5 362.3 299.4
- -~ 1,018.8
350.5 362.3  1,318.2
(79.1) - -
271.4 362.3  1,318.2
9.8 10.4 15.3
$ 261.6 $ 3519 $1,302.9
$ 106 $ 110 $ .94
- - 3.36
1.06 1.10 4.30
(.25) - -
$ 81 $ 110 $ 4.30
$ 104 $ 107 $ .92
- - 3.25
1.04 1.07 4.17
(.24) - -
$ 80 $ 107 $ 417
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THE WILLIAMS COMPANIES, INC.
CONSOLIDATED BALANCE SHEET
ASSETS

DECEMBER 31,

(DOLLARS IN MILLIONS,
EXCEPT PER-SHARE

AMOUNTS)
Current assets:
Cash and cash equivalents..........cccccoeeeeeee.. L $ 813 $ 1153
Receivables less allowance of $19.3 ($9.7 in 1996 1,200.5 952.9
Transportation and exchange gas receivable....... ... 130.4 117.7
Inventories (Note 11)....ccccevvcvveeeeices 300.5 204.6
Commodity trading assets........cccceevvveeeeeee. 180.3 147.2
Deferred income taxes (Note 7)......ccceeeeeeee. Ll 224.6 199.5
Other. .o 138.3 152.9
Total current assets........cceeeeeeeee. L 2,2559 1,890.1
Investments (NOte 5)....cvvveevveveveeeeeeeieenes 291.4 190.6
Property, plant and equipment--net (Note 12)....... ... 10,055.6  9,386.3
Goodwill and other intangible assets--net (Notes 1 and 2) 435.2 198.1
Other assets and deferred charges................... ... 840.9 753.7

Total assets.......ccceeveeeeeeeieennns

LIABILITIES AND STOCKHOLDER S'EQUITY
Current liabilities:
Notes payable (Note 14).....ccccccocvevcveeee. . $ 693.0 $ 2695
Accounts payable (Note 13).......ccccoeveveeeeeee Ll 886.3 683.3
Transportation and exchange gas payable........... ... 67.7 73.7
Accrued liabilities (Note 13).....ccceeeeveeeeeee 1,157.3 975.3
Commodity trading liabilities.... S 182.0 137.9
Long-term debt due within one year (Note 14)..... ... 41.1 59.6
Total current liabilities.................~—— .. 3,027.4  2,199.3
Long-term debt (Note 14).....cccccovevvveeeneeeee L 4,565.3  4,376.9
Deferred income taxes (Note 7).....cccceeevvce. L 1,718.9 1,626.6
Other liabilities.......c.ccooevvvevicinees 878.6 787.5
Minority interest in consolidated subsidiaries (Not e2)... 1171 7.5
Contingent liabilities and commitments (Note 18)
Stockholders' equity (Note 15):
Preferred stock, $1 par value, 30,000,000 shares
authorized, 2,497,472 shares issued in 1997 an d
3,241,552 shares issued in 1996.............. ... 142.2 161.0
Common stock, $1 par value, 480,000,000 shares au thorized,
325,065,668 shares issued in 1997 and 320,428, 326
sharesissued in 1996..........cccccveveeeeee L 325.1 320.4
Capital in excess of par value........ccoeeeeee. L 957.6 887.5
Retained earnings........ccccoovcvveeevvcceeees 2,209.4  2,1195
Other. oo (4.5) (2.2)
3,629.8  3,486.2
Less treasury stock (at cost), 4,879,127 shares o f common
stock in 1997 and 5,474,674 shares of common s tock in
1996, ..o (58.1) (65.2)
Total stockholders' equity.......ccoc.... . .. 3,571.7 3,421.0
Total liabilities and stockholders' equit Yeerrons $13,879.0 $12,418.8

See accompanying notes.
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THE WILLIAMS COMPANIES, INC.

CONSOLIDATED STATEMENT OF STOCKHOLDERS' EQUITY

CAPITAL IN
PREFERR ED COMMON EXCESS RETAINED TREAS URY
STOCK STOCK PARVALUE EARNINGS OTHER STOC K  TOTAL
(DOLLARS IN MILLIONS, EXCEPT PER-SHARE AMOUNTS

Balance, December 31, 1994 $313.2 $782.2 $ 716.5 $(1.3) $(405 1) $1,505.5
Net income -- 1995.........cccccvveeennne - - 13182 - - 11,3182
Cash dividends --

Common stock ($.36 per share)........... - - - (107.2) - - (107.2)

Preferred stock (Note 15)............... -- - -- (11.9) - -- (11.9)
Issuance of shares --

38,639,762 commON.........cceeeneen. - 2.8 56.9 - (1.7) 352 7 410.7

2,500,000 preferred..........cccccc..... 142.5 - - - - -- 142.5
Exchange of shares for debentures --

2,760,548 preferred (Note 15)........... (69.0 ) -- (3.5 - - -- (72.5)
Purchase of treasury stock -- 142,800

preferred.........ccocceeiiiiiieeenne - - - - - (3 .7) 3.7)
Tax benefit of stock-based awards......... - - 4.8 - - -- 4.8
Amortization of deferred compensation..... - - -- - 7 -- 7
Balance, December 31, 1995................ 1735 316.0 840.4 19156 (2.3) (56 1) 3,187.1
Net income -- 1996.............ccueeeennne -- - -- 362.3 -- -- 362.3
Cash dividends --

Common stock ($.47 per share)........... -- - - (148.0) -- -~ (148.0)

Preferred stock (Note 15)............... -- - - (10.4) - -- (10.4)
Issuance of shares -- 5,574,916 common.... -- 4.4 31.4 - (6) 12 .0 47.2
Purchase of treasury stock --

1,915,500 cOMMON......cceeeverriinnnnns -- - -- - - (31 .3) (31.3)

96,300 preferred.........ccccoevveeenn. - - - - - (2 .6) (2.6)
Retirement of treasury stock -- 497,900

preferred.......ccccvvvevvvieeennnnnnn. (12.5 ) -- (.3) - - 12 .8 --
Tax benefit of stock-based awards......... -- - 16.0 - - -- 16.0
Amortization of deferred compensation..... - - - - 7 -- 7
Balance, December 31, 1996................ $161.0 $320.4 $887.5 $2,119.5 $(2.2) $(65 .2) $3,421.0
Net income -- 1997.........cccoecvverenne - - - 2714 - -- 2714
Cash dividends --

Common stock ($.54 per share)........... - - - @ary7) - - (A71.7)

Preferred stock (Note 15)............... -- - -- (9.8) - -- (9.8)
Issuance of shares -- 5,221,039 common.... -- 4.7 48.7 - (7 7 1 59.8
Conversion of preferred stock -- 2,528

shares.......cccooveieiiiiiiees (.3 ) -- 3 - - -- -
Redemption of preferred stock -- 741,552

shares (Note 15).........cccccuvvvvenns (185 ) -- -- - - -- (18.5)
Tax benefit of stock-based awards......... - - 211 - - -- 211
Amortization of deferred compensation..... - - - - .8 -- .8
Unrealized loss on marketable equity

SECUNLIES....coeveveiiiiiiiieeeees -- - -- - (24 -- (2.4)
Balance, December 31, 1997................ $142.2 $325.1 $957.6 $2,209.4 $(4.5) $ (58 1) $3,571.7

Note: Certain amounts have been restated to refleddecember 29, 1997, t-for-one stock split and distribution.

See accompanying notes.
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THE WILLIAMS COMPANIES, INC.
CONSOLIDATED STATEMENT OF CASH FLOWS

YEARS ENDED DECEMBER 31,

1997 1996 1995

(MILLIONS)
Operating Activities:
NetinCoOMe....ccovvveiieiieiceee e $ 2714 $ 3623 $1,318.2
Adjustments to reconcile to cash provided from oper ations:
Discontinued operations.........cccccceeeeeeeeee. L - - (1,018.8)
Extraordinary l0SS......ccccovveeeevviviicccceeee 79.1 - --
Premium on early extinguishment of debt.......... . ... (171.2) -- --
Depreciation, depletion and amortization........ ... 499.5 421.0 375.5
Provision for deferred income taxes............... ... 81.8 72.4 125.4
Provision for loss on property and other assets.. ... 49.8 - 41.4
(Gain) loss on dispositions of property and inter estin
subsidiary...c.cccccveeveiiiieeeiesieeeeee (56.8) (46.4) 10.5
Minority interest in income of consolidated
subsidiaries.....cccovvvveviiiiiieeeieeee 14.0 - 10.0

Changes in receivables sold..............c........ L. 188.6 (13.1) 55.9
Changes in receivables........... — (180.6) (214.2) 33.2
Changes in inventories.........ccoeeeevvvceeee. . (73.7)  (16.1) 11.9
Changes in other current assets...........ceee.e. . . 25.5 3.8 11
Changes in accounts payable........ccccceeeeeeee. L 195.8 204.0 (6.5)

Changes in accrued liabilities..............c..... .. (7.9) (24.9) (33.4)
Changes in current commodity trading assets and

liabilities. ..o 11.0 (29.7) 28.1
Changes in non-current commodity trading assets a nd

liabilities. ..o 47.7) (37.7) (82.1)
Other, including changes in non-current assets an d

liabilities. ..o 41.0 29.0 (41.7)

Net cash provided by operating activites ... 919.6 710.4 828.7

Financing Activities:

Proceeds from notes payable..........ccocooeeeeeee. L 1,860.4 356.8 116.8
Payments of notes payable..........cccoococeeeeeee. L (1,245.9) (87.3) (623.8)
Proceeds from long-term debt..........cccccceeeee.. L 2,007.7 1,996.7 399.0

Payments of long-term debt...........ccooceeeeeeeee. L (2,169.0) (1,387.7) (1,009.4)
Proceeds from issuance of common stock............. ... 62.9 54.3 78.1
Purchases of treasury stock........cccccccvvveeeee.. L -- (33.9) 3.7)
Dividends paid......cccoceeviviiiiiiiiiieaeeees (181.5) (158.4) (119.1)
Subsidiary preferred stock redemptions............. ... - - (193.7)
Other —- Net...cccvvviiiii e 27.7) (6.3) (3.5)
Net cash provided (used) by financing
aCtiVIti®S. oo 316.9 734.2 (1,359.3)
Investing Activities:
Property, plant and equipment:
Capital expenditures.........ccccoeeeeviceeee. (1,162.1) (818.9) (827.5)
Proceeds from dispositions........cccccceeeeeee. L 100.3 60.2 28.2
Acquisition of businesses, net of cash acquired.... ... (87.0) (366.2) (858.9)
Proceeds from sales of businesses................. ... -- - 2,588.3
Income tax and other payments related to discontinu ed
OPEratioNS.....ccccvevviiiieeeeiiiiee e (9.7) (261.7) (350.4)
Proceeds from sales of assets.......ccoccccvvveeeee. Ll 5.2 23.0 125.1
Purchase of investments/advances to affiliates..... ... (134.2) (76.9) (49.7)
Purchase of note receivable............cccoeeeeeee.. L - - (75.1)
Other - Nt 17.0 20.8 4.9
Net cash provided (used) by investing
aCtiVIti®S...oovieiieeieeeeeeeee (1,270.5) (1,419.7) 584.9
Increase (decrease) in cash and cash
equivalentS.....ccccceeveveneeeennes (34.0) 24.9 54.3
Cash and cash equivalents at beginning of year..... ... 115.3 90.4 36.1
Cash and cash equivalents at end of year.......... ... $ 813 $ 1153 $ 904

See accompanying notes.
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THE WILLIAMS COMPANIES, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
NOTE 1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
Nature of Operations

Operations of The Williams Companies, Inc. (Willisinare located principally in the United States arelorganized into three operating
groups as follows: (1) Gas Pipelines, which is cdsgal of five interstate natural gas pipelines tedan the eastern, midsouth, Gulf Coast,
midwest and northwest regions; (2) Energy Serviedsch is comprised of natural gas gathering art@ssing facilities in the Rocky
Mountain, midwest and Gulf Coast regions, energglitrg and price-risk management activities througlioe United States, a petroleum
products pipeline and ethanol production/marketipgrations in the midwest region, and hydrocarbguogation and production activities in
the Rocky Mountain and Gulf Coast regions; andd@nmunications, which includes network integratm management services; video
and other multimedia transmission services fotteadcast industry; business audio and video cenééng services; and installation and
maintenance of customer-premise voice and datgewgrit. Additional information about these businesseontained throughout the
following notes.

Basis of Presentation

Revenues and operating profit amounts previouggnted as Williams Natural Gas and Merchant Sesvize now reported as Central and
Energy Marketing & Trading, respectively.

On April 30, 1997, Williams and Northern Telecomofi&l) combined their customer-premise equipmelaissand service operations into a
limited liability company, Williams Communicatior@olutions, LLC (LLC), formerly WilTel CommunicatisnLLC (see Note 2).
Communications' revenues and operating profit ansofam 1997 include the operating results of theCllheginning May 1, 1997.

Revenues and operating profit amounts include peeating results of Kern River Gas Transmission gamy (Kern River) since the January
16, 1996, acquisition by Williams of the remainintgrest (see Note 2). Prior to this acquisitiorilliins accounted for its 50 percent
ownership in Kern River using the equity methocdofounting, with its share of equity earnings rdedrin investing income.

Revenues and operating profit amounts include pegading results of Transco Energy Company (Traiswergy) since its January 18, 1995,
acquisition by Williams (see Note 2). The transatioh operations from Transco Energy's two intéestatural gas pipelines are reported
separately within the Gas Pipelines group. TrafSwoergy's gas gathering operations are includedeid Services, and its gas marketing
operations are included in Energy Marketing & Tragdi

Principles of Consolidation

The consolidated financial statements include tw®ants of Williams and its majority-owned subsigia. Companies in which Williams and
its subsidiaries own 20 percent to 50 percent @fibting common stock, or otherwise exercise sifficinfluence over operating and
financial policies of the company, are accountedifader the equity method.

Use of Estimates

The preparation of financial statements in conftymiith generally accepted accounting principleguiees management to make estimates
and assumptions that affect the amounts reportttkigonsolidated financial statements and accogipgmotes. Actual results could differ
from those estimates.

Cash and Cash Equivalents

Cash and cash equivalents include demand and #pasds, certificates of deposit and other marketabcurities with maturities of three
months or less when acquired.
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THE WILLIAMS COMPANIES, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS -- (CONT INUED)
Transportation and Exchange Gas Imbalances

In the course of providing transportation serviesustomers, the natural gas pipelines may reabfferent quantities of gas from shippers
than the quantities delivered on behalf of thospmErs. Additionally, the pipelines and other Wittis subsidiaries transport gas on various
pipeline systems which may deliver different quiéesiof gas on their behalf than the quantitiegasf received. These transactions result in
gas transportation and exchange imbalance recewainld payables which are recovered or repaidsim @athrough the receipt or delivery of
gas in the future. Settlement of imbalances requigreement between the pipelines and shippecsadi®tations of volumes to specific
transportation contracts and timing of deliverygak based on operational conditions.

Inventory Valuation

Inventories are stated at cost, which is not ireeg®f market, except for those held by Energy Etamg & Trading, which are primarily
stated at market. The cost of inventories is prilypaetermined using the average-cost method, eXfoegertain inventories held by
Transcontinental Gas Pipe Line, which are deterchireng the last-in, first-out (LIFO) method.

Property, Plant and Equipment

Property, plant and equipment is recorded at €epreciation is provided primarily on the straigihe method over estimated useful lives.
Gains or losses from the ordinary sale or retirdroéproperty, plant and equipment for regulatguefine subsidiaries are credited or charged
to accumulated depreciation; other gains or loasesecorded in net income.

Gooduwill and Other Intangible Assets

Goodwill, which represents the excess of cost €aievalue of assets of businesses acquired, ist&zad on a straight-line basis over periods
not exceeding 25 years. Other intangible assetarametized on a straight-line basis over periodsemoeeding 11 years. Accumulated
amortization at December 31, 1997 and 1996 wasy$Bién and $31.8 million, respectively. Amortizati of intangible assets was $24.2
million, $9.6 million and $6.2 million in 1997, 18%&nd 1995, respectively.

Treasury Stock

Treasury stock purchases are accounted for undaro$t method whereby the entire cost of the aedustock is recorded as treasury stock.
Gains and losses on the subsequent reissuancaretsire credited or charged to capital in exciegarovalue using the average-cost method.

Revenue Recognition

Revenues generally are recorded when serviceshiemreperformed or products have been deliverelBem Services bills customers
when products are shipped and defers the estimetedues for shipments in transit. The Gas Pipglieeognize revenues based upon
contractual terms and the related transportatidanves through month-end. These pipelines are sutgjdéederal Energy Regulatory
Commission (FERC) regulations and, accordinglytaierevenues are subject to possible refunds pgrfiial FERC orders. Williams
records rate refund accruals based on managerastitisate of the expected outcome of these procged@ommunications' customer-
premise equipment sales and service business ji§imaaes the percentage of completion method afgeizing revenues for services
provided.
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THE WILLIAMS COMPANIES, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS -- (CONT INUED)
Commodity Price-Risk Management Activities

Energy Marketing & Trading has trading operatidmegt enter into energy-related derivative finantiatruments and derivative commaodity
instruments (forward contracts, futures contramp$ion contracts and swap agreements) to provide-{isk management services to its third-
party customers. This trading operation also hasncodity inventories and enters into short- and lergn energy-related purchase and sale
commitments which involve physical delivery of areegy commaodity. These financial instruments, ptgisihventories and commitments
valued at market and are recorded in commodityirigpdssets, other assets and deferred charges,aditgrivading liabilities and other
liabilities in the Consolidated Balance Sheet. Thange in unrealized market gains and losses @ggnézed in income currently and is
recorded as revenues in the Consolidated Statemhiémtome. Such market values are subject to chantfe near term and reflect
management's best estimate of market prices camgidearious factors including closing exchange awdr-the-counter quotations, liquidity
of the market in which the contract is transactked,terms of the contract, credit consideratioinsg tvalue and volatility factors underlying 1
positions. Energy Marketing & Trading reports itading operations' physical sales transactionsfite related purchase costs, consistent
with market value accounting for such trading dtiés.

Certain Energy Marketing & Trading's revenues wertconsidered to be trading operations in 199618%b and, therefore, were not
reported net of related costs to purchase suclsitem

Williams' operations also enter into energy-relatedvative financial instruments and derivativengnodity instruments (primarily futures
contracts, option contracts and swap agreement®dge against market price fluctuations of certaimmodity inventories and sales and
purchase commitments. Unrealized and realized gaiddosses on these hedge contracts are defewageognized in income when the
related hedged item is recognized and recordedthithelated hedged item. These contracts araligiand regularly evaluated to determine
that there is a high correlation between chang#isemarket value of the hedge contract and masdee of the hedged item.

Interest-Rate Derivatives

Williams enters into interest-rate swap agreemenisodify the interest characteristics of its lalegn debt. These agreements are designatec
with all or a portion of the principal balance aedm of specific debt obligations. These agreemientslve the exchange of amounts base

a fixed-interest rate for amounts based on varimigest rates without an exchange of the notianaunt upon which the payments are
based. The difference to be paid or received isuaccand recognized as an adjustment of intergs&nse. Gains and losses from terminat

of interest-rate swap agreements are deferredrmpdtiaed as an adjustment to interest expensetbeasriginal term of the terminated swap
agreement.

Kern River specifically has interest-rate swap agrents that are not designated with long-term thetitare recorded in other liabilities at
market value. Changes in market value are recaadedijustments to a regulatory asset which is ¢éxgde¢o be recovered in transportation
rates.

Williams enters into interest-rate forward contsaitt lock-in underlying treasury rates on anticiollong-term debt issuances. The settlement
amounts upon termination of the contracts are dsdeand amortized as an adjustment to interestnsepef the issued longrm debt over th
term of the settled forward contract.

Capitalization of Interest

Williams capitalizes interest on major projectsidgrconstruction. Interest is capitalized on boreoviunds and, where regulation by the
FERC exists, on internally generated funds. Thesrased by regulated companies are calculateccordence with FERC rules. Rates used
by unregulated companies approximate
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THE WILLIAMS COMPANIES, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS -- (CONT INUED)

the average interest rate on related debt. Integgstalized on internally generated funds is ideldiin non-operating other income (expense) -
- net.

Employee Stock-Based Awards

Employee stock-based awards are accounted for Wmbeunting Principles Board Opinion No. 25, "Acating for Stock Issued to
Employees" and related interpretations. Williamed plan common stock options do not result in pensation expense, because the
exercise price of the stock options equals the etgrkce of the underlying stock on the date ohgra

Income Taxes

Williams includes the operations of its subsidiaiiie its consolidated federal income tax returnfelred income taxes are computed using the
liability method and are provided on all temporéifferences between the financial basis and thé#axs of Williams' assets and liabilities.

Earnings Per Share

Basic earnings per share are based on the sum a/érage number of common shares outstandingsandkble restricted and deferred sh:
Diluted earnings per share assumes issuance of oaratack from dilutive stock options and conversidthe $3.50 cumulative convertible
preferred stock into common stock effective May495. The earnings per share amounts and numiséiaoés for 1996 and 1995 have been
restated to reflect the effect of the two-for-oterk split and distribution (see Note 15) and tbemion of Statement of Financial Accounting
Standards (SFAS) No. 128, "Earnings Per Share"Ns¢e 9).

New Accounting Standards

In June 1997, the Financial Accounting Standardsr@@ssued two new accounting standards, SFAS 8. "Reporting Comprehensive
Income," and SFAS No. 131, "Disclosures about Sedsnaf an Enterprise and Related Information." Bsiindards, effective for fiscal ye:
beginning after December 15, 1997, are disclosumted standards. Therefore, neither standardafféct Williams' reported consolidated
net income or cash flows.

NOTE 2. ACQUISITIONS
Nortel

On April 30, 1997, Williams and Nortel combined itheustomer-premise equipment sales and serviceatipss into a limited liability
company, Williams Communications Solutions, LLC akidition, Williams paid $68 million to Nortel. Widkms has accounted for its 70
percent interest in the operations that Nortel ionted to the LLC as a purchase business combimadind beginning May 1, 1997, has
included the results of operations of the acquammipany in Williams' Consolidated Statement of lmeo Accordingly, the acquired assets
and liabilities, including $168 million in accourresceivable, $68 million in accounts payable anchaed liabilities and $150 million in debt
obligations, have been recorded based on an &thocat the purchase price, with substantially &ftree cost in excess of historical carrying
values allocated to goodwill.

Williams recorded the 30 percent reduction in fierations contributed to the LLC as a sale to thonty shareholders of the LLC. Willian
recognized a gain of $44.5 million based on theesgof the fair value over the net book value (exprately $71 million) of its operations
conveyed to the LLC minority interest. Income taxese not provided on the gain, because the tréingadid not affect the difference
between the financial and tax bases of identifialsigets and liabilities.
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THE WILLIAMS COMPANIES, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS -- (CONT INUED)

If the transaction had occurred on January 1, 198Biams' unaudited pro forma revenues for thergesnded 1997 and 1996 would have
been $4,658 million and $4,268 million, respectvdlhe pro forma effect of the transaction on VHitis' net income is not significant. Pro
forma financial information is not necessarily icative of results of operations that would haveuoed if the transaction had occurred on
January 1, 1996, or of future results of operatifithe combined companies.

Kern River

On January 16, 1996, Williams acquired the remaimiterest in Kern River for $206 million in casthe acquisition was accounted for as a
purchase, and the acquired assets and liabiliies heen recorded based on an allocation of thehase price, with substantially all of the
cost in excess of Kern River's historical carryiadue allocated to property, plant and equipment.

Transco

On January 18, 1995, Williams acquired 60 percéfiransco Energy's outstanding common stock insh ¢ander offer for $430.5 million.
Williams acquired the remaining 40 percent of TcanBnergy's outstanding common stock on May 1, 1886ugh a merger by exchanging
the remaining Transco Energy common stock for apprately 31.2 million shares of Williams commondktoalued at $334 million. The
acquisition was accounted for as a purchase witheBGent of Transco Energy's results of operatiocisided in Williams' Consolidated
Statement of Income for the period January 18, 1886ugh April 30, 1995, and 100 percent includedinning May 1, 1995. The purchase
price, including transaction fees and other relatests, was approximately $800 million, excludir®y3$billion in preferred stock and debt
obligations of Transco Energy.

NOTE 3. DISCONTINUED OPERATIONS

On January 5, 1995, Williams sold its network seggioperations to LDDS Communications, Inc. fob$2llion in cash. The sale yielded a
gain of $1 billion (net of income taxes of approately $732 million) which is reported as incomenfrdiscontinued operations.

NOTE 4. REVENUES AND OPERATING PROFIT
Revenues and operating profit of Gas Pipelineskaretgy Services for the years ended December 31, 1996 and 1995, are as follows:

1997 1996 1995

(MILLIONS)
Revenues:
Gas Pipelines:

Central..........cooeeevcciiiiiieeeee e .. $ 1844 $ 1784 $ 1743
Kern River Gas Transmission................... .. 1671 160.6 --
Northwest Pipeline...........cccccccvvee.... . 2731 269.7 255.2
Texas Gas Transmission...........c.cccueveee. .. 293.0 306.1 276.3
Transcontinental Gas Pipe Line................ .. 766.3 760.4 725.3

$1,683.9 $1,675.2 $1,431.1
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THE WILLIAMS COMPANIES, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS -- (CONT INUED)

1997 1996 1995

(MILLIONS)
Energy Services:
Energy Marketing & Trading.................... .. $ 1358 $ 261.1 $ 153.5
Exploration & Production..................... .. 1301 82.4 62.9
Field Services.........coocceevviivecinnnns .. 690.3 616.3 532.9
Petroleum Services.........ccocoeeeernnnnen. .. 548.7 493.3 328.1

$1,504.9 $1,453.1 $1,077.4

Operating Profit:
Gas Pipelines:

Central......coceeeeeiieeceeiiiee e, .. $ 570 $ 448 $ 45.0
Kern River Gas Transmission................... .. 1203 113.0 --
Northwest Pipeline.............. .. 1240 124.9 115.7
Texas Gas Transmission . 87.6 85.1 64.0
Transcontinental Gas Pipe Line................ .. 2253 194.6 165.0

$ 6142 $ 5624 $ 389.7

Energy Services:

Energy Marketing & Trading.................... .. $ 706 $ 664 $ 33.2
Exploration & Production..................... . 30.3 2.8 (5.9)
Field Services.........cooeeeiiiiieeinnnes .. 163.0 187.4 161.0
Petroleum Services.........ccccceeeenninen. . 97.0 75.7 69.2

$ 3609 $ 3323 $ 2575

NOTE 5. INVESTING ACTIVITIES
Investing income for the years ended December @47,11996 and 1995, is as follows:

1997 1996 1995

(MILLIONS)
INEEIESt. i .$ 99 $ 111 $ 37.2
DiVidendsS.........cooveriienriiiieeecieeee . 14 1.6 16.1
Equity earnings..........cccevevveeeeniiieeeene . 7.9 6.1 40.6

$ 192 $ 188 $ 939

Dividends and distributions received from compawgi@sied on an equity basis were $7 million in 198d 1996, and $44 million in 1995.
At December 31, 1997, certain equity investmentith & carrying value of $46 million, have a markatue of $175 million.
NOTE 6. ASSET SALES AND WRITE-OFFS

In the fourth quarter of 1997, Communications imedrcharges totaling $49.8 million related to tieeidion to sell the learning content
business, and the write-down of assets and thdajgwent costs associated with certain advancedcapioins.

In 1996, Williams recognized a pre-tax gain of $l&illion from the sale of certain communicatioghis for approximately $38 million.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS -- (CONT INUED)

In 1995, the development of a commercial coal gaibn venture in south-central Wyoming was caedetesulting in a $41.4 million pre-
tax charge.

In 1995, Williams sold its 15 percent interest ex@sgulf Inc. for approximately $124 million in basvhich resulted in an after-tax gain of
approximately $16 million because of previouslyagugnized tax benefits included in the provisionifcome taxes.

NOTE 7. PROVISION FOR INCOME TAXES
The provision (credit) for income taxes from contimg operations includes:

1997 1996 1995
(MILLIONS)
Current:
...... $759 $96.3 $(26.5)
...... 184 14.4 3.1

Deferred:
Federal...coooovveiieiiiiiiiiieee 704 619 1142
Stale. e ———— 114 105 11.2
81.8 724 1254
Total provision.......cccccveevveevceeeiieeeeees $178.0 $183.1 $102.0

Reconciliations from the provision for income tafesn continuing operations at the statutory ratéhe provision for income taxes are as
follows:

1997 1996 1995

(MILLIONS)
Provision at statutory rate.........coceeveeeeeeee L $185.0 $190.9 $140.5
Increases (reductions) in taxes resulting from:
State inCOMe taxXxesS......ocovvvvevvccvvveenseeeee 19.3 161 135
Income tax creditS.....veeeeeveveeeeeeeiiieieeee (16.5) (19.0) (18.7)
Non-taxable gain from sale of interest in subsidi ary
(NOE 2)eeiiiiiiiiiiiiee e (15.6)
Decrease in valuation allowance for deferred tax
ASSELS. i —— -- - (29.8)
Reversal of prior tax accruals..........cccceeee. . L - - (8.0
Other —- Net....ooviiiiiiiieeeeee 58 (49) 45
Provision for income taxes........ccccevevcveveeee L $178.0 $183.1 $102.0

F-26



THE WILLIAMS COMPANIES, INC.
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Significant components of deferred tax liabiliteesd assets as of December 31 are as follows:

1997 1996*
(MILLIONS)
Deferred tax liabilities:
Property, plant and equipment.........cc.ccoo.... ... $1,839.4 $1,755.8
INVESIMEeNtS...cviiiiiiiieieiiicceee e 120.9 93.3
(@131 O OUI 116.8 120.3
Total deferred tax liabilities........... . ... 2,077.1  1,969.4
Deferred tax assets:
Deferred revenues...........ccccoovvvvvvvvennes 84.9 31.5
Rate refunds........ccccoovvvvviviviiiiee. L 119.9 111.4
Accrued liabilities.........cccoovvvvcvcccvceee. 144.5 171.7
Minimum tax creditS......cccocvvveveveeneee. L 131.3 86.8
(@13 T ORI 102.2 140.9
Total deferred tax assets......cccceeeeee. L 582.8 542.3
Net deferred tax liabilities...........c.ccceeeee.. . $1,494.3 $1,427.1

* Reclassified to conform to current classificagon

Cash payments for income taxes (net of refundsg \®48 million, $395 million and $339 million in 191996 and 1995, respectively.

NOTE 8. EXTRAORDINARY LOSS

In September 1997, Williams initiated a restructgrof its debt portfolio (see Note 14). During 19%7illiams paid approximately $1.4
billion to redeem approximately $1.3 billion of detith stated interest rates in excess of 8.8 pgreesulting in an extraordinary loss of

$79.1 million (net of a $46.6 million benefit farxdome taxes). In addition, approximately $30 mill@f costs to redeem have been deferre
a regulatory asset for rate recovery.
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NOTE 9. EARNINGS PER SHARE

Basic and diluted earnings per common share arguetad for the years ended December 31, 1997, 1996895, as follows:

Income from continuing operations..................
Preferred stock dividends.............c..cccec..

Income from continuing operations available to comm
stockholders for basic earnings per share........
Effect of dilutive securities:
Convertible preferred stock dividends............

Income from continuing operations available to comm
stockholders for diluted earnings per share......

Basic weighted-average shares......................
Effect of dilutive securities:

Convertible preferred stock.............c........
StoCK OptioNS.....cevvvveeeeeeiieiiiiiiiees

Diluted weighted-average shares....................

Earnings per share from continuing operations:

1997 1996 1995

(DOLLARS IN MILLIONS, EXCEPT PER-SHARE
AMOUNTS; SHARES IN THOUSANDS)

$350.5  $362.3  $299.4
(9.8)  (104)  (15.3)
on
340.7 351.9 284.1
8.7 8.8 5.8
on
$349.4  $360.7  $289.9
321,184 319,048 302,807
11,717 11,718 7,866
4,638 5,232 3,370
16,355 16,950 11,236
337,539 335998 314,043

$1.06 $1.10 $.94

$1.04 $1.07 $.92

Options to purchase approximately 3.1 million skarfecommon stock at a weighted-average exercise pf $27.93 were outstanding at
December 31, 1997, but were not included in thepdation of diluted earnings per common share ukioh of these shares would be
antidilutive, as the exercise prices of the optiexseed the average market price of the commomeshar

NOTE 10. EMPLOYEE BENEFIT PLANS

Pensions

Williams maintains non-contributory defined-bengkénsion plans covering substantially all of itg@oyees. Benefits are based on years of
service and average final compensation. Pensids eos funded to satisfy minimum requirements pilesd by the Employee Retirement

Income Security Act of 1974.

Net pension expense consists of the follow

Service cost for benefits earned during the year...
Interest cost on projected benefit obligation......
Actual return on plan assets.............cccec....
Amortization and deferrals............cccceeuuee

Net Pension eXPENSE........ccevvrervrerearenns

1997 1996 1995
(MILLIONS)

... $309 $303 $ 195
498 439 401
(94.1) (100.6) (120.3)
441 613 820

... $30.7 $ 349 $ 213
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Net pension expense increased in 1996 from 19@5asult of a decrease in the discount rate frddf2&ercent to 7 1/4 percent and
increase in the number of plan participants.

The following table presents the funded statusefdlans:

1997 1996
(MILLIONS)
Actuarial present value of benefit obligations:
Vested benefitS.....ccccoveveviiiiicccieeeee $507 $407
Non-vested benefits......ccccccvvvveeenneeeee. Ll 42 37
Accumulated benefit obligations........ccccooo... . .. 549 444
Effect of projected salary increases............. . ... 208 167
Projected benefit obligations........ccccoceeeee. L 757 611
Assets at market value.........ccccccevvvcveee Ll 736 637
Assets less than (in excess of) projected benefit
obligations.....ccccvveeeiieiee e 21 (26)
Unrecognized net (loss) gain.....ccccceveeeeeeeee. L (12) 37
Unrecognized prior-service COSt........ccoeeeeeeeee L. ®) (8
Unrecognized transition asset........cccccceeveeeee. Ll 3 3
Pension liability..........ccoovevvvveeviieeee. L $6 $6

The discount rate used to measure the present ghhenefit obligations is 7 1/4 percent (7 1/2qeert in 1996); the assumed rate of increase
in future compensation levels is 5 percent; ancettpected long-term rate of return on assets getfent. Plan assets consist primarily of
commingled funds and assets held in a master ffhistmaster trust is comprised primarily of doneeatid foreign common and preferred
stocks, corporate bonds, United States governneenirisies and commercial paper.

Subsequent to December 31, 1997, Williams offeredaaly retirement incentive program to a certawug of employees. This program will
not have a material impact on the funded statiBeoplans or Williams' financial position.

Postretirement Benefits Other Than Pensions

Williams sponsors health care plans that providenetirement medical benefits to retired Willianmspdoyees who were employed full time,
hired prior to January 1, 1992 (January 1, 1996Tfansco Energy employees) and have met certher o€quirements.

The plans provide for retiree contributions andtaonother cost-sharing features such as dedustiid coinsurance. The accounting for the
plans anticipates future cost-sharing changesetavtitten plans that are consistent with Williaergdressed intent to increase the retiree
contribution rate annually, generally in line withalth care cost increases, except for certaireestiwvhose premiums are fixed. A portion of
the cost has been funded in trusts by Williams' EERgulated natural gas pipeline subsidiaries ¢oetktent recovery from customers can be
achieved. Plan assets consist of assets held im@ster trusts and money market funds. One of tmantrusts was previously described,
and the other consists primarily of domestic andif;n common stocks, government bonds and comnheaeer.
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Net postretirement benefit expense consists ofdlf@ving:

1997 1996 1995
(MILLIONS)

Service cost for benefits earned during the year... ... $71 $64 $74

Interest cost on accumulated postretirement benefit

obligation.....ccccccovviiiiiiicceieeees L 244 227 239
Actual return on plan assets.........cccceeeeeeeee. L (19.4) (16.4) (17.9)
Amortization of unrecognized transition obligaton. ... 4.1 5.0 5.0
Amortization and deferrals..........coocceeveeeeee. L 21.0 19.7 231

Net postretirement benefit expense.................

The following table presents the funded statudefilans:

1997 1996
(MILLIONS)
Actuarial present value of postretirement benefit
obligation:
RELIMEES..ceiiiiie i $223  $200
Fully eligible active plan participants........... ... 34 26
Other active plan participants............ocee.. L. 126 89
Accumulated postretirement benefit obliga tion..... 383 315

Assets at market value.........cccccoeeeveveeeeeee 185 155

Assets less than accumulated postretirement benefit
obligation......ccoccovviiiiiiiiicceieees 198 160

Unrecognized net gain......cccoccovveeviceenes Ll 18 60
Unrecognized prior-service credit..........cccccee. L 4 1
Unrecognized transition obligation................. .. ... (61) (65)
Postretirement benefit liability................... .~ .. $159 $156

The amount of postretirement benefit costs defeased regulatory asset at December 31, 1997 ary] 99107 million and $118 million,
respectively, and is expected to be recovered tivoates over approximately 15 years.

The discount rate used to measure the present ghhenefit obligations is 7 1/4 percent (7 1/2qeet in 1996). The expected long-term rate
of return on plan assets is 10 percent (6 perdetiaxes). The annual assumed rate of increageihealth care cost trend rate for 1998 is 8
1/2 to 9 1/2 percent, systematically decreasirg percent by 2006. The health care cost trendasgemption has a significant effect on the
amounts reported. Increasing the assumed healthcoat trend rate by 1 percent in each year wauddbase the aggregate of the service and
interest cost components of postretirement beegfiense for the year ended December 31, 1997, byil$5n and the accumulated
postretirement benefit obligation as of Decemberl®B7, by $46 million.

Other

Williams maintains various defined-contribution mdacovering substantially all employees. Compamyrifnutions are based on employees'
compensation and, in part, match employee contabhst Company contributions are invested primarilyVilliams common stock. Williams'
contributions to these plans were $29 million i®729%23 million in 1996 and $19 million in 1995.
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NOTE 11. INVENTORIES

1997 1996
(MILLIONS)
Natural gas in underground storage:
Transcontinental Gas Pipe Line (LIFO)............ ... $38.3 $3838
Energy Marketing & Trading........ccccoeeeeeeeeee. Ll 3.0 15
Other. .o 16.5 -
Petroleum products:

Energy Marketing & Trading........ccceeveveeeeee L 68.6 12.7
Other..cciiieeeee 30.1 337
Materials and supplies.......c.ccooveveevvceeee. L 140.3 112.0

Other. i 3.7 5.9

If inventories valued on the LIFO method at Decenfife 1997, were valued at current average costathount would increase by
approximately $13 million. Inventories valued oe tHFO method at December 31, 1996, approximateeotiaverage cost.

NOTE 12. PROPERTY, PLANT AND EQUIPMENT

1997 1996
(MILLIONS)
Cost:
Gas Pipelines:
Central...coeeeeeciiie e $ 8442 $ 7874
Kern River Gas Transmission.......ccccceeeeee. .. 1,003.9 990.5
Northwest Pipeline........cccccovvvveeeeeee. L 1,478.6 1,447.9

Texas Gas Transmission..........c..ccceeeeenn.

Transcontinental Gas Pipe Line................
Energy Services:

Energy Marketing & Trading.........cccceeeeeee. L 43.0 5.4

Exploration & Production..........cccceeeeeee. 318.5 255.1

Field Services.........ccccco... o 2,352.4  2,188.3

Petroleum Services........ccocvvvvevvceeeee. 1,055.2 1,073.1
......... 535.0 257.3
......... 296.1 152.7

12,284.4 11,212.3

......... (2,228.8) (1,826.0)

$10,055.6 $9,386.3

......... 1,022.7 958.9
......... 3,334.8  3,095.7

Commitments for construction and acquisition ofgany, plant and equipment are approximately $580om at December 31, 1997.
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NOTE 13. ACCOUNTS PAYABLE AND ACCRUED LIABILITIES

Under Williams' cash-management system, certaisigignies' cash accounts reflect credit balancéise@xtent checks written have not been
presented for payment. The amounts of these dratlinces included in accounts payable are $92omiilt December 31, 1997, and $95
million at December 31, 1996.

1996 1997
(MILLIONS)
Accrued liabilities:
Rate refunds.......cccccevvveivcecvieecieeee $ 337.5 $305.1
Employee COoStS.....ocovveiiiiiiiiiiiiiieeeeeee 1915 178.1
Interest.......ccceeeeeenns P 79.4 95.2
Income taxes payable.......ccccooveeeeeeneenees L 76.0 77.6
Taxes other than income taxes.......cccceeeeeeee. . 724  66.2
(@131 ORI 400.5 253.1

$1,157.3 $975.3

NOTE 14. DEBT, LEASES AND BANKING ARRANGEMENTS
Notes Payable

During 1997, Williams Holdings of Delaware, Inc. {iidms Holdings) entered into a commercial pap&goam backed by new short-term
bank-credit facilities totaling $650 million. At Bember 31, 1997, $645 million of commercial papaswutstanding under the program. In
addition, Williams has entered into various othesrs-term credit agreements with amounts outstantiitaling $48 million and $269.5
million at December 31, 1997 and 1996, respectivEhe weighted-average interest rate on the outstgrshort-term borrowings at
December 31, 1997 and 1996, was 6.56 percent 8adpércent, respectively.
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Debt
DECEMBER 31,
WEIGHTED-AVERAGE  ---------==-==-=---
INTEREST RATE* 1997 1996
(MILLIONS)
The Williams Companies, Inc.
Revolving credit loans........cccccoevvveeeees L 7.1% $ 3830 $ -
Debentures, 8.875% -- 10.25%, payable 2012, 2020, 2021
and 2025.....cccoiiieee 8.6 137.0 5875
Notes, 6.365% -- 9.625%, payable through 2004.... ... 7.0 9947 817.5
Williams Gas Pipelines Central
Variable rate notes, payable 1999................ ... 8.2 130.0 130.0
Kern River Gas Transmission
Notes, 6.42% and 6.72%, payable through 2001..... ... 6.6 586.4 617.7
Northwest Pipeline
Debentures, 7.125% -- 10.65%, payable through 202 ST 8.3 151.6  360.0
Notes, 6.625%, payable 2007............cceeeeeeee. L 6.6 250.0 --
Adjustable rate notes, payable through 2002...... ... 9.0 8.3 10.0
Texas Gas Transmission
Debentures, 7.25%, payable 2027........cc......... .. 7.3 99.0 -
Notes, 9.625% and 8.625%, payable 1997 and 2004.. ... 8.6 152.4  253.6
Transcontinental Gas Pipe Line
Revolving credit loans........ccccccevvcccees L 6.3 160.0 -
Debentures, 7.25% and 9.125%, payable through 202 6. 7.3 199.7 3524
Debentures, 7.08%, payable 2026 (subject to debth older
redemption in 2001)......ccccccvvvvveveneene. Ll 7.1 200.0 200.0
Notes, 8.125% and 8.875%, payable 1997 and 2002.. @~ ....... 8.9 128.2 2277
Adjustable rate note, payable 2002.............. ... 5.8 150.0 -
Williams Holdings of Delaware
Revolving credit loans..........coooevecceeeee. L 6.3 200.0 500.0
Debentures, 6.25%, payable 2006.................. ... 4.8 2489  248.8
Notes, 6.365% -- 6.91%, payable through 2002..... ... 6.7 258.6 -
Williams Pipe Line
Notes, 8.95% and 9.78%, payable through 2001..... ... 9.0 40.0 100.0
Williams Energy Ventures
Adjustable rate notes........cccccevvcceeene. L - - 25.6
Williams Communications Solutions, LLC
Revolving credit loans.........ccoooevevceeee. L 6.2 125.0 --
Other, payable through 2000..........cccooceeeeeeee. L 7.8 3.6 5.7
4,606.4 4,436.5
Current portion of long-term debt................. .. ... (41.1) (59.6)

$4,565.3 $4,376.9

* At December 31, 1997, including the effects denest-rate swaps.
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In September 1997, Williams initiated a restructgrof its debt portfolio. As of December 31, 199¥|liams has redeemed approximately
$1.3 billion of debt with stated interest rategxtess of 8.8 percent. In January 1998, Williandseened $40 million of additional debt
obligations. The restructuring was temporarily finad with the combination of short-term bank agremis, commercial paper and Williams
existing bank-credit agreement, until new long-telebt securities were issued. During the fourthrtgmnaf 1997, Williams issued $550
million of new long-term debt obligations. In Janpd998, Williams issued approximately $700 millionadditional debt obligations.

In July 1997, Williams entered into a new $1 billibankeredit agreement, replacing the previous agreeribrder the new credit agreeme
Northwest Pipeline, Transcontinental Gas Pipe Lirexas Gas Transmission, and Williams CommunicatB®olutions, LLC have access
various amounts of the facility, while Williams feat) and Williams Holdings have access to all urdb@ed amounts. Interest rates vary v
current market conditions.

For financial statement reporting purposes at Déegril, 1997, $560 million in notes payable andenirdebt obligations, primarily related
to the restructuring noted above, have been cladsis non-current obligations based on Williamignt and ability to refinance on a long-
term basis. Williams' subsequent issuance of $7iliomof long-term debt obligations in January 838 sufficient to complete these
refinancings.

Interest-rate swaps with a notional value of $4%ian are currently being utilized to convert cart fixed rate debt obligations resulting in
an effective weighted-average floating rate of H2dcent at December 31, 1997. Interest-rate swithsa notional value of $130 million are
currently being utilized to convert certain varlphte debt obligations resulting in an effectivaghted-average fixed rate of 7.78 percent at
December 31, 1997.

Certain interest-rate swap agreements relatingetm River which preceded the January 1996 purobilern River by Williams and the
subsequent Kern River debt refinancing, remaintaoting. In 1996, Kern River entered into additidngerest-rate swap agreements to
manage the exposure from the original interestgatgp agreements. As described in Note 1, theseesitrate swap agreements are not
designated with the Kern River debt, but when carabdiwith interest on the debt obligations, KerneRiv effective interest rate is 8.5 perc

Aggregate minimum maturities and sinking-fund reguoients, excluding lease payments and considdragetlassification of current
obligations as previously described, for each efrtaxt five years are as follows:

(MILLIONS)
oY SRS $ 40
1999, 349
2000, eeeeeeeeeeeeeereeeeeeeeeseeeereeees 251
2000 1,052
20020 1,512

Cash payments for interest (net of amounts capédliare as follows:
1997 -- $396 million; 1996 -- $347 million; and B9 $266 million.

Leases

Future minimum annual rentals under non-cancelapégating leases are $113 million in 1998, $99iamilin 1999, $84 million in 2000, $59
million in 2001, $55 million in 2002 and $176 mdl thereafter.

Total rent expense was $126 million in 1997 and ®fBon in 1996 and 1995.
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NOTE 15. STOCKHOLDERS' EQUITY

On November 20, 1997, the board of directors ofigfils declared a two-for-one common stock split distribution; 160.1 million shares
were issued on December 29, 1997. All referencéisariinancial statements and notes to the numibesramon shares outstanding and per-
share amounts reflect the effect of the split.

In the third quarter of 1996, the board of direstauthorized the open-market purchase of up to #8@n of Williams common stock.
During 1996, 1.9 million shares were purchasedtata cost of approximately $31 million. No shavesre purchased during 1997. In the
fourth quarter of 1997, Williams' board of direct@aerminated the repurchase program.

In connection with the 1995 merger with TranscorBpeWilliams exchanged all of Transco Energy'sstariding $3.50 cumulative
convertible preferred stock for 2.5 million shaoé&Villiams' $3.50 cumulative convertible preferrgtdck. These shares are redeemable by
Williams beginning in November 1999, at an inifigice of $51.40 per share. Each share of $3.5@peaf stock is convertible at the optiol
the holder into 4.6875 shares of Williams commarlst Dividends per share of $3.50 were recordel®Bi7 and 1996, and $2.33 in 1995.

During 1995, Williams exchanged 2.8 million shanégs $2.21 cumulative preferred stock with a gang value of $69 million for 9.6
percent debentures with a fair value of $72.5 milliThe difference in the fair value of the newmséies and the carrying value of the
preferred stock exchanged was recorded as a dedreeapital in excess of par value. This amoudtrdit impact net income, but is included
in preferred stock dividends on the Consolidatede®tent of Income and in the computation of easpgy share. The remaining shares of
$2.21 cumulative preferred stock were redeemed byavlis at par ($25) in September 1997 for a tofeé$18.5 million. Dividends per share
of $1.47 were recorded in 1997, and $2.21 in 19@561995.

In 1996, the board of directors adopted a StocldrdRights Plan (the Rights Plan). Under the Rigtiés, each outstanding share of common
stock has one-third of a preferred stock purchigbe attached. Under certain conditions, each nghy be exercised to purchase, at an
exercise price of $140 (subject to adjustment),t@reehundredth of a share of junior participating pregdrstock. The rights may be exerci
only if an Acquiring Person acquires (or obtains tight to acquire) 15 percent or more of Williaamnmon stock; or commences an offer

15 percent or more of Williams common stock; orhard of directors determines an Adverse Perssrbbaome the owner of 10 percent or
more of Williams common stock. The rights, whichrd@ have voting rights, expire in 2006 and maydzizemed at a price of $.01 per right
prior to their expiration, or within a specifiedrfmel of time after the occurrence of certain evelrtghe event a person becomes the owner of
more than 15 percent of Williams common stock ertibard of directors determines that a person isduerse Person, each holder of a right
(except an Acquiring Person or an Adverse Perdual) bave the right to receive, upon exercise, comistock having a value equal to two
times the exercise price of the right. In the ewsfiltiams is engaged in a merger, business comioinair 50 percent or more of Williams'
assets, cash flow or earnings power is sold osfeared, each holder of a right (except an Acqgifterson or an Adverse Person) shall have
the right to receive, upon exercise, common stdd¢k@acquiring company having a value equal to tiwes the exercise price of the right.

Williams has several plans providing for commorektbased awards to employees and to non-employeetalis. The plans permit the
granting of various types of awards including, bot limited to, stock options, stock-appreciatiahts, restricted stock and deferred stock.
Awards may be granted for no consideration othan fbrior and future services. The purchase priceipare for stock options and the grant
price for stock-appreciation rights may not be kss the market price of the underlying stocklmndate of grant. Stock options generally
become exercisable after five years, subject telacated vesting if certain future stock pricesakieved. Stock options expire 10 years
grant. At December 31, 1997, 46.7 million shares
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of common stock were reserved for issuance purgoaetisting and future stock awards, of which 2hillion shares were available for
future grants (15.6 million at December 31, 1996).

The following summary reflects stock option actniind related information for 1997 and 1996:

1997 1996
WEIGHTED- WEIGHTED-
AVERAGE AVERAGE
EXERCISE EXERCISE
O PTIONS PRICE OPTIONS PRICE
(OPTIONS IN MILLIONS)
Outstanding -- beginning of year................ 19.7 $12.85 15.7 $10.02
Granted........ccooouveieiiiiiieeeeieeee 6.7 24.83 8.2 16.71

Exercised

(3.8) 1113 (4.0) 9.14

Canceled (.3) 19.82 (.2) 2101
Outstanding -- end of year..........c........... 22.3 $16.66 19.7 $12.85
Exercisable at end of year...................... 15.7 $13.21 109 $10.29

Weighted-average grant date fair value of
options granted during the year............... $5.98 $3.92

The following summary provides information abowtcst options outstanding and exercisable at Deceibhet997:

STOCK OPTIONS
OUTSTANDING STOCK OPTIONS
- s EXERCISABLE
WEIGHTED-  --------m-mmmmmmmeee-
WEI GHTED- AVERAGE WEIGHTED-
RANGE OF AV ERAGE REMAINING AVERAGE
EXERCISE EXE RCISE CONTRACTUAL EXERCISE
PRICES OPTIONS P RICE LIFE OPTIONS PRICE
(MILLIONS) (MILLIONS)
$4.62 10 $17.32....cccvueenee. 15.4 $1 291 7.5years 15.4 $12.91
$18.00 to $49.34................. 6.9 2 4.98 9.6 years .3 28.14
Total.....coveeenene 22.3 $1 6.66 8.1 years 15.7 $13.21

The fair value of the stock options was estimatati@date of grant using a Black-Scholes optiacimg model with the following weighted-
average assumptions: expected life of the stodbipbf five years; volatility of the expected merrlprice of Williams common stock of 23
percent (24 percent in 1996 and 1995); risk-fréerést rate of 6.1 percent (6.2 percent in 199618%%); and a dividend yield of 2.4 percent
(3 percent in 1996 and 1995).

Pro forma net income and earnings per share, asgWhiilliams had applied the fair-value method afdicial Accounting Standards No.
123, "Accounting for Stock-Based Compensation" Eaguring compensation cost beginning with 1995 eyad stock-based awards, are as
follows:

1997 1996 1995
PRO PRO PRO
FORMA REPORTED FORMA REPORTED FORMA REPORTED
Net income (millions)........ $252.8 $271.4 $359.9 $362.3 $1,306.1 $1,318.2
Earnings per share:
BasiC......ccoceviiieeene $ .76 $ 81 $110 $110 $ 426 $ 4.30
Diluted........cccceveee. $ .74 $ .80 $1.07 $1.07 $ 413 $ 4.17
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Pro forma amounts for 1997 include the remainingl ttompensation expense from the awards made96, B these awards fully vested in
1997 as a result of the accelerated vesting panvésiPro forma amounts for 1995 include total campdon expense from the awards made
in 1995, as these awards fully vested in 1995rasu@t of the accelerated vesting provisions. Sewapensation expense from stock options
is recognized over the future years' vesting peaod additional awards generally are made eadh geaforma amounts may not be
representative of future years' amounts.

NOTE 16. FINANCIAL INSTRUMENTS
Fair-Value Methods
The following methods and assumptions were used/iiiams in estimating its fair-value disclosures financial instruments:

Cash and cash equivalents and notes payable: Tiyinggamounts reported in the balance sheet ajppedr fair value due to the short-term
maturity of these instruments.

Notes and other ni-current receivables: For those notes with intenasts approximating market or maturities of lésstthree years, fair
value is estimated to approximate historically rded amounts.

Investments -- cost: Fair value is estimated ta@dmate historically recorded amounts as the dfmera underlying these investments are in
their initial phases.

Long-term debt: The fair value of Williams' long#tedebt is valued using indicative year-end tradead market prices for publicly traded
issues, while private debt is valued based on tizeg of similar securities with similar terms arddit ratings. At December 31, 1997 and
1996, 57 percent and 69 percent, respectively, ilfais' long-term debt was publicly traded. Witlia used the expertise of an outside
investment banking firm to estimate the fair vabiédong-term debt.

Interest-rate swaps: Fair value is determined bgalinting estimated future cash flows using forwaterest rates derived from the year-end
yield curve. Fair value was calculated by the feiahinstitutions that are the counterparties ®dtwvaps

Interest-rate locks: Fair value is determined ugiegr-end traded market prices for the referenc&l Treasury securities underlying the
contracts. Fair value was calculated by the firgnostitutions that are parties to the locks.

Energy-related trading and hedging: Includes fodsaoptions, swaps and purchase and sales comntétnfi@ir value reflects management's
best estimate of market prices considering variao®rs including closing exchange and over-theat®uquotations, liquidity of the market
in which the contract is transacted, the term$efdontract, credit considerations, time value\adtility factors underlying the positions.
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Carrying amounts and fair values of Williams' fin& instruments

19 97 1996
CARRYING FAIR CARRYING FAIR
ASSET (LIABILITY) AMOUNT VALUE AMOUNT VALUE
(MILLIONS)

Cash and cash equivalents............. $ 813 $ 813 $ 1153 $ 1153
Notes and other non-current

receivables...........cccoceenenne 325 325 27.4 27.4
Investments -- COSt.........cceeenne. 102.8 102.8 71.2 71.2
Notes payable.........ccccocoueeeene (693.0) (693.0) (269.5) (269.5)
Long-term debt, including current

POrtioN....ccviiiiiiiieeie (4,605.4) (4,693.0) (4,435.1) (4,594.4)
Interest-rate swaps........c.c....... (51.1) (46.8) (54.8) (63.7)
Interest-rate locks................... - (8.3) - -

Energy-related trading:

3249 2536  253.6
(383.7)  (339.1) (339.1)

11.0 9 11.2
(36) (13 (122

The preceding asset and liability amounts for epeeated hedging represent unrealized gains @eband do not include the related
deferred amounts.

The 1997 average fair value of the energhated trading assets and liabilities is $258iarilland $345 million, respectively. The 1996 ave
fair value of the energy-related trading assetsliahdities is $196 million and $322 million, resgtively.

Williams has recorded liabilities of $21 million@®$18 million at December 31, 1997 and 1996, retyy, for certain guarantees that
represent the estimated fair value of these firsmestruments.

Off-Balance-Sheet Credit and Market Risk

Williams is a participant in the following transiets and arrangements that involve financial imserats that have off-balance-sheet risk of
accounting loss. It is not practicable to estintheefair value of these off- balance-sheet findnostruments because of their unusual nature
and unique characteristics.

In 1997, Williams entered into agreements to sgllan ongoing basis, certain of their accountsivabées. Williams also sold certain
receivables in 1996 under another revolving reds#esaales program. At December 31, 1997 and 19963 #illion and $152 million have
been sold, respectively.

In connection with the sale of Williams' network\dees operations, Williams has been indemnified.BYDS against any losses related to
retained guarantees of $135 million and $158 nmilkdo December 31, 1997 and 1996, respectivelyefse rental obligations.

Williams has issued other guarantees and lettecsedfit with off-balance-sheet risk that total appmately $56 million and $10 million at
December 31, 1997 and 1996, respectively. Willibelgeves it will not have to perform under theseeagents because the likelihood of
default by the primary party is remote and/or beeanf certain indemnifications received from ottérd parties.

Commaodity Price-Risk Management Services

Williams, through Energy Marketing & Trading, prdeis price-risk management services associatedhgtenergy industry to its customers.
These services are provided through a varietynainitial instruments, including forward contractgufes contracts, option contracts, swap
agreements and purchase and sale
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commitments. See Note 1 for a description of theanting for these trading activities. The net gaam trading activities was $125.8
million, $99.2 million and $65.8 million in 1997996 and 1995, respectively.

Energy Marketing & Trading enters into forward aagts and purchase and sale commitments whichvayaiysical delivery of an energy
commodity. Prices under these contracts are be#d fand variable. Swap agreements call for Energgk®ting & Trading to make payments
to (or receive payments from) counterparties bagpenh the differential between a fixed and varigliee or variable prices for different
locations. The variable prices are generally baseeither industry pricing publications or exchaggetations. Energy Marketing & Trading
buys and sells option contracts which give the btlye right to exercise the options and receivedifference between a predetermined strike
price and a market price at the date of exercibe.farket prices used for option contracts arergéipexchange quotations. Energy
Marketing & Trading also enters into futures coatsawhich are commitments to either purchase lbassmmodity at a future date for a
specified price and are generally settled in ckahmay be settled through delivery of the undadytommaodity. The market prices for
futures contracts are based on exchange quotations.

Energy Marketing & Trading is subject to markekrisom changes in energy commodity market prides,gortfolio position of its financial
instruments and physical commitments, the liquidityhe market in which the contract is transactedi changes in interest rates and credit
risk.

Energy Marketing & Trading manages market risk tigio established trading policy guidelines, whiok mionitored on an ongoing basis.
Energy Marketing & Trading attempts to minimizediteisk exposure to trading counterparties and brottemugh formal credit policies a
monitoring procedures. In the normal course of hesss, collateral is not required for financial instents with credit risk.

The notional quantities for trading activities ad@mber 31 are as follows:

1997 1996

PAYOR RECEIVER PAYOR RECEIVER

Fixed price:
Natural gas (TBtU).........ccceeerveeriiieanns . 1,327.9 1,702.5 1,066.6 1,196.8
Refined products and crude (MMBDbIs).............. . 337.2 2307 34.4 26.3
Power (Terawatt HIS)..........coooevvivvnnnnns . 20.0 16.7 -- --
Variable price:
Natural gas (TBtU).........cccveevveeriuieanns . 2,091.1 1,508.2 1,584.9 1,123.8
Refined products and crude (MMBDbIs).............. . 45 3.1 3.7 3.3
Power (Terawatt HIS)..........coooevvvvinnnncs . 2 2.1 -- --

The net cash flow requirement related to theseraotst at December 31, 1997 and 1996, was $92 miliml $117 million, respectively. At
December 31, 1997, the cash flow requirements dxtemarily through 2007.

Concentration of Credit Risk

Williams' cash equivalents consist of high quadiecurities placed with various major financialitagtons with high credit ratings. Williams'
investment policy limits its credit exposure to ame financial institution.

At December 31, 1997 and 1996, approximately 5égrdrand 69 percent, respectively, of receivable$a the sale or transportation of
natural gas and related products or services. Appiately 33 percent and 23 percent of receivalti@eaember 31, 1997 and 1996,
respectively, are for communications and relatedices. Natural gas customers include pipelinegtriBution companies, producers, gas
marketers and industrial users primarily locatethaeastern, northwestern and midwestern Unitatt&tCommunica-
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tions' customers include numerous corporationsa general policy, collateral is not required fazewables, but customers' financial
condition and credit worthiness are evaluated eyl

NOTE 17. OTHER FINANCIAL INFORMATION
Intercompany revenues (at prices that generallfyappsales to unaffiliated parties) are as follows

1997 1996 1995

(MILLIONS)
Gas Pipelines:
Central.cocecceecevesce e $61 $92 $ 95
Northwest Pipeline........ccccoovvvveveveeeee. L 2.8 1.1 1.8

Texas Gas Transmission...........
Transcontinental Gas Pipe Line
Energy Services:

......... 7.6 20.5 37.7
......... 40.5 34.6 34.2

Energy Marketing & Trading*.......cccccceeeeeeee. L (47.1) 130.7 62.2
Exploration & Production.........ccccoceeeeeeee. L 126.5 57.1 4.9
Field Services........cccc...... e 32.3 26.2 14.0
Petroleum Services........ccocvvvevvcvvees 81.6 67.7 44.6
Other..ioiiiii e 12.6 9.3 2

$262.9 $356.4 $209.1

* Energy Marketing & Trading intercompany cost afess, which are netted in revenues consistentwitfket-value accounting, exceed
intercompany revenues in 1997.

Information for business segments is as follows:

1997 1996 1995

(MILLIONS)
Identifiable assets at December 31.:
Gas Pipelines:
Central...ccocvccceeecic e $ 8549 $ 7048 $ 709.2
Kern River Gas Transmission........ccccceceveeee. L. 1,083.0 1,081.6 --
Northwest Pipeline.......ccocoevvviieeneee L 1,161.3 1,153.9 1,147.5
Texas Gas Transmission..........cceeevvcvnneee 1,162.1 1,132.2 1,151.8

Transcontinental Gas Pipe Line
Energy Services:

....... 3,413.9 3,3054 3,159.5

Energy Marketing & Trading.......ccoccceeeeeeee L 725.1 839.1 438.2
Exploration & Production.........ccccceeeeeeeeee L 247.1 200.3 164.6
Field Services..................... o 2,0384 1,995.0 1,939.3

Petroleum Services......cccccooevvvvvvccccceeeee L 904.6 906.5 863.2
CommuNICatiONS.....cccvveeeeeeeiei i 1,312.9 670.6 401.0
Investments........ccceeeeeveeeeienenns L 291.4 190.6 307.6
General corporate and other......cccccccvveveeee. L 684.3 238.8 279.3

Consolidated.........ccoovvvcvevces L $13,879.0 $12,418.8 $10,561.2
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1997 1996 1995

(MILLIONS)
Additions to property, plant and equipment:
Gas Pipelines:
(=Y $ 604 $ 509 $ 435
Kern River Gas Transmission.........ccccoceeeeee. L. 15.3 4.7 -
Northwest Pipeline................... T 44.4 62.8 130.5
Texas Gas TransSmission......cccccevvcveeeeveeeee 74.5 50.1 32.1
Transcontinental Gas Pipe Line.......cccooeeeeee.. L 224.8 272.1 238.7
Energy Services:
Energy Marketing & Trading.......ccooccceeeeeeee L 37.6 .6 4
Exploration & Production.........cccceceeeeeeeee L 63.3 30.3 15.6
Field Services......coovvviinciiciiies 158.8 205.7 232.1
Petroleum Services........ccoovvveivccvcces L 45.0 55.8 87.9
Communications...........c.......... . 276.3 66.9 32.4
General corporate and other.........ccooeeeeeeeee. L 161.7 19.0 14.3
Consolidated.......ccccoevcvevcvevenees L $1,162.1 $ 8189 $ 8275

Depreciation, depletion and amortization:
Gas Pipelines:

(01T 01 - | POPR $ 280 $ 275 $ 273
Kern River Gas Transmission.......cccccceceveeee. . 17.8 15.5 --
Northwest Pipeline.......ccoccevvviiveeneee. L 55.2 43.2 34.9
Texas Gas Transmission..........cceeevccvveee 42.5 41.5 38.9

Transcontinental Gas Pipe Line.......ccccoeeeeee.. L 129.5 113.7 109.1
Energy Services:
Energy Marketing & Trading.......ccccccceeeeeeee L 7 .6 1.2

Exploration and Production........ccccccoveeeeee. L 12.6 10.5 9.8

Field Services.......ccoovvvvvvcvvvvieeenes L 102.7 94.7 100.4
Petroleum Services......cccccooeevevvvvccccceeees L 35.0 34.1 26.4
CommuUNICatiONS.....ccceveeeeeieiii i 66.8 30.9 20.3
General corporate and other.........ccooeeeeeeeee. L 8.7 8.8 7.2
Consolidated..........ccoceevvvveeeeeeee L $ 4995 $ 421.0 $ 3755

Identifiable assets are gross assets used by adssssegment, including an allocated portion aftasssed jointly by more than one business
segment. Items such as investments are considelarigeneral corporate assets rather than iddniéifassets of individual business segmu

NOTE 18. CONTINGENT LIABILITIES AND COMMITMENTS
Rate and regulatory matters and related litigation

Williams' interstate pipeline subsidiaries, inchugliwilliams Pipe Line, have various regulatory medings pending. As a result of rulings in
certain of these proceedings, a portion of themags of these subsidiaries has been collectedctubjeefund. As to Williams Pipe Line,
revenues collected subject to refund were $328anitit December 31, 1997; it is not expected thatmount of any refunds ordered would
be significant. Accordingly, no portion of theseeaues has been reserved for refund. As to the ptpelines, $337 million of revenues has
been reserved for potential refund as of Decembget 397.

In 1997, the Federal Energy Regulatory Commisgi#R(C) issued orders addressing, among other thingsuthorized rates of return for
three of Williams' interstate natural gas pipekodsidiaries. All of
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the orders involve rate cases that became effebtigeen 1993 and 1995 and, in each instance, tasss have been superseded by more
recently filed rate cases. In the three ordersFERC continued its practice of utilizing a methlodyy for calculating rates of return that
incorporates a long-term growth rate component. &l@s, the longerm growth rate component used by the FERC isa@wojection of U.<
gross domestic product growth rates. Generallgutaling rates of return utilizing a methodologyigrhincludes a long-term growth rate
component results in rates of return that are Idan they would be if the long-term growth ratenpmnent were not included in the
methodology. Each of the three pipeline subsidsacieallenged its respective FERC order in an eféohtave the FERC change its rate of
return methodology with respect to these and atitercases. In October 1997, the FERC voted n&tctonsider an order issued in one of the
three pipeline proceedings, but convened a conferen January 30, 1998, to consider, on an induwstig basis, issues with respect to
pipeline rates of return.

In 1992, the FERC issued Order 636, Order 636-A@rutkr 636-B. These orders, which were challengeaiious respects by various
parties in proceedings ruled on by the U.S. Colu&papeals for the D.C. Circuit, require interstggs pipeline companies to change the
manner in which they provide services. Williamss gépelines subsidiaries implemented restructuring993. Certain aspects of three of its
pipeline companies' restructurings are under appeal

On July 16, 1996, the U.S. Court of Appeals forEh€. Circuit issued an order which in part affichend in part remanded Order 636.
However, the court stated that Order 636 would ferimaeffect until FERC issued a final order on gerd after considering the remanded
issues. With the issuance of this decision, the atethe appeals of individual pipeline's restruciy cases was lifted. The only appeal
challenging Northwest Pipeline's restructuring besn dismissed. On February 27, 1997, the FER@ds®uder No. 636-C which dealt with
the six issues remanded by the D.C. Circuit. It tinder, the FERC reaffirmed that pipelines shdwddexempt from sharing gas supply
realignment costs. Requests for rehearing have filedrfor the order.

Contract reformations and gas purchase deficiencies

As a result of FERC Order 636, which requires stie gas pipelines to change the way they do essjreach of the natural gas pipeline
subsidiaries has undertaken the reformation oritettion of its respective gas supply contracts. &lofithe pipelines has any significant
pending supplier take-or-pay, ratable take or mimmtake claims.

Current FERC policy associated with Orders 436%0@Irequires interstate gas pipelines to absortestfrthe cost of reforming gas supply
contracts before allowing any recovery throughditsll or surcharges to transportation as welaes commodity rates. Under Orders 636,
636-A, 636-B and 636-C, costs incurred to complthwiese rules are permitted to be recovered indithough a percentage of such costs
must be allocated to interruptible transportatiervice.

Pursuant to a stipulation and agreement approvetdebfERC, Williams Gas Pipelines Central (Centna made 11 filings to direct bill
take-or-pay and gas supply realignment costs. dta¢ amount approved for direct billing, net ofteém amounts collected subject to refunds,
is $67 million. An intervenor has filed protesteking to have the FERC review the prudence andbdity of approximately $40 million of
costs covered by these filings. On July 31, 1986 administrative law judge issued an initial diecigejecting the intervenor's prudency
challenge. On September 30, 1997, the FERC, byddvone vote, reversed the administrative law gudgd determined that three life-of-
lease producer contracts were imprudently entertedim 1982. Central has filed for rehearing, arahagement plans to vigorously defend
prudency of these contracts. An intervenor hasfdlba protest seeking to have the FERC decidethdr non-settlement costs are eligible
for recovery under Order No. 636. In January 199& FERC held that none of the non-settlement a@mtkl be recovered by Central if these
costs were not eligible for recovery under Order 886. This order was affirmed on rehearing in Ap897. An initial decision from
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the administrative law judge is expected in thstfiuarter of 1998. If the FERC's final ruling digibility is unfavorable, Central will appeal
these orders to the courts. Central will make aafuid filings under the applicable FERC ordersdoaver such additional costs as may be
incurred in the future.

Because of the uncertainties pertaining to theam&of these issues currently pending at the FERIGlee status of settlement negotiation
and various other factors, Central cannot reasgregiimate the costs that may be incurred nordteted amounts that could be recovered
from customers. Central is actively pursuing neggi@ns with the producers to resolve all outstagdihligations under the contracts. Based
on the terms of what Central believes would beasorable settlement, $94 million has been accrsiediability at December 31, 1997,
including a $5 million fourth-quarter 1997 chargesikpense for additional absorption of future coSentral also has an $88 million
regulatory asset at December 31, 1997, for estunaieovery of future costs from customers. Cemaahot predict the final outcome of the
FERC's rulings on contract prudency and cost regoweder Order No. 636 and is unable to deterntieeuttimate liability and loss, if any,
this time. If Central does not prevail in these EEfroceedings or any subsequent appeals, and ifaénable to reach a settlement with the
producers consistent with the $94 million accruaHility, the loss could be the total of the redafst asset and the $40 million of protested
assets. Central continues to believe that it edtiert® the gas purchase contracts in a prudent erxamder FERC rules in place at the time.
Central also believes that the future recovenhegeé costs would be in accordance with the tern@raér No. 636.

In September 1995, Texas Gas received FERC appobeasettiement regarding Texas Gas' recoverysfsgpply realignment costs.
Through December 31, 1997, Texas Gas has paidxapmtely $76 million and expects to pay no morent80 million for gas supply
realignment costs, primarily as a result of corittarminations. Texas Gas has recovered approxiyd®® million, plus interest, in gas
supply realignment costs.

The foregoing accruals are in accordance with W' accounting policies regarding the establishmisuch accruals which take into
consideration estimated total exposure, as diseouard risk-weighted, as well as costs and otBks @dssociated with the difference between
the time costs are incurred and the time such e@wstsecovered from customers. The estimated poaficuch costs recoverable from
customers is deferred or recorded as a regulatsstdased on an estimate of expected recoveng aimounts allowed by FERC policy.
While Williams believes that these accruals areqadee and the associated regulatory assets arepajgte, costs actually incurred and
amounts actually recovered from customers will dejpgpon the outcome of various court and FERC mdiogs, the success of settlement
negotiations and various other factors, not alwbfch are presently foreseeable.

Environmental matters

Since 1989, Texas Gas and Transcontinental Gad Ripéhave had studies under way to test certathaif facilities for the presence of to
and hazardous substances to determine to whatteikteny, remediation may be necessary. Transnental Gas Pipe Line has responded to
data requests regarding such potential contammaficertain of its sites. The costs of any suchadiation will depend upon the scope of
remediation. At December 31, 1997, these subsatidrad reserves totaling approximately $28 milf@rthese costs.

Certain Williams subsidiaries, including Texas @ad Transcontinental Gas Pipe Line, have beenifahas potentially responsible parties
(PRP) at various Superfund and state waste disgieal In addition, these subsidiaries have iraror are alleged to have incurred, various
other hazardous materials removal or remediatidigations under environmental laws. Although nouagaces can be given, Williams does
not believe that the PRP status of these subsdiavill have a material adverse effect on its faialnposition, results of operations or net ¢
flows.
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Transcontinental Gas Pipe Line, Texas Gas and &édrave identified polychlorinated biphenyl (PCBhtamination in air compressor
systems, soils and related properties at certairpeessor station sites. Transcontinental Gas Fipg Texas Gas and Central have also been
involved in negotiations with the U.S. EnvironmérReotection Agency (EPA) and state agencies telbgvscreening, sampling and cleanup
programs. In addition, negotiations with certainimmmental authorities and other programs conogrimvestigative and remedial actions
relative to potential mercury contamination at @erigas metering sites have been commenced byalehtxas Gas and Transcontinental
Gas Pipe Line. As of December 31, 1997, Centralrbadrded a liability for approximately $17 milliorepresenting the current estimate of
future environmental cleanup costs to be incurnest the next six to ten years. The Field Serviagsaf Energy Services had recorded an
aggregate liability of approximately $12 milliorgpresenting the current estimate of its future mmmental and remediation costs, including
approximately $5 million relating to former Centfatilities. Texas Gas and Transcontinental Gae Pipe likewise had recorded liabilities
for these costs which are included in the $28 arillieserve mentioned above. Actual costs incuriédlepend on the actual number of
contaminated sites identified, the actual amoudtextient of contamination discovered, the finaholgp standards mandated by the EPA and
other governmental authorities and other factoexa$ Gas, Transcontinental Gas Pipe Line and Céwiva deferred these costs pending
recovery as incurred through future rates and atiesins.

In connection with the 1987 sale of the assetsgfo® Chemical Company, Williams agreed to indemttile purchaser for environmental
cleanup costs resulting from certain conditionspegcified locations, to the extent such costs ekeespecified amount. Such costs have
exceeded this amount. At December 31, 1997, Williuaxd approximately $11 million accrued for sucbess costs. The actual costs incu
will depend on the actual amount and extent ofamimation discovered, the final cleanup standardsdated by the EPA or other
governmental authorities, and other factors.

A lawsuit was filed in May 1993 in a state cournlorado in which certain claims have been madénatjvarious defendants, including
Northwest Pipeline, contending that gas exploratiod development activities in portions of the Saan Basin have caused air, water

other contamination. The plaintiffs in the casegtticertification of a plaintiff class. In June #9%he lawsuit was dismissed for failure to j
an indispensable party over which the state caadtrio jurisdiction. The Colorado court of appeals affirmed the dismissal and remanded
the case to Colorado district court for action dstesit with the appeals court's decision. Sincee 1894, eight individual lawsuits have been
filed against Northwest Pipeline and others in WiStrict court in Colorado, making essentially #zme claims. The district court has stayed
all of the cases involving Northwest Pipeline utttg plaintiffs exhaust their remedies before thatBern Ute Indian Tribal Court. Some
plaintiffs filed cases in the Tribal court, but monamed Northwest Pipeline as a defendant.

Other legal matters

In 1991, the Southern Ute Indian Tribe (the Triflledd a lawsuit against Williams Production CompdWyilliams Production), a wholly-
owned subsidiary of Williams, and other gas prodsi@e the San Juan Basin area, alleging that cectzal strata were reserved by the United
States for the benefit of the Tribe and that thieagxion of coal-seam gas from the coal strataws@sgful. The Tribe seeks compensation for
the value of the coal-seam gas. The Tribe alsossaelorder transferring to the Tribe ownershipliobfathe defendants' equipment and
facilities utilized in the extraction of the cosdam gas. In September 1994, the court granted anmjudgment in favor of the defendants
the Tribe lodged an interlocutory appeal with th& WCourt of Appeals for the Tenth Circuit. WilliarRroduction agreed to indemnify the
Williams Coal Seam Gas Royalty Trust (Trust) agaamy losses that may arise in respect of certaipgaties subject to the lawsuit. In
addition, if the Tribe is successful in showingttidélliams Production has no rights in the coalraegas, Williams Production has agreed to
pay to the Trust for distribution to then-currenitbolders, an amount representing a return ofrgeoof the original purchase price paid for
the units. On July 16, 1997,
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the U.S. Court of Appeals for the Tenth Circuiteesed the decision of the district court, held thatTribe owns the coal-seam gas produced
from certain coal strata on fee lands within theeggr boundaries of the Tribe's reservation, amdanded the case to the district court for
further proceedings. On September 16, 1997, Ameodwtion Company, the class representative fod#fendant class (of which Williams
Production is a part), filed its motion for rehearien banc before the Court of Appeals. On Decedp&®97, the Tenth Circuit Court of
Appeals agreed to rehear the appeal.

In connection with agreements to resolve tak@ayr-and other contract claims and to amend gadhpseccontracts, Transcontinental Gas
Line and Texas Gas each entered into certain wettits with producers which may require the indeivaiion of certain claims for addition
royalties which the producers may be required {ogsaa result of such settlements. In one of tleremaining cases, a jury verdict found
Transcontinental Gas Pipe Line was required totpayproducer damages of $23.3 million including8$8illion in attorneys' fees.
Transcontinental Gas Pipe Line is considering greap In the other remaining case, a producer $seried damages, including interest
calculated through December 31, 1996, of approxemai6 million.

Producers have received and may receive other disnatich could result in additional claims. Indefication for royalties will depend on,
among other things, the specific lease provisia@ta/ben the producer and the lessor and the terthe alettlement between the producer and
either Transcontinental Gas Pipe Line or Texas Gasas Gas may file to recover 75 percent of amh sulditional amounts it may be
required to pay pursuant to indemnities for rogaltinder the provisions of Order 528.

In November 1994, Continental Energy AssociatesiteidhPartnership (the Partnership) filed a volungaetition under Chapter 11 of the
Bankruptcy Code with the U.S. Bankruptcy Court, MalDistrict of Pennsylvania. The Partnership owaeambgeneration facility in Hazletc
Pennsylvania (the Facility). Hazleton Fuel Managen@ompany (HFMC), a subsidiary of Transco Enefgsmerly supplied natural gas and
fuel oil to the Facility. Pursuant to a court-apged Plan of Reorganization, all litigation involgifFMC has been fully settled, and HFMC
received $6.3 million from the bankruptcy estadaving it with approximately $14 million of outstling receivables, all of which have been
fully reserved.

In addition to the foregoing, various other prodagd are pending against Williams or its subsié®kvhich are incidental to their operations.
Summary

While no assurances may be given, Williams doedalitve that the ultimate resolution of the foriegomatters, taken as a whole and after
consideration of amounts accrued, insurance coeeragovery from customers or other indemnificaorangements, will have a materially
adverse effect upon Williams' future financial piasi, results of operations or cash flow requiretaen

19. MAPCO ACQUISITION

On November 24, 1997, Williams and MAPCO Inc. anmmad that they had entered into a definitive meaggeement whereby Williams
would acquire MAPCO by exchanging 1.665 shares iiifahs common stock for each outstanding shalAPCO common stock. In
addition, outstanding MAPCO employee stock optiosild be converted into Williams common stock. Appmately 96.8 million shares
Williams common stock valued at approximately $2lBon, based on the closing market price of Véiflis common stock on December 31,
1997, would be issued in the transaction. The &etitn, subject to approval by both Williams and RI20 stockholders and to review under
federal anti-trust laws, is expected to close dythre first quarter of 1998. MAPCO is engaged mmNGL pipeline, petroleum refining and
marketing and propane marketing businesses, ahtiedbme part of the Energy Services business unit.
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The merger will be accounted for as a pooling tdriests. Anticipated changes in accounting methsdsresult of the merger are not
expected to have a material impact on the finarpmaltion or results of operations of the combiratity.

The following unaudited pro forma information comés the results of operations of Williams and MAP&Qf the companies had been
combined throughout the periods presented.

YEARS ENDED DECEMBER 31,

1997 1996 1995

(MILLIONS, EXCEPT PER-SHARE

AMOUNTS)

REVENUES......cviiiiiiiiiiinicce e .. $8,241.6 $6,842.9 $5,655.0
Income from continuing operations.................. .. 458.6 492.5 363.6
Net iNnCOMe.......ccvvveiiriiieeeeec e, . 3732 459.8 1,392.9
Basic earnings per common share:

Income from continuing operations................ . 1.09 1.16 .87

Net iNCOMEe.......coovcvviveiiiieieeeeee . .88 1.08 3.43
Diluted earnings per common share:

Income from continuing operations................ .. 1.06 1.14 .86

Net iNCOMEe.......cooveiiiiiiiiieeiieeee . .86 1.06 3.35

Pro forma financial information is not necessailglicative of results of operations that would haeeurred if the companies had been
combined throughout the periods presented or oféutesults of operations of the combined companies
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Summarized quarterly financial data are as follgwalions, except per-share amounts). Per-shareuatsaeflect the effect of the two-forne
common stock split and distribution (see Note I%) the adoption of SFAS No. 128.

FIRST SECOND THIRD  FOURTH
QUARTER QUARTER QUARTER QUARTER

1997
REVENUES.....ccveeriieiecie e $1,001.4 $1,020.6 $1,121.0 $1,266.6
Costs and operating expenses........ccccceee.... 581.3 625.1 705.3 752.8
Income before extraordinary loss.................. 105.9 107.8 65.3 715
Net income (10SS)......c.ocveveeiiiiieerennnnnn. 105.9 107.8 (8.4) 66.1
Basic earnings per common share:
Income before extraordinary loss................ .32 .33 .20 .21
Net income (I0SS)......ccoovuvieiiiiieeeenns .32 .33 (.03) .19
Diluted earnings per common share:
Income before extraordinary loss................ 31 .32 .19 .21
Net income (I0SS)........cceeevvvvvviiieennnn. .31 .32 (.03) .19
1996
REVENUES.......eieiiiaiiieeiie e $ 893.7 $ 8375 $ 8422 $ 957.8
Costs and operating expenses........cccccceee.... 499.4 493.9 509.3 561.5
Net inCoOMe........ccevveiiriiiiie e 104.9 80.4 71.0 106.0
Basic earnings per common share................... .32 .24 21 .32

Diluted earnings per common share 31 .24 21 31

The sum of earnings per share for the four quanterg not equal the total earnings per share foy#ae due to changes in the average nul
of common shares outstanding.

Second-quarter 1997 net income includes a $44lfomiain related to the combination of WilliamsdaNortel's customer-premise
equipment sales and service business (see Notél@te$ to Consolidated Financial Statements). Fhirdrter 1997 net income includes an

extraordinary loss of $74 million related to thetracturing of Williams' debt portfolio (see Not@BNotes to Consolidated Financial
Statements).

Second-quarter 1996 net income includes recognitidavorable income tax adjustments totaling $illion related to research credits and

previously provided deferred income taxes on centagulated capital projects. Third-quarter 1996imeome includes approximately $6
million, net of federal income tax effect, from ta#ects of state income tax adjustments relate®a5.
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1997 1996
Operating profit:
Gas Pipelines:
L= $ 56 $10.9
Kern River Gas Transmission..........cccceeee. . 29.7 293
Northwest Pipeline................... P, 295 218
Texas Gas Transmission........cccceeeveeveeeee L 321 295
Transcontinental Gas Pipe Line.......cccceeee.. .. 63.4 61.0
Energy Services:
Energy Marketing & Trading........ccccoeeeeee. 420 136
Exploration & Production............cccceeeeee. L 10.2 3.7
Field Services......coovvvvvvvvcvnceeeees 335 56.3
Petroleum Services.......cccooovveveviceeeee. 339 183
COMMUNICALIONS. ..cceviiiiie e (51.8) 6
Other. .o 28 (2.9
Total operating profit......cccccevvvvvvcvccceeeee 230.9 242.1
General corporate eXpenses......coevveeeevceeees e, (18.7) (11.6)
Interest expense Net........coccceeeevvcceeeenne L. (97.4) (91.9)
Investing income.......... . 7.4 4.1
Gainon sale of asset......cccoceveevvcvevenneee -- 15.7
Minority interest in income of consolidated subsidi aries.... (4.5) -
Other income (expense) net.......coccceevvcceees L. (2.8) 8.0
Income before income taxes.........ccoeceeveveeeee L 1159 166.4
Provision for income taxes.......ccccccoevvceees L 444 604
Income before extraordinary loss......ccccccceeeee. 71.5 106.0
Extraordinary 10SS........ccooovvvvcvvvvveeeees (5.4) --
NetiNCOME.....cooviiiiiiiiiieieeeeeeeee $66.1 $106.0
Basic earnings per common share...........cooce.e.. . L. $ .19 $ .32
Diluted earnings per common share..........ccceee..— $ .19 $ .31

Communications' fourth-quarter 1997 operating priofiludes charges totaling approximately $49.8iam| related to the decision to sell the
learning content business, the write-down of asmetsthe development costs associated with advaam@itations. In addition, 1997 general
corporate expenses include approximately $5 miiliocosts related to the MAPCO acquisition (seeeNk® of Notes to Consolidated

Financial Statements).

Field Services' fourth-quarter 1996 operating piiofiludes a gain of approximately $20 million frahe property insurance coverage
associated with construction of replacement gatlefacilities. In addition, 1996 segment operafngfit and general corporate expenses
together include approximately $10 million relatedan all-employee bonus that was linked to achigvecord financial performance. In

fourth-quarter 1996, Williams recognized a pregain of $15.7 million from the sale of certain coomication rights.

ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTAN TS ON ACCOUNTING AND FINANCIAL DISCLOSURE.

None.
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ITEM 14(a) 1 AND 2

PAGE
Covered by report of independent auditors:
Consolidated statement of income for the three ye ars ended
December 31, 1997....cccccovviviveianices F-16
Consolidated balance sheet at December 31, 1997 a nd
1996 ..o F-17
Consolidated statement of stockholders' equity fo r the
three years ended December 31, 1997........... . ... F-18
Consolidated statement of cash flows for the thre e years
ended December 31, 1997......cccccvvvveeveeee L F-19
Notes to consolidated financial statements....... ... F-20
Schedule for the three years ended December 31, 1 997:
Il -- Valuation and qualifying accounts....... ... F-50
Not covered by report of independent auditors:
Quarterly financial data (unaudited)............. .. F-47

All other schedules have been omitted since thaired) information is not present or is not preseramounts sufficient to require submiss
of the schedule, or because the information redugéncluded in the financial statements and ntiteseto.
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THE WILLIAMS COMPANIES, INC.

SCHEDULE Il -- VALUATION AND QUALIFYING ACCOUNTS(a)

ADDITIONS
CHARGED
TO COSTS
BEGINNING AND ENDING
BALANCE EXPENSES OTHER(C) DEDUCTIONS(B) BALANCE
(MILLIONS)
Allowance for doubtful accounts:
1997 e $9.7 $8.8 $7.8 $7.0 $19.3
1996..cciiiiiiiee e 11.3 4.1 1.3 7.0 9.7
1995 . e, 7.9 3.8 1.6 2.0 11.3

(a) Deducted from related assets.
(b) Represents balances written off, net of redegeand reclassifications.
(c) Primarily relates to acquisitions of businesses
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PART 1lI
ITEM 10. DIRECTORS AND EXECUTIVE OFFICERS OF THE RE GISTRANT

The information regarding the Directors and nominfee Director of Williams required by Item 401 Régulation S-K is presented under the
heading "Election of Directors” in Williams' ProStatement prepared for the solicitation of proxiesonnection with the Annual Meeting of
Stockholders of the Company for 1998 (the "Proxat&hent”), which information is incorporated byereince herein. A copy of the Proxy
Statement is filed as an exhibit to the Form 10rformation regarding the executive officers of Wdiins is presented following Item 4
herein, as permitted by General Instruction G(3dom 10-K and Instruction 3 to Item 401(b) of Riegion S-K. Information required by
Item 405 of Regulation S-K is included under thadieg "Compliance with Section 16(a) of the Se@siExchange Act of 1934" in the
Proxy Statement, which information is incorporatgdeference herein.

ITEM 11. EXECUTIVE COMPENSATION

The information required by Item 402 of Regulat®K regarding executive compensation is presemeéuthe headings "Election of
Directors" and "Executive Compensation and Oth&rmation” in the Proxy Statement, which informatis incorporated by reference
herein. Notwithstanding the foregoing, the inforimatprovided under the headings "Compensation CdteenReport on Executive
Compensation" and "Stockholder Return Performamesédntation” in the Proxy Statement are not inc@ga by reference herein. A copy
the Proxy Statement is filed as an exhibit to tben10-K.

ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL O WNERS AND MANAGEMENT

The information regarding the security ownershig@ftain beneficial owners and management reqliydtem 403 of Regulation S-K is
presented under the headings "Security Ownersh@edfin Beneficial Owners and Management” in trexy? Statement, which information
is incorporated by reference herein. A copy ofRnexy Statement is filed as an exhibit to the Faf¥K.
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ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACT IONS

There is no information regarding certain relatiips and related transactions required by Itemaf@egulation S-K to be reported.
PART IV

ITEM 14. EXHIBITS, FINANCIAL STATEMENT SCHEDULES AN D REPORTS ON FORM 8-K

(@) 1 and 2. The financial statements and schdidtéel in the accompanying index to consolidatediicial statements are filed as part of this
annual report.

(a) 3 and (c). The exhibits listed below are fitexdpart of this annual report.
Exhibit 2 --

*(a) Agreement and Plan of Merger, dated as of Nudwer 23, 1997, and as amended on January 25, 488fg The Williams Companies,
Inc., MAPCO Inc. and TML Acquisition Corp. (filedd&xhibit 2.1 to the Company's Registration Statgma Form S-4, filed January 27,
1998).

Exhibit 3 --
*(a) Restated Certificate of Incorporation of Wals (filed as Exhibit 4(a) to Form 8-B Registratitatement, filed August 20, 1987).

*(b) Certificate of Amendment of Restated Certifeeaf Incorporation, dated May 20, 1994 (filed adibit 3(d) to Form 10-K for the fiscal
year ended December 31, 19¢

*(c) Certificate of Amendment of Restated Certifecaf Incorporation dated May 16, 1997 (filed asibit 4.3 to the Registration Statement
on Form S-8 filed November 21, 1997).

(d) Certificate of Amendment of Restated Certifecaf Incorporation, dated February 26, 1998.

*(e) Certificate of Designation with respect to $®50 Cumulative Convertible Preferred Stock fites Exhibit 3.1(c) to the Prospectus and
Information Statement to Amendment No. 2 to theiRegtion Statement on Form S-4, filed March 3093)9

*(f) Certificate of Increase of Authorized NumbdrShares of Series A Junior Participating PrefeBeatk (filed as Exhibit 3(f) to Form 1KR-
for the fiscal year ended December 31, 1995).

(9) Certificate of Increase of Authorized NumbeiStfares of Series A Junior Participating Prefe8tutk, dated December 31, 1997.

*(h) Rights Agreement, dated as of February 6, 19@8veen Williams and First Chicago Trust Compahiew York (filed as Exhibit 4 to
Williams Form 8-K, filed January 24, 1996).

*(i) By-laws of Williams, as amended (filed, as amded, as Exhibit 3 to Form 10-Q for the quarteregh8eptember 30, 1996).
Exhibit 4 --

*(a) Form of Senior Debt Indenture between the Canypand Chase Manhattan Bank (formerly ChemicakBalrustee, relating to the 10
1/4% Debentures, due 2020; the 9 3/8% Debentuves2@21; the 8 1/4% Notes, due 1998; Medium-Terredl(9.10%-9.31%), due 2001;
the 7 1/2% Notes, due 1999, and the 8 7/8% Debesitdue 2012 (filed as Exhibit 4.1 to Form S-3 Riegtion Statement No. 38294, filec
February 2, 1990).

*(b) Form of Subordinated Debt Indenture between@ompany and Chase Manhattan Bank (formerly CradrBiank), Trustee, relating to
9.60% Quarterly Income Capital Securities, due 2@i&d as Exhibit 4.2 to Form S-3 Registrationt8taent No. 33-60397, filed June 20,
1995).
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(c) U.S. $1,000,000,000 Amended and Restated Chggldement, dated as of July 23, 1997, among Wiliand certain of its subsidiaries
and the banks named therein and Citibank, N.Aagasit.

*(d) Form of Senior Debt Indenture between the Canypand The First National Bank of Chicago, Trustekating to 6.50% Notes due 20
6.625% Notes due 2004; floating rate notes due ;200@8% Notes due 2001; and 6 1/8% Mandatory Pefi@bmarketable Securities due
2012 (filed as Exhibit 4.1 to Registration StatetrmmForm S-3 filed September 8, 1997).

*(e) Form of Debenture representing $360,000,0@@cral amount of 6% Convertible Subordinated DebenDue 2005 (filed as Exhibit <
to the Registration Statement on Form S-8, filegjéat 30, 1996).

*(f) Form of Warrant to purchase 11,305,720 shafedbe Common Stock of the Company (filed as ExtiiB to the Registration Statement
on Form S-8, filed August 30, 1996).

Exhibit 10(iii) -- Compensatory Plans and ManagemenContracts

*(a) The Williams Companies, Inc. Supplemental Retient Plan, effective as of January 1, 1988 (fledxhibit 10(iii)(c) to Form 10-K for
the year ended December 31, 1987).

*(b) Form of Employment Agreement, dated January9B0, between Williams and certain executive effic(filed as Exhibit 10(iii)(d) to
Form 10-K for the year ended December 31, 1989).

*(c) Form of The Williams Companies, Inc. ChangeCiontrol Protection Plan between Williams and emeés (filed as Exhibit 10(iii)(e) to
Form 10-K for the year ended December 31, 1989).

*(d) The Williams Companies, Inc. 1985 Stock Opthian (filed as Exhibit A to Williams' Proxy Statemt, dated March 13, 1985).

*(e) The Williams Companies, Inc. 1988 Stock Optiian for Non-Employee Directors (filed as Exhibito Williams' Proxy Statement,
dated March 14, 1988).

*(f) The Williams Companies, Inc. 1990 Stock Pléited as Exhibit A to Williams' Proxy Statementteld March 12, 1990).

*(g) The Williams Companies, Inc. Stock Plan forNOfficer Employees (filed as Exhibit 10(iii)(g) ®orm 10-K for the fiscal year ended
December 31, 1995).

*(h) The Williams Companies, Inc. 1996 Stock Pléled as Exhibit A to Williams' Proxy Statementteld March 27, 1996).

*(i) The Williams Companies, Inc. 1996 Stock Plan Non-Employee Directors (filed as Exhibit B to l\léims' Proxy Statement, dated
March 27, 1996).

*(j) Indemnification Agreement, effective as of Augt 1, 1986, between Williams and members of thar@of Directors and certain officers
of Williams (filed as Exhibit 10(iii)(e) to Form 1K for the year ended December 31, 1986).

Exhibit 11 -- Computation of Earnings Per Commod @ommon-equivalent Share.
Exhibit 12 -- Computation of Ratio of Earnings tor@bined Fixed Charges and Preferred Stock Divideeguirements.
Exhibit 20 -- Definitive Proxy Statement of Williaaxfor 1998 (as filed with the Commission on Marah 2998).
Exhibit 21 -- Subsidiaries of the registrant.

Exhibit 23 -- Consent of Independent Auditors.
Exhibit 24 -- Power of Attorney together with céed resolution.
Exhibit 27 -- Financial Data Schedule.
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Exhibit 27.1 -- Restated Financial Data Schedutdtfe year ended December 31, 1996.

Exhibit 27.2 -- Restated Financial Data SchedutdHe year ended December 31, 1995.

(b) Reports on Form 8-K.

On October 29, 1997, the Company filed a repoffomm 8-K to report the results of the Company's defader offer.

On November 15, 1997, the Company filed a repoffam 8-K/A to report the results of the Compargbt tender offer.

On November 27, 1997, the Company filed a repoffamm 8-K to report the Company's execution of gme&ment and Plan of Merger,
dated November 23, 1997, among the Company, MAREQ &nd TML Acquisition Corp., providing for the@pany to acquire MAPCO,
Inc.

(d) The financial statements of partially-owned pamies are not presented herein since none ofithdirndually, or in the aggregate,
constitute a significant subsidiary.

* Each such exhibit has heretofore been filed whth Securities and Exchange Commission as pahediling indicated and is incorporated
herein by reference.
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SIGNATURES

Pursuant to the requirements of Section 13 or 1&f(the Securities Exchange Act of 1934, the regiigthas duly caused this report to be

signed on its behalf by the undersigned, theredatp authorized.

THE WILLIAMS COMPANIES, INC.
(Registrant)

Dat ed: March 30, 1998

By: /'s/ SHAWNA L. CEHRES

Shawna L. Cehres
Attorney-in-fact

Pursuant to the requirements of the Securities &xgh Act of 1934, this report has been signed bélpthe following persons on behalf of

the registrant in the capacities and on the datisated.

SIGNATURE

/s/ KEITH E. BAILEY*

Keith E. Bailey

/sl JACK D. MCCARTHY*

Jack D. McCarthy

/sl GARY R. BELITZ*

Gary R. Belitz

/sl GLENN A. COX*

Glenn A. Cox

/sl THOMAS H. CRUIKSHANK*

Thomas H. Cruikshank

/s/ WILLIAM E. GREEN*

William E. Green

/s/ PATRICIA L. HIGGINS*

Patricia L. Higgins

/sl W.R. HOWELL*

W. R. Howell

/sl ROBERT J. LAFORTUNE*

Robert J. LaFortune

/sl JAMES C. LEWIS*

James C. Lewis

/sl JACK A. MACALLISTER*

Jack A. MacAllister

-1

Chairman of the Board, President, Chief
Executive Officer (Principal Executive
Officer) and Director

Senior Vice President -- Finance (Principal

Financial Officer)

Controller (Principal Accounting Officer)

Director

Director

Director

Director

Director

Director

Director

Director



SIGNATURE

/s/ PETER C. MEINIG*

Peter C. Meinig

/sl KAY A. ORR*

Kay A. Orr

/sl GORDON R. PARKER*

Gordon R. Parker

/s/ JOSEPH H. WILLIAMS*

Joseph H. Williams

By: /sl SHAWNA L. GEHRES

Dated: March 30, 1998

Shawna L. Gehres
Attorney-in-fact
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Director

Director

Director
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EXHIBIT 3(d)
CERTIFICATE OF AMENDMENT
OF
RESTATED CERTIFICATE OF INCORPORATION, AS AMENDED

*kkkkkhk k%

THE WILLIAMS COMPANIES, INC., a corporation orgarid and existing under and by virtue of the Gen@oporation Law of Delaware,
DOES HEREBY CERTIFY:

FIRST: That the Board of Directors of The Williail@empanies, Inc., at a meeting of the Board of Diescduly called and held on
November 23, 1997, adopted a resolution proposigigdeclaring advisable the following amendmenhtmoRestated Certificate
Incorporation, as amended, of said Company:

RESOLVED that the Board of Directors of the Compaeyeby declares it advisable to amend Article FOHRf the Company's Restated
Certificate of Incorporation, as amended, to insesthe authorized Common Stock, $1.00 par valuthatpas amended, the first paragrap
Article FOURTH shall be, and read, as follows:

"FOURTH: The total number of shares of capital ktaich the Company shall have authority to issu@90,000,000 shares, consisting of
960,000,000 shares of Common Stock, par value §ieb8hare (the "Commc



Stock") and 30,000,000 shares of Preferred Staakyalue $1.00 per share (the "Preferred Stock")."

SECOND: That the aforesaid amendment was duly addptaccordance with the applicable provisionSedtion 242 of the General
Corporation Law of Delaware.

IN WITNESS WHEREOF, The Williams Companies, Incsltaused this Certificate to be signed by Willianv@ Glahn, its Senior Vice
President and General Counsel, and attested bydaviHigbee, its Secretary, this 26th day of Febyrus998.

THE WILLIAMS COMPANIES, INC.

By: /sl WLLIAM G VON GLAHN

WIlliam G von d ahn
Seni or Vice President and
General Counsel

ATTEST:

By: /'s/ DAVID M H GBEE

David M Hi gbee
Secretary



EXHIBIT 3(g)
THE WILLIAMS COMPANIES, INC.

CERTIFICATE OF INCREASE
OF AUTHORIZED NUMBER OF SHARES
OF SERIES A JUNIOR
PARTICIPATING PREFERRED STOCK
PURSUANT TO SECTION 151 OF THE
GENERAL CORPORATION LAW OF THE
STATE OF DELAWARE

The Williams Companies, Inc., a corporation orgadiand existing under the General Corporation Ladetaware,
DOES HEREBY CERTIFY:

FIRST: That the Restated Certificate of Incorparaidf said Corporation was filed in the office b&tSecretary of State of Delaware on April
27, 1987, and was filed for recording in the offafehe Recorder of Deeds of New Castle Countyaidate, on April 27, 1987, and the
Certificate of the Designations, Preferences amghRiof the Series A Junior Participating Prefe@éatk was included in said Restated
Certificate of Incorporation.

SECOND: That Certificates of Increase of Authoridmber of Shares of Series A Junior ParticipaBngferred Stock were filed in the
office of the Secretary of State of Delaware onrkaly 7, 1989, and February 6, 1996, respectiaig, were filed for recording in the office
of the Recorder of Deeds of New Castle County, Data, on February 7, 1989, and February 6, 199pectively.

THIRD: That the Board of Directors of said Corpawatat a meeting held on November 23, 1997, dugpset] a resolution authorizing and
directing an increase in the authorized numbehafes of Series A Participating Preferred StocthefCorporation, from 1,200,000 shares to
1,600,000 shares.

IN WITNESS WHEREOF, said The Williams Companies;. lnas caused this certificate to be signed by ®aBelitz, its Controller and
Chief Accounting Officer, and attested by David Mgbee, its Secretary, this 30th day of Decemb@®,71

THE WILLIAMS COMPANIES, INC.

CORPORATE SEAL By: /s/ GARY R BELITZ
Name: Gary R Belitz
Title: Controller and
Chi ef Accounting
O ficer
ATTEST:

/'s/ DAVID M HI GBEE

Name: David M Hi gbee
Title: Secretary



EXHIBIT 4(c)
U.S. $1,000,000,000
SECOND AMENDED AND RESTATED CREDIT AGREEMENT
Dated as of July 23, 1997
Among

THE WILLIAMS COMPANIES, INC.
NORTHWEST PIPELINE CORPORATION
TRANSCONTINENTAL GAS PIPE LINE CORPORATION
TEXAS GAS TRANSMISSION CORPORATION
WILLIAMS PIPE LINE COMPANY
WILLIAMS HOLDINGS OF DELAWARE, INC.
WILTEL COMMUNICATIONS, LLC

as Borrowers
THE BANKS NAMED HEREIN
as Banks
and
CITIBANK, N.A.
as Agent
Co-Agents:

BANK OF AMERICA NATIONAL TRUST AND SAVINGS ASSOCIAT ION
BANK OF MONTREAL
CREDIT LYONNAIS NEW YORK BRANCH
THE CHASE MANHATTAN BANK
CIBC INC.
THE FIRST NATIONAL BANK OF CHICAGO
ROYAL BANK OF CANADA
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SECOND AMENDED AND RESTATED CREDIT AGREEMENT
Dated as of July 23, 1997

This Second Amended and Restated Credit Agreenagat ds of July 23, 1997, is by and among the Bars, the Agent and the Banks. In
consideration of the mutual covenants and agreenwamtained herein, the Borrowers, the Agent aadidinks hereby agree as set forth
herein.

PRELIMINARY STATEMENTS

1. The Borrowers, the Agent and certain of the Baanle parties to the Amended and Restated Credieftgent dated as of December 20,
1996 (the "1996 Credit Agreement").

2. The Borrowers have requested that the 1996 Chgdeement be further amended and, as so furthended, be restated in its entirety,
the parties hereto have agreed to do so on thes tanch conditions set forth herein.

3. The parties hereto have agreed to restate 9@ @Bdit Agreement in its entirety for convenierexed this Second Amended and Restated
Credit Agreement constitutes for all purposes arrament to the 1996 Credit Agreement, and eacherafe to an Advance or Borrowing
herein shall include each advance or borrowing niesttetofore under the 1996 Credit Agreement as agelach Advance or Borrowing mi
hereafter under this Agreement.

ARTICLE |
DEFINITIONS AND ACCOUNTING TERMS

Section 1.01. Certain Defined Terms. As used is ftgreement, the following terms shall have théofeing meanings (such meanings to be
equally applicable to both the singular and plimains of the terms defined):

"A Advance" means an advance by a Bank to a Bonrasgart of an A Borrowing and refers to a Baste Ralvance or a Eurodollar Rate
Advance, each of which shall be a "Type" of A Adean

"A Borrowing" means a borrowing consisting of sitameous A Advances of the same Type to the sam@Ber made by each of the Banks
pursuant to Section 2.01.

"A Note" means a promissory note of a Borrower |pég/¢o the order of any Bank, in substantially filven of Exhibit A-1 hereto, evidencing
the aggregate indebtedness of such Borrower toBank resulting from the A Advances to such Borroawed to such Bank.

"Advance" means an A Advance or a B Advance.

"Agent" means Citibank, N.A. in its capacity as m@iggursuant to Article VIl hereof and any succegsgent pursuant to Section 7.(



"Agreement” means this Second Amended and Redfatstit Agreement dated as of July 23, 1997, ambad3orrowers, the Agent and the
Banks, as amended or modified from time to time.

"Applicable Commitment Fee Rate" means the rateapaum set forth on Schedule XI under the headimplicable Commitment Fee Rate"
for the relevant Rating Category applicable to TW2n time to time. The Applicable Commitment Feddrshall change when and as the
relevant Rating Category applicable to TWC changes.

"Applicable Lending Office" means, with respecetich Bank, such Bank's Domestic Lending Officdnéndase of a Base Rate Advance and
such Bank's Eurodollar Lending Office in the cafka Burodollar Rate Advance and, in the case offafance, the office of such Bank
notified by such Bank to the Agent as its Applieabending Office with respect to such B Advance.

"Applicable Margin" means

(i) as to any Eurodollar Rate Advance to any Boepyother than WPL during such times as WPL is tadd@and WilTel during such times as
WilTel is Unrated), the rate per annum set fortisahedule XI under the heading "Applicable Mardor'the relevant Rating category
applicable to such Borrower from time to time;

(i) for each day during such times as WPL is Uadaias to any Eurodollar Rate Advance to WPL, &te per annum set forth in the
following table for the relevant amount of the Ajppble WPL Debt to TNW Ratio for such day:

Applicable

WPL Debt to Applicable

TNW Ratio Margin
Less than .55 .325%
.55 or greater and
less than .60 .40%
.60 or greater .65%

and (iii) for each day during such times as WiliBedUnrated, as to any Eurodollar Rate Advance ttT&Vi(A) as to the time from July 23,
1997, to and including September 30, 1997, a rat@pnum equal to .275%; (B) as to such times sjulese to September 30, 1997, the rate
per annum set forth in the following table for tieéevant amount of Applicable WilTel Debt to EBITORatio for such day:
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Applicable

WilTel Debt to Applicable

EBITDA Margin

Less than or equal to 1.00 .225%

Greater than 1.00 and less

than or equal to 1.75 .25%

Greater than 1.75 and less

than or equal to 2.50 .275%

Greater than 2.50 and less

than or equal to 3.50 .325%

Greater than 3.50 and less

than or equal to 4.50 .40%

Greater than 4.50 .65%

The Applicable Margin determined pursuant to claisef this definition for any Eurodollar Rate Aarce to any Borrower shall change
when and as the relevant Rating Category applidaldech Borrower changes. Furthermore, the agplibaof clause (i) or (ii) of this
definition to WPL and of clause (i) or (iii) of thdefinition to WilTel shall change when and asdtetus of WPL or WilTel, as applicable, as
Unrated or not Unrated changes. For example, if W&ltows on September 15 of a year a Eurodollag Rdivance with a three month
Interest Period and WPL is Unrated from Septembeahfiough October 15 of such year and is not Udrttereafter, then the Applicable
Margin for such Advance will be determined (1) uanst to the foregoing clause (ii) from Septembethtbugh October 15 of such year (and
the Applicable WPL Debt to TNW Ratio (a) for theyddrom September 15 through September 30 wilhleeWWPL Debt to TNW Ratio on
March 31 of such year and (b) for the days aftgit&aber 30 will be the WPL Debt to TNW Ratio on d@&® of such year), and (2) pursuant
to the foregoing clause (i) during the other dalysuzh Interest Period.

"Applicable WilTel Debt to EBITDA Ratio" for any gameans the WilTel Debt to EBITDA Ratio as of thelef the calendar quarter that is
the second calendar quarter prior to such day.

"Applicable WPL Debt to TNW Ratio" for any day mesathe WPL Debt to TNW Ratio as of the end of themdar quarter which is the
second calendar quarter prior to such day. For pi@rthe Applicable WPL Debt to TNW Ratio for angydn the calendar quarter ending
September 30 of a year will be the WPL Debt to TR¥tio as of March 31 of such year.

"Arranger" means Citicorp Securities, Inc.



"Attributable Obligation" of any Person means, wigispect to any Sale and Lease-Back Transactisuatf Person as of any particular time,
the present value at such time discounted at tieofanterest implicit in the terms of the leageh® obligations of the lessee under such lease
for net rental payments during the remaining tefrthe lease (including any period for which suchsie has been extended or may, at the
option of such Person, be extended).

"B Advance" means an advance by a Bank to a Bomrawgart of a B Borrowing resulting from the aantbidding procedure described in
Section 2.16.

"B Borrowing" means a borrowing consisting of sitankeous B Advances to the same Borrower from eftttedBanks whose offer to make
one or more B Advances as part of such borrowirgghleen accepted by such Borrower under the augitifating procedure described in
Section 2.16.

"B Note" means a promissory note of a Borrower péy#o the order of any Bank, in substantially fimen of Exhibit A-2 hereto, (or, in the
case of B Advances outstanding on July 23, 1993ubstantially the form of Exhibit A-2 to the 19@8edit Agreement) evidencing the
indebtedness of such Borrower to such Bank reguftom a B Advance made to such Borrower by suahkBa

"B Reduction" has the meaning specified in SecAd.

"Banks" means the lenders listed on the signatageg hereof and each other Person that becomaxkegBisuant to the last sentence of
Section 8.06(a).

"Base Rate" means a fluctuating interest rate peuia as shall be in effect from time to time whiate per annum shall at all times be equal
to the highest of:

(a) the rate of interest announced publicly byl@itik in New York, New York, from time to time, a#ifank's base rate; or

(b) 1/2 of one percent per annum above the latesetweek moving average of secondary market mguiiering rates in the United States
for three-month certificates of deposit of majorited States money market banks, such three-weelkngaverage being determined weekly
on each Monday (or, if any such day is not a Bussirigay, on the next succeeding Business Day) éottitee-week period ending on the
previous Friday by Citibank on the basis of sudhgaeported by certificate of deposit dealersi published by the Federal Reserve Bank
of New York or, if such publication shall be susded or terminated, on the basis of quotationsdohsates received by Citibank from three
New York certificate of deposit dealers of recoguiztanding selected by Citibank, in either cagested to the nearest 1/4 of one percen

if there is no nearest 1/4 of one percent, to td higher 1/4 of one percent; or

(c) 1/2 of one percent per annum above the Feélerads Rate in effect from time to time.
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"Base Rate Advance" means an A Advance which betsest as provided in Section 2.06(a).
"Borrowers" means TWC, WHD, NWP, TGPL, TGT, WilTaeid WPL.
"Borrowing" means an A Borrowing or a B Borrowing.

"Business Day" means a day of the year on whictkdare not required or authorized to close in NemkYCity and, if the applicable
Business Day relates to any Eurodollar Rate Advaoceelates to any B Advance as to which the edlatotice of B Borrowing is delivered
pursuant to clause (B) of Section 2.16(a)(i), orclwtdealings are carried on in the London interbaxakket.

"Citibank" means Citibank, N.A.

"Co-Agent" means each of Bank of America Nationalst and Savings Association, Bank of Montreal ditreyonnais New York Branch,
The Chase Manhattan Bank, CIBC Inc., The Firstoweti Bank of Chicago, and Royal Bank of Canada.

"Code" means, as appropriate, the Internal Rev@uake of 1986, as amended, or any successor fadgrabde, and any reference to any
statutory provision shall be deemed to be a reterém any successor provision or provisions.

"Commitment" of any Bank to any Borrower meansrat time the lesser of (i) the amount set oppogitgeemed (pursuant to clause (vii) of
the last sentence of Section 8.06(a) and as reflantthe relevant Transfer Agreement referred tsuich sentence) to be set opposite such
Bank's name for such Borrower on Schedule X as aoobunt may be terminated, reduced or increased &fty 23, 1997, pursuant to
Section 2.04, Section 2.17, Section 6.01 or Se@&i66(a), or (ii) the amount of the Commitment uls Bank to TWC at such time.

"Consolidated" refers to the consolidation of tkeaunts of any Person and its subsidiaries in @ecme with generally accepted accounting
principles.

"Consolidated Net Worth" of any Person means theWarth of such Person and its Subsidiaries on @sGlidated basis.
"Consolidated Tangible Net Worth" of any Person nssthe Tangible Net Worth of such Person and itsiiiaries on a Consolidated basis.

"Convert," "Conversion" and "Converted" each refera conversion of Advances of one Type into Ademnof the other Type pursuant to
Section 2.02, Section 2.19 or Section 2.20.

"Debt" means, in the case of any Person, (i) inetiiss of such Person for borrowed money, (iigakibns of such Person evidenced by
bonds, debentures or notes, (iii) obligations @hsBerson to pay the deferred purchase price gieptpor services, (iv) monetary obligations
of such Person as lessee under leases that ae;ardance
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with generally accepted accounting principles, réed as capital leases,

(v) obligations of such Person under guarantiggs$pect of, and obligations (contingent or otheejvte purchase or otherwise acquire, or
otherwise to assure a creditor against loss iretsyf, indebtedness or obligations of others efkimds referred to in clauses (i) through (iv)
or clause (vii) of this definition, (vi) indebteds®or obligations of others of the kinds refereétclauses (i) through (v) or clause (vii) ofd
definition secured by any Lien on or in respechny property of such Person, and (vii) all liait of such Person in respect of unfunded
vested benefits under any Plan; provided, howekiat,Debt shall not include any obligation underesulting from any agreement referrec

in paragraph (y) of Schedule IlI; paragraph (ypohedule 1V; paragraph (y) of Schedule V; paragi@plof Schedule VI; paragraph

(h) of Schedule VII; paragraph (y) of Schedule Vdi paragraph () of Schedule 1X or under or riésglfrom any sale and leaseback referred
to in paragraph (aa) of Schedule Ill; paragraph ¢a&chedule 1V; paragraph (aa) of Schedule Vageaph (bb) of Schedule VI; paragrapt

of Schedule VII; paragraph (aa) of Schedule Vllparagraph () of Schedule IX.

"Domestic Lending Office" means, with respect ty 8ank, the office of such Bank specified as it®hiestic Lending Office" opposite its
name on Schedule | hereto or pursuant to Sect@s(@), or such other office of such Bank as sudahkBaay from time to time specify to the
Borrowers and the Agent.

"EBITDA" means for any period the sum of (i) therGolidated net income (or loss) of WilTel and itsdSidiaries for such period determined
in accordance with generally accepted accountiimgimes plus (i) to the extent included in theetenination of such net income (or loss),
the Consolidated charges for such period for istegepreciation, depletion and amortization, orsif there is a benefit from income taxes,
minus) (iii) to the extent included in the deteration of such net income, the amount of the prowigor or benefit from income interest;
provided, however, that in determining such Comsdéd net income, such Consolidated charges amdpsaeision for or benefit from
income taxes, there shall be included therefronth@goextent otherwise included therein) (a) theimeame (or loss) of, charges for interest,
depreciation, depletion and amortization of, anthgorovision for or benefit from income taxes afyd@erson acquired by WilTel or any
Subsidiary of WilTel in a pooling-ofiterest transaction for any period prior to théedaf such transaction, (b) the net income (butiosg) of
charges for interest, depreciation, depletion andréization of, and such provision for (but not eénfrom) income taxes of, any Person
which is subject to any restriction which prevethis payment of dividends or the making of distritw$ on the capital stock, partnership
interests or other ownership interests of suchdpets the extent of such restrictions, (c) pregains or losses on the sale, transfer or other
disposition of any property by WilTel or its Suligides (other than sales, transfer and other dispos in the ordinary course of business),
(d) all reported extraordinary gains and reporteda@rdinary losses, prior to applicable incomeetaxand (e) any item constituting the
cumulative effect of a reported change in accogngirinciples, prior to applicable income taxes.

"Environment” shall have the meaning set forth2n#4S.C.
Section 9601(8) as defined on the date of this &gent, and "Environmental” shall mean pertainingetating to the Environment.
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"Environmental Protection Statute" shall mean anytédl States local, state or federal, or any faorglgw, statute, regulation, order, consent
decree or other agreement or Governmental Requireanising from or in connection with or relatirgthe protection or regulation of the
Environment, including, without limitation, thosaws, statutes, regulations, orders, decrees, agrasrand other Governmental
Requirements relating to the disposal, cleanupjyartion, storing, refining, handling, transferripgocessing or transporting of Hazardous
Waste, Hazardous Substances or any pollutant darmnant, wherever located.

"ERISA" means the Employee Retirement Income Sgcigt of 1974, as amended from time to time, drlregulations promulgated and
rulings issued thereunder from time to time.

"ERISA Affiliate” of any Borrower means any tradelusiness (whether or not incorporated) whichriseanber of a group of which such
Borrower is a member and which is under commonrobnitithin the meaning of the regulations undert®ec414 of the Code.

"Eurocurrency Liabilities" has the meaning assigtwethat term in Regulation D of the Board of Gawas of the Federal Reserve System, as
in effect from time to time.

"Eurodollar Lending Office" means, with respectityy Bank, the office of such Bank specified asHisrodollar Lending Office” opposite its
name on Schedule | hereto or pursuant to Sect@®(a) (or, if no such office is specified, its Dastie Lending Office) or such other office
such Bank as such Bank may from time to time speoithe Borrowers and the Agent.

"Eurodollar Rate" means, for any Interest Periadefach Eurodollar Rate Advance comprising parhefdame A Borrowing, an interest rate
per annum (rounded upward to the nearest wholepteutif 1/16 of 1% per annum, if such rate is nattsa multiple) equal to the rate per
annum at which deposits in U.S. dollars are offdngthe principal office of Citibank in London, Hagd, to prime banks in the London
interbank market at 11:00 A.M. (London time) twodthess Days before the first day of such InteresibB in an amount substantially equal
to the amount of the Eurodollar Rate Advance oib@itk comprising part of such A Borrowing to bestahding during such Interest Period
and for a period equal to such Interest Period.

"Eurodollar Rate Advance" means an A Advance teardinterest as provided in Section 2.06(b).

"Eurodollar Rate Reserve Percentage" of any Bankriig Interest Period for any Eurodollar Rate Adeameans the reserve percentage
applicable during such Interest Period (or if mibr&n one such percentage shall be so applicalgleldity average of such percentages for
those days in such Interest Period during whichsaroh percentage shall be so applicable) undetatigus issued from time to time by the
Board of Governors of the Federal Reserve Systemanp successor) for determining the maximum resesguirement (including, without
limitation, any emergency, supplemental or othergimal reserve requirement) for such Bank with eesfo
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liabilities or assets consisting of or includingr&currency Liabilities having a term equal to sliferest Period.

"Events of Default" has the meaning specified int®a 6.01. For purposes of clause (iv) of themigén herein of "Interest Period",

Section 2.19 and Section 6.01, an Event of Defauitits as to a particular Borrower if such Evenbefault exists wholly or in part as a res
of any event, condition, action, inaction, repreéatan or other matter of, by or otherwise direatfyindirectly pertaining to such Borrower or
any material Subsidiary of such Borrower. Withantifing the foregoing and for purposes of furthirification, it is agreed that inasmuch
each of WilTel, WHD, NWP, WPL, TGPL and TGT is alSidiary of TWC, any Event of Default that exisssta any of WilTel, WHD,

NWP, WPL, TGPL or TGT also exists as to TW

"Federal Funds Rate" means, for any period, adhtoig interest rate per annum equal for each daiyg such period to the weighted
average of the rates on overnight federal fundsstretions with members of the Federal Reserve Byateanged by federal funds brokers, as
published for such day (or, if such day is not @iBess Day, for the next preceding Business Dayhéyederal Reserve Bank of New York,
or, if such rate is not so published for any daychlis a Business Day, the average of the quotafionsuch day on such transactions rece
by the Agent from three federal funds brokers cbmgmized standing selected by it.

"Governmental Requirements" means all judgmentgrst writs, injunctions, decrees, awards, landinances, statutes, regulations, rules,
franchises, permits, certificates, licenses, aughtions and the like and any other requirementngfgovernment or any commission, board,
court, agency, instrumentality or political subdien thereof.

"Hazardous Substance" shall have the meaning ghtifo42 U.S.C. Section 9601(14) and shall alstuitle each other substance considered
to be a hazardous substance under any Environnm@mtigction Statute.

"Hazardous Waste" shall have the meaning set for#f2 U.S.C.
Section 6903(5) and shall also include each othiestance considered to be a hazardous waste umg&naironmental Protection Statute
(including, without limitation 40 C.F.R. Section28).

"Insufficiency" means, with respect to any Plar, &mount, if any, by which the present value ofvtegted benefits under such Plan exceeds
the fair market value of the assets of such Placable to such benefits.

"Interest Period" means, for each A Advance to e®wer comprising part of the same A Borrowing, plegiod commencing on the date of
such A Advance or the date of the Conversion ofBage Rate Advance into a Eurodollar Rate Advandesmding on the last day of the
period selected by such Borrower pursuant to togigions below and, thereafter, each subsequeitdgeommencing on the last day of the
immediately preceding Interest Period and endintheriast day of the period selected by such Bogrqwrsuant to the provisions below.
The duration of each Interest Period shall be twe, three or six months, in each case as suchoBemrmay, upon notice
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received by the Agent not later than 11:00 A.M.\{N¥ork City time) on the third Business Day priorthe first day of such Interest Period,
select (it being agreed that selection of a submsguaterest Period for an outstanding EurodollatreRAdvance does not require that a Notice
of A Borrowing be given, inasmuch as no Advanckeamg requested or made as a result of such smigctirovided, however, that:

(i) Interest Periods commencing on the same datA fadvances comprising part of the same A Borrayhall be of the same duration;

(i) whenever the last day of any Interest Periamlilg otherwise occur on a day other than a BusiBess the last day of such Interest Period
shall be extended to occur on the next succeedirsinBss Day, provided that if such extension wealdse the last day of such Interest
Period to occur in the next following calendar nigrthe last day of such Interest Period shall oocuthe next preceding Business Day;

(iii) any Interest Period which begins on the Basiness Day of a calendar month (or on a day fachwthere is no numerically
corresponding day in the calendar month at theofisdch Interest Period) shall end on the lastBass Day of the calendar month in whic
would have ended if there were a numerically cgwesling day in such calendar month; and

(iv) no Borrower may select any Interest Period #rals after the Termination Date, and no Borraway select any Interest Period if any
Event of Default exists as to such Borrower.

“Lien" means any mortgage, lien, pledge, chargedds trust, security interest, encumbrance orrdifpee of preferential arrangement to
secure or provide for the payment of any obligatbany Person, whether arising by contract, oparaif law or otherwise (including,
without limitation, the interest of a vendor ordes under any conditional sale agreement, caiteld or other title retention agreement).

"Majority Banks" means at any time Banks holdindeatst 66-2/3% of the then aggregate unpaid prat@mount of the A Notes held by
Banks, or, if no such principal amount is then tarding, Banks having at least 66-2/3% of the Camments or, if no such principal amount
is then outstanding and all Commitments have teaiteth Banks holding at least 863% of the then aggregate unpaid principal amofittie

B Notes held by Banks (provided that for purpodasis definition and Sections 2.17, 6.01 and heither any Borrower nor any Subsidiary
or Related Party of any Borrower, if a Bank, shallincluded in (i) the Banks holding the A NotedBaxotes or (ii) determining the aggreg
unpaid principal amount of the A Notes or the B &obr the amount of the Commitments).

"Moody's" means Moody's Investors Service, Inc.

"Multiemployer Plan" means a "multiemployer plars'agefined in
Section 4001(a)(3) of ERISA to which any Borroweray ERISA Affiliate of any Borrower is
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making or accruing an obligation to make contribng, or has within any of the preceding five plaang made or accrued an obligation to
make contributions.

"Multiple Employer Plan" means an employee bengéin, other than a Multiemployer Plan, subjectitteTV of ERISA to which any
Borrower or any ERISA Affiliate of any Borrower, @ione or more employers other than any BorrowemndERISA Affiliate of any
Borrower, is making or accruing an obligation toke@a&ontributions or, in the event that any sucim plas been terminated, to which any
Borrower or any ERISA Affiliate of any Borrower madr accrued an obligation to make contributionsnduany of the five plan years
preceding the date of termination of such plan.

"Net Worth" of any Person means, as of any datketérmination, the excess of total assets of secso over total liabilities of such Pers
total assets and total liabilities each to be deited in accordance with generally accepted ac@ugiptinciples.

"1996 Credit Agreement" has the meaning specifietthé preliminary statements of this Agreement.
"Non-Borrowing Subsidiary" of any Borrower meanSuabsidiary of such Borrower which Subsidiary is ie|f a Borrower.

"Non-Recourse Debt" means Debt incurred by anymaterial, Non-Borrowing Subsidiary to finance tlgaisition (other than any
acquisition from TWC or any Subsidiary) or constioie of a project, which Debt does not permit asypde for recourse against TWC or any
Subsidiary of TWC (other than the Subsidiary tkabiacquire or construct such project) or any ertypor asset of TWC or any Subsidiary
TWC (other than property or assets of the subgidlzat is to acquire or construct such project).

"Note" means an A Note or a B Note.

"Notice of A Borrowing" has the meaning specifiedSection 2.02(a).
"Notice of B Borrowing" has the meaning specifiadSection 2.16(a).
"NWP" means Northwest Pipeline Corporation, a Delscorporation.
"PBGC" means the Pension Benefit Guaranty Corpmrati

"Permitted NWP Liens" means Liens specifically digsed on Schedule IlI.
"Permitted TGPL Liens" means Liens specificallyatésed on Schedule V.
"Permitted TGT Liens" means Liens specifically désed on Schedule V.
"Permitted TWC Liens" means Liens specifically désed on Schedule VI.
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"Permitted WHD Liens" means Liens specifically dédsed on Schedule VII.
"Permitted WilTel Liens" means Liens specificallgsgribed on Schedule IX.
"Permitted WPL Liens" means Liens specifically ddéssd on Schedule VII.

"Person" means an individual, partnership, corpomatimited liability company, business trust,fjostock company, trust, unincorporated
association, joint venture or other entity, or @@omment or any political subdivision or agencyréud.

"Plan" means an employee pension benefit plan (altze a Multiemployer Plan) as defined in Sec8¢2) of ERISA currently maintained
by, or to which contributions have been made attang after December 31, 1984, by, any Borroweairor ERISA Affiliate of any Borrower
for employees of a Borrower or any such ERISA Adfé and covered by Title IV of ERISA or subjecthie minimum funding standards
under

Section 412 of the Code.

"Public Filings" means TWC's, NWP's, TGPL's and T&3€spective annual reports on Form 10-K for th&rended December 31, 1996, and
TWC's, NWP's, TGPL's and TGT's respective quarteports on Form 10-Q for the quarter ended Madghl897.

"Rating Category" means, as to any Borrower, theveat category applicable to such Borrower frametito time as set forth on Schedule
which is based on the ratings (or lack thereo§uath Borrower's senior unsecured long-term del8&f#y or Moody's.

"Related Party" of any Person means any corporgparinership, joint venture or other entity of elhimore than 10% of the outstanding
capital stock or other equity interests having wady voting power to elect a majority of the boafdlirectors of such corporation, partners
joint venture or other entity or others performsigilar functions (irrespective of whether or notlee time capital stock or other equ
interests of any other class or classes of sugtocation, partnership, joint venture or other grgitall or might have voting power upon the
occurrence of any contingency) is at the time dlyear indirectly owned by such Person or which evat the time directly or indirectly more
than 10% of the outstanding capital stock or o#ftprity interests having ordinary voting power tectla majority of the board of directors of
such Person or others performing similar functipnespective of whether or not at the time capstakck or other equity interests of any other
class or classes of such corporation, partnerghiid,venture or other entity shall or might havaing power upon the occurrence of any
contingency); provided, however, that neither TWAE any Subsidiary of TWC shall be considered talielated Party of TWC or any
Subsidiary of TWC.

"S&P" means Standard & Poor's Ratings Group, asiimiof Mc-Graw Hill, Inc. on the date hereof.

"Sale and Lease-Back Transaction" of any Persomsaay arrangement entered into by such Persomyd8absidiary of such Person,
directly or indirectly, whereby such
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Person or any Subsidiary of such Person shalbséthnsfer any property, whether now owned or &igee acquired, and whereby such Pe
or any Subsidiary of such Person shall then oretiifézr rent or lease as lessee such property opamyhereof or other property which such
Person or any Subsidiary of such Person intendsddor substantially the same purpose or purpasdse property sold or transferred;
provided, however, that any sale and lease-backgtiion gas, whether now or hereafter existing) sbbabe considered to be a Sale and
Lease-Back Transaction and any sale and leasedbackentory, whether now or hereafter existing WL or any of its Subsidiaries (other
than another Borrower) shall not be consideredceta Bale and Lease-Back Transaction.

"Stated Termination Date" means July 31, 2002uohdater date, if any as may be agreed to by tireoBers and the Banks pursuant to
Section 2.18.

"Subordinated Debt" means any Debt of any Borromtgch is effectively subordinated to the obligasaf such Borrower hereunder and
under the Notes.

"Subsidiary" of any Person means any corporatiarntnership, joint venture or other entity of whitiore than 50% of the outstanding capital
stock or other equity interests having ordinanjingpower to elect a majority of the board of dicgs of such corporation, partnership, joint
venture or other entity or others performing similanctions (irrespective of whether or not at tinee capital stock or other equity interest:
any other class or classes of such corporatiom@ahip, joint venture or other entity shall oigiti have voting power upon the occurrenc
any contingency) is at the time directly or indtteowned by such Person.

"Tangible Net Worth" of any Person means, as ofdatg of determination, the excess of total assfezach Person over total liabilities of
such Person, total assets and total liabilitie) ¢ade determined in accordance with generallgjpisd accounting principles, excluding,
however, from the determination of total assetpdients, patent applications, trademarks, coptgighd trade names, (ii) goodwill,
organizational, experimental, research and devetoprexpense and other like intangibles, (iii) tregstock, (iv) monies set apart and hel
a sinking or other analogous fund establishedHerpurchase, redemption or other retirement oftabgiock or Subordinated Debt, and (v)
unamortized debt discount and expense.

"Termination Date" means the earlier of (i) thet&dal ermination Date or (ii) the date of terminatio whole of the Commitments pursuant
to Section 2.04, 2.17 or 6.01.

"Termination Event" means (i) a "reportable evea$'such term is described in Section 4043 of ERt&Mher than a "reportable event" not
subject to the provision for 30-day notice to tlBEZ), or an event described in Section 4062(f) RfEA, or (ii) the withdrawal of any
Borrower or any ERISA Affiliate of any Borrower froa Multiple Employer Plan during a plan year iniethit was a "substantial employer,'
as such term is defined in Section 4001(a)(2) ofS2R or the incurrence of liability by any Borrower any ERISA Affiliate of any Borrower
under

Section 4064 of ERISA upon the termination
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of a Plan or Multiple Employer Plan, or (iii) thésttibution of a notice of intent to terminate aflpursuant to Section 4041(a)(2) of ERISA
or the treatment of a Plan amendment as a terraimatider Section 4041 of ERISA, or (iv) the ingtdn of proceedings to terminate a Plan
by the PBGC under Section 4042 of ERISA, or (v) ather event or condition which might constitutegnds under Section 4042 of ERISA
for the termination of, or the appointment of sstag¢ to administer, any Plan.

"TGPL" means Transcontinental Gas Pipe Line Cotpgmraa Delaware corporation.
"TGT" means Texas Gas Transmission Corporatiorelavizare corporation.
"Transfer Agreement” has the meaning specifiedeictiSn 8.06.

"TWC" means The Williams Companies, Inc., a Delawaorporation.

"Type" has the meaning set forth in the definitimrein of A Advance.

"Unrated" means, as to any Borrower, that no samsecured long-term debt of such Borrower is rhie8&P and no senior unsecured long-
term debt of such Borrower is rated by Moody's.

"Wholly-Owned Subsidiary" of any Person means aulgsiliary of such Person all of the capital stoolt ather equity interests of which is
owned by such Person or any Wholly-Owned Subsiddéisuch Person.

"WilTel Pro Forma Income Statements" means thefgmma income statements for the calendar quartetecJune 30, 1996, September 30,
1996, December 31, 1996, and March 31, 1997, iedws Exhibit G hereto.

"Withdrawal Liability" shall have the meaning giveach term under Part | of Subtitle E of Title IVERISA.
"WFS" means Williams Field Services Group, IncQedaware corporation.

"WHD" means Williams Holdings of Delaware, Inc.Dalaware corporation.

"WilTel" means WilTel Communications, LLC, a Delasgdimited liability company.

"WilTel Debt to EBITDA Ratio" means, as of the eoidany calendar quarter, the ratio of (i) the aggte amount, as of the end of such
quarter, of all Debt of WilTel and its Subsidiar@s a Consolidated basis to (i) EBITDA for theipdrof four consecutive calendar quarters
ending on (and including) the last day of suchmadde quarter; provided, however, in calculating\tfi€rel Debt to EBITDA Ratio for
calendar quarters ending prior to and includingeJ8®, 1998, the WilTel Debt to EBITDA Ratio shadl 8etermined based upon the WilTel
Pro Forma Income Statements to the extent necebsaayise actual income statements are not available

"WNG" means Williams Natural Gas Company, a Delaa@orporation.
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"WPL" means Williams Pipe Line Company, a Delawesgporation.

"WPL Debt to TNW Ratio" means at any date the rafi¢i) the aggregate amount at such date of ait@éWPL and its Subsidiaries on a
Consolidated basis to (ii) the sum of the Constéida angible Net Worth at such date of WPL plusabgregate amount at such date of all
Debt of WPL and its Subsidiaries on a Consolid&izsls.

Section 1.02. Computation of Time Periods. In fggeement in the computation of periods of timerfra specified date to a later specified
date, the word "from" means "from and includingtiahe words "to" and "until" each means "to butledng."

Section 1.03. Accounting Terms. All accounting temot specifically defined herein shall be conddrireaccordance with generally accepted
accounting principles, and each reference herelgdnerally accepted accounting principles” shahmgenerally accepted accounting
principles consistent with those applied in theppration of the financial statements referred t8aéation 4.01(e)(i).

Section 1.04. Miscellaneous. The words "hereofgréim" and "hereunder” and words of similar impainen used in this Agreement shall
refer to this Agreement as a whole and not to amiqular provision of this Agreement, and ArticBection, Schedule and Exhibit references
are to Articles and Sections of and Schedules amibs to this Agreement, unless otherwise spedifi

Section 1.05. Ratings. A rating, whether publipovate, by S&P or Moody's shall be deemed to beffiact on the date of announcement or
publication by S&P or Moody's, as the case maybsuch rating or, in the absence of such annouangeor publication, on the effective d
of such rating and will remain in effect until taanouncement or publication of, or in the absericeich announcement or publication, the
effective date of, any change in, or withdrawalaymination of, such rating. In the event the stadd for any rating by Moody's or S&P are
revised, or any such rating is designated diffédygistich as by changing letter designations tcedéfit letter designations or to numerical
designations), the references herein to such ratiafj be deemed to refer to the revised or redasigl rating for which the standards are
closest to, but not lower than, the standardseatlttie hereof for the rating which has been reviseddesignated, all as determined by the
Majority Banks in good faith. Long-term debt supedrby a letter of credit, guaranty, insurancetbeosimilar credit enhancement
mechanism shall not be considered as senior uretttamg-term debt. If either Moody's or S&P haara time more than one rating
applicable to senior unsecured long-term debtBd@ower, the lowest such rating shall be appliedbl purposes hereof. For example, if
Moody's rates some senior unsecured long-termafebBorrower Bal and other such debt of such BeerdBa2, the senior unsecured long-
term debt of such Borrower shall be deemed to teeiBa2 by Moody's.
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ARTICLE II
AMOUNTS AND TERMS OF THE ADVANCES

Section 2.01. The A Advances. Each Bank severgliges, on the terms and conditions hereinafteiogt, to make A Advances to each
Borrower from time to time on any Business Day dgrhe period from the date hereof until the Teation Date in an aggregate amount
outstanding not to exceed at any time such Baniar@itment to such Borrower, provided that the aggte amount of the Commitments of
the Banks to any Borrower shall, except for purgagfeSection 2.03(a), be deemed used from timine to the extent of the aggregate
amount of the B Advances then outstanding to sumidBver and such deemed use of the aggregate arabsmth Commitments shall be
applied to the Banks ratably according to theipeesive Commitments to such Borrower (such deensediithe aggregate amount of the
Commitments of any Borrower being a "B Reductioaf)d provided further that the aggregate amouatl@ Advances to all Borrowers by
any Bank shall not exceed at any time outstandiet) 8ank's Commitment to TWC (determined afterrggueffect to such Bank's ratable
share of all B Reductions). Each A Borrowing shallin an aggregate amount not less than $5,00@,080 integral multiple of $1,000,000
excess thereof, and shall consist of A Advanceah@tame Type made to the same Borrower on the dayniey the Banks ratably according
to their respective Commitments. Within the linofsesach Bank's Commitment to a Borrower, such Beeromay borrow, prepay pursuant to
Section 2.10 and reborrow under this

Section 2.01.

Section 2.02. Making the A Advances. (a) Each ArBwing shall be made on naotice, given not latent{ig in the case of a proposed
Borrowing comprised of Eurodollar Rate AdvancesP@IA.M. (New York City time) at least three BusiseDays prior to the date of the
proposed Borrowing, and (2) in the case of a pregdorrowing comprised of Base Rate Advances, 18:80 (New York City time) on the
date of the proposed Borrowing, by the Borroweuesging such A Borrowing to the Agent, which slgalle to each Bank prompt notice
thereof by telecopy, telex or cable. Each suchceatf an A Borrowing (a "Notice of A Borrowing") athbe by telecopy, telex or cable,
confirmed immediately in writing, in substantiatlye form of Exhibit B-1 hereto, executed by the ®arer requesting such A Borrowing and
specifying therein the requested (i) date of suddofrowing (which shall be a Business Day), (iifiad Type of A Advances comprising su

A Borrowing, (iii) aggregate amount of such A Bastiag, and (iv) in the case of an A Borrowing conspd of Eurodollar Rate Advances,
initial Interest Period for each such A AdvancectEBank shall, before 11:00 A.M. (New York City &jnon the date of such A Borrowing,
make available for the account of its Applicablentimg Office to the Agent at its New York addresferred to in Section 8.02, in same day
funds, such Bank's ratable portion of such A BoingwAfter the Agent's receipt of such funds andrufulfillment of the applicable
conditions set forth in Article 11, the Agent withake such funds available to the Borrower regngstuch A Borrowing at the Agent's
aforesaid address. Notwithstanding the other pimvishereof, each Bank that is to be paid by anyd®eer on July 23, 1997, any principal
amount outstanding under the 1996 Credit Agreemgitbntemplated by Section 8.14 shall apply theqeds of any Advance to be made by
it to such Borrower on such date to pay such amandtonly an amount equal to the difference (if)dstween the amount of such Advance
and the principal amount being so paid shall bear@aadilable by such Bank to the Agent as providaeih, or remitted by such Borrower to
the Agent as provided in Section 2.13, as the nasebe.
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(b) Anything herein to the contrary notwithstanding
(i) at no time shall there be outstanding to ang Borrower more than six A Borrowings comprisedafodollar Rate Advances;

(if) no Borrower may select Eurodollar Rate Advaséer any Borrowing if the aggregate amount of sBolrowing is less than (x) if such
Borrowing is made by WPL or WilTel, $5,000,000, &g¥lif such Borrowing is made by any other Borrow&20,000,000;

(i) if the Majority Banks shall notify the Agerthat either (A) the Eurodollar Rate for any Intéifeeriod for any Eurodollar Rate Advances
will not adequately reflect the cost to such Baokmaking or funding their respective Eurodollat&Advances for such Interest Period, or
(B) that U.S. dollar deposits for the relevant amtswand Interest Period for their respective Adearare not available to them in the London
interbank market, or it is otherwise impossibléw&we Eurodollar Rate Advances, the Agent shalhfeith so notify the Borrowers and the
Banks, whereupon (I) each Eurodollar Rate Advandeawtomatically, on the last day of the then ¢ixig Interest Period therefor, Convert
into a Base Rate Advance, and (Il) the obligatiofihe Banks to make, or to Convert Advances iBtrodollar Rate Advances shall be
suspended until the Agent, at the request of thpiitya Banks, shall notify the Borrowers and thenRa that the circumstances causing such
suspension no longer exist, and, except as prowd8&ection 2.02(b)(v), each Advance comprising eguested A Borrowing shall be a B
Rate Advance;

(iv) if the Agent is unable to determine the EurtetoRate for Eurodollar Rate Advances, the oblmabf the Banks to make, or to Convert
Advances into, Eurodollar Rate Advances shall lspsnded until the Agent shall notify the Borrowansl the Banks that the circumstances
causing such suspension no longer exist, and, easgmrovided in Section 2.02(b)(v), each Advarmmprising any requested A Borrowing
shall be a Base Rate Advance; and

(v) if a Borrower has requested a proposed A Boimgweonsisting of Eurodollar Rate Advances and eesalt of circumstances referred to in
Section 2.02(b)(iii) or (iv) such A Borrowing wouitbt consist of Eurodollar Rate Advances, such @eer may, by notice given not later
than 3:00 P.M. (New York City time) at least onesBiess Day prior to the date such proposed A Bangwould otherwise be made, cancel
such A Borrowing, in which case such A Borrowinglbe cancelled and no Advances shall be madeesudt of such requested A
Borrowing, but such Borrower shall indemnify thenRa in connection with such cancellation as contated by Section 2.02(c).

(c) Each Notice of A Borrowing shall be irrevocabled binding on the Borrowers, except as set fartection 2.02(b)(v). In the case of any
A Borrowing requested by a Borrower which the retiiotice of A Borrowing specifies is to be compdof Eurodollar Rate Advances,
such Borrower shall indemnify each Bank againstlasg, cost or expense incurred by such Bank asudtrof any failure to fulfill on or
before the date specified in such Notice of A Batirg for such A Borrowing the applicable conditicset forth in Article Ill,
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including, without limitation, any loss (includingss of reasonably anticipated profits), cost gremse incurred by reason of the liquidatio
reemployment of deposits or other funds acquiredumh Bank to fund the A Advance to be made by 8antk as part of such A Borrowing
when such A Advance, as a result of such faillw@oit made on such date. A certificate in reasenadlail as to the basis for and the amount
of such loss, cost or expense submitted to suctoBer and the Agent by such Bank shall be prim&fagidence of the amount of such loss,
cost or expense. If an A Borrowing requested byadver which the related Notice of A Borrowing sifies is to be comprised of
Eurodollar Rate Advances is not made as an A Bangwomprised of Eurodollar Rate Advances as alres$ection 2.02(b), such

Borrower shall indemnify each Bank against any [@ssluding loss of profits), cost or expense imedrby such Bank by reason of the
liquidation or reemployment of deposits or otherds acquired by such Bank prior to the time suchkBs actually aware that such A
Borrowing will not be so made to fund the A Advariede made by such Bank as part of such A Borrgwincertificate in reasonable detail
as to the basis for and the amount of such lost,areexpense submitted to such Borrower and thenflgy such Bank shall be prima facie
evidence of the amount of such loss, cost or expens

(d) Unless the Agent shall have received noticenfeoBank prior to the date of any A Borrowing tBa@rower that such Bank will not make
available to the Agent such Bank's ratable portibsuch A Borrowing, the Agent may assume that f®ehk has made such portion availe

to the Agent on the date of such A Borrowing inaadance with subsection (a) of this Section 2.02 the Agent may, in reliance upon such
assumption, make available to such Borrower requgestich A Borrowing on such date a correspondimgumnt. If and to the extent that st
Bank shall not have so made such ratable portiaflable to the Agent, such Bank and such Borrowgegally agree to repay to the Agent
forthwith on demand such corresponding amount tageawith interest thereon, for each day from thie dach amount is made available to
such Borrower until the date such amount is refraitie Agent, at (i) in the case of such Borrowiee, interest rate applicable at the time to A
Advances comprising such A Borrowing and (ii) il ttase of such Bank, the Federal Funds Rate. if Bank shall repay to the Agent such
corresponding amount, such amount so repaid shiadititute such Bank's A Advance as part of suchoAd@ving for purposes of this
Agreement.

(e) The failure of any Bank to make the A Advanz®é¢ made by it as part of any A Borrowing shatlmetieve any other Bank of its
obligation, if any, hereunder to make its A Advacethe date of such A Borrowing, but no Bank shelfresponsible for the failure of any
other Bank to make the A Advance to be made by stioér Bank on the date of any A Borrowing.

Section 2.03. Fees.

(a) Commitment Fee. TWC agrees to pay to the Afygrihe account of each Bank a commitment fee eratferage daily unused (for the
purposes of this Section 2.03(a), A Advances madey Borrower shall be considered to have beerertm@WC, but B Advances to any
Borrower shall not, for purposes of this Sectidd32a), be considered to be usage of any Commitnpemntion of such Bank's Commitment to
TWC from the date hereof until the Termination Datt@& rate per annum from time to time equal toApplicable Commitment Fee Rate
from time to time, payable in arrears on the last df each March, June,
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September and December during the term such BankimaCommitment to any Borrower and on the TertionaDate.

(b) Agent's Fees. TWC agrees to pay to the Agenits sole account, such fees as may be sepaegeted to in writing by TWC and the
Agent.

Section 2.04. Reduction of the Commitments.

(a) Optional. Each Borrower shall have the rigippmat least three Business Days notice to the tAtieterminate in whole or reduce ratably
in part the unused portions of the respective Cadmenits of the Banks to such Borrower, provided #aah partial reduction shall be in the
aggregate amount of at least $20,000,000, andged\viurther, that the aggregate amount of the Camemits of the Banks to any Borrower
shall not be reduced to an amount which is less tihe aggregate principal amount of the Advances tutstanding to such Borrower, and
provided further, that the aggregate amount ofGbmmitments of the Banks to TWC shall not be reducean amount which is less than the
aggregate principal amount of the Advances thestantling to the Borrower as to which the aggregatstanding principal amount of
Advances is then the largest.

(b) Termination. If all of the Commitments of thaiiks to a Borrower (other than TWC) are terming@cuant to Section 2.04(a) and such
Borrower has paid all principal, interest, feests@and other amounts owed by it hereunder andr tineéNotes executed by it, such Borroy
shall have the right, upon at least three BusiBDess notice to the Agent, to elect to cease to Bereower hereunder, except for purposes of
the definition herein of Majority Banks and for poses of Sections 2.11, 2.14 and 8.04.

Section 2.05. Repayment of A Advances. Each Borrahall repay, on the Stated Termination Date ch®arlier date as the Notes may be
declared due pursuant to Article VI, the unpaithgipal amount of each A Advance made by each Bauskith Borrower.

Section 2.06. Interest on A Advances. Each Borrashatl pay interest on the unpaid principal amafrgach A Advance made by each Bank
to such Borrower from the date of such A Advanctl gsnch principal amount shall be paid in full the following rates per annum:

(a) Base Rate Advances. At such times as such Aadolis a Base Rate Advance, a rate per annum a&galatimes to the Base Rate in
effect from time to time, payable quarterly in an®on the last day of each March, June, SepteartteDecember and on the date such
Advance shall be Converted or paid in full; proddbat any amount of principal of any Base Rateaube, interest, fees and other amounts
payable hereunder (other than principal of any Hollar Rate Advance) which is not paid when duedtiibr at stated maturity, by
acceleration or otherwise) shall bear interesmftbe date on which such amount is due until smebuat is paid in full, payable on demand,
at a rate per annum equal at all times to the duimedBase Rate in effect from time to time plus gét annum.

(b) Eurodollar Rate Advances. At such times as guéldvance is a Eurodollar Rate Advance, a rategpeium equal at all times during each
Interest Period
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for such A Advance to the sum of the EurodollareRat such Interest Period plus the Applicable Ntaig effect from time to time for such
A Advance, payable on the last day of such IntdPesiod and, if such Interest Period has a duratfanore than three months, on each day
which occurs during such Interest Period everyetimenths from the first day of such Interest Pendvided that any amount of principal
any Eurodollar Rate Advance which is not paid wtea (whether at stated maturity, by acceleratiootioerwise) shall bear interest, from
date on which such amount is due until such amisypaiid in full, payable on demand, at a rate p@wuan equal at all times to the greater of
(x) the sum of the Base Rate in effect from timénwe plus 2% per annum and (y) the sum of thepateannum required to be paid on such
A Advance immediately prior to the date on whicklsamount became due plus 2% per annum.

Section 2.07. Additional Interest on Eurodollar &Atvances. Each Borrower shall pay to each Bamlqrgy as such Bank shall be required
under regulations of the Board of Governors offfederal Reserve System to maintain reserves wsffer to liabilities or assets consisting
of or including Eurocurrency Liabilities, additidriaterest on the unpaid principal amount of eachoollar Rate Advance of such Bank to
such Borrower, from the date of such Advance wutdh principal amount is paid in full, at an instreate per annum equal at all times to the
remainder obtained by subtracting (i) the EuroddRate for the Interest Period for such Advancenf(@) the rate obtained by dividing such
Eurodollar Rate by a percentage equal to 100% nitmeigurodollar Rate Reserve Percentage of suck asuch Interest Period, payable
on each date on which interest is payable on subtaice. Such additional interest shall be deterdhinesuch Bank and notified to such
Borrower through the Agent. A certificate as to #mount of such additional interest submitted whdBorrower and the Agent by such Bank
shall be conclusive and binding for all purposéseat manifest error. No Bank shall have the rightecover any additional interest pursuant
to this

Section 2.07 for any period more than 90 days podhe date such Bank notifies the Borrowers #lglalitional interest may be charged
pursuant to this

Section 2.07.

Section 2.08. Interest Rate Determination. The Agball give prompt notice to the Borrower to whah A Advance is made and the Banks
of the applicable interest rate for each EuroddRate Advance determined by the Agent for purpo$&ection 2.06(b).

Section 2.09. Evidence of Debt. The indebtednesmofi Borrower resulting from the A Advances oweddch Bank by such Borrower shall
be evidenced by an A Note of such Borrower payabtae order of such Bank.

Section 2.10. Prepayments.
(a) No Borrower shall have any right to prepay pripcipal amount of any A Advance except as prodidtethis Section 2.10.

(b) Any Borrower may, in respect of Base Rate Aaemnupon notice to the Agent before 10:00 A.M. (Néwk City time) on the date of
prepayment, and in respect of Eurodollar Rate Adeamupon at least three Business Days' noticestdgfent, in each case stating the
proposed date (which shall be a Business Day) ggrkegate principal amount of the prepayment, asddh notice is given such Borrower
shall, prepay the outstanding principal amounthefA Advances comprising part of the same A Bomgwin whole or ratably in part,
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together with accrued interest to the date of suepayment on the principal amount prepaid and ansoif any, required to be paid pursuant
to Section 8.04(b) as a result of such prepaynpentjided, however, that each partial prepaymengyamt to this Section 2.10(b) shall be in
an aggregate principal amount not less than $5000and in an aggregate principal amount suchetftet giving effect thereto no A
Borrowing comprised of Base Rate Advances shalkteaprincipal amount outstanding of less than $5@@ and no A Borrowing
comprised of Eurodollar Rate Advances shall hapdrecipal amount outstanding of less than (i) ifls#\ Borrowing was made by WPL or
WilTel, $5,000,000, and (ii) if such A Borrowing wanade by any other Borrower, $20,000,000.

(c) Each Borrower will give notice to the Agentoatbefore the time of each prepayment by such Bareof Advances pursuant to this
Section 2.10 specifying the Advances which areetpiepaid and the amount of such prepayment t@piéed to such Advances, and each
payment of any Advance pursuant to this Sectiofi @rlany other provision of this Agreement shalhiede in a manner such that all
Advances comprising part of the same Borrowingpaie in whole or ratably in part.

Section 2.11. Increased Costs.

(a) If, due to either (i) the introduction of onyachange (other than any change by way of impasiticincrease of reserve requirements
included in the Eurodollar Rate Reserve Percentaga)in the interpretation, application or appldity of any law or regulation or (ii) the
compliance with any guideline or request from aegtcal bank or other governmental authority (whetrenot having the force of law), there
shall be any increase in the cost to any Bank deigg to make or making, funding or maintainingdgéiollar Rate Advances to any
Borrower, then such Borrower shall from time todgimpon demand by such Bank (with a copy of suchatel to the Agent), pay to the
Agent for the account of such Bank additional amssufficient to compensate such Bank for sucheiased cost. A certificate as to the
amount of such increased cost, submitted to suctoRer and the Agent by such Bank, shall be priataef evidence of the amount of such
increased cost. No Bank shall have the right tovecany such increased costs for any period niane 90 days prior to the date such Bank
notifies the Borrowers of any such introductionaiehe, compliance or proposed compliance.

(b) If any Bank determines that compliance with &w or regulation or any guideline or request frany central bank or other governmental
authority (whether or not having the force of laffects or would affect the amount of capital regdior expected to be maintained by such
Bank or any corporation controlling such Bank amat the amount of such capital is increased byase8 upon the existence of such Bank's
commitment to lend to any Borrower hereunder ahemtommitments of this type, then, upon demansdumph Bank (with a copy of such
demand to the Agent), such Borrower shall immedigiay to the Agent for the account of such BanénT time to time as specified by such
Bank, additional amounts sufficient to compensath<Bank or such corporation in the light of suthumstances, to the extent that such
Bank reasonably determines such increase in cdpita allocable to the existence of such Bank'smaitment to lend hereunder. A certific

as to the amount of such additional amounts, suédhib such Borrower and the Agent by such Bankl| §le prima facie evidence of the
amount of such additional amounts. No Bank shalkteny right to recover any additional amounts urlis Section 2.11(b) for any period
more than 90 days prior to the date such Bankiastthe Borrowers of any such compliance.
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(c) In the event that any Bank makes a demanddpmgnt under Section 2.07 or this Section 2.11, TMAY within ninety days of such
demand, if no Event of Default or event which, witle giving of notice or lapse of time or both, Wwboonstitute an Event of Default then
exists, replace such Bank with another commera@akbn accordance with all of the provisions of llg sentence of Section 8.06(a)
(including execution of an appropriate Transferégmnent) provided that (i) all obligations of sudmR to lend hereunder shall be terminated
and the Notes payable to such Bank and all othiggailions owed to such Bank hereunder shall behased in full without recourse at par
plus accrued interest at or prior to such replacgme

(i) such replacement bank shall be reasonablgfsatory to the Agent and the Majority Banks, @ijch replacement bank shall, from and
after such replacement, be deemed for all purptosles a "Bank” hereunder with a Commitment to eBafrower in the amount of the
respective Commitment of such Bank to such Borramenediately prior to such replacement (plus, lsveplacement bank is already a
Bank prior to such replacement the respective Cdmarit of such Bank to such Borrower prior to suglacement), as such amount may be
changed from time to time pursuant hereto, and &k all of the rights, duties and obligationseumder of the Bank being replaced, and
(iv) such other actions shall be taken by the Beens, such Bank and such replacement bank as magrepriate to effect the replacement
of such Bank with such replacement bank on terrok that such replacement bank has all of the rightses and obligations hereunder as
such Bank (including, without limitation, executiand delivery of new Notes of each Borrower to siggiacement bank, redelivery to each
Borrower in due course of the Notes of such Bormpayable to such Bank and specification of therimiation contemplated by Schedule |
as to such replacement bank).

Section 2.12. lllegality. Notwithstanding any otipeovision of this Agreement, if any Bank shallifiothe Agent that the introduction of or
any change in or in the interpretation of any lawemulation shall make it unlawful, or that anyittal bank or other governmental authority
shall assert that it is unlawful, for any Bank tsriEurodollar Lending Office to perform its obligats hereunder to make, or Convert a Base
Rate Advance into, a Eurodollar Rate Advance aotatinue to fund or maintain any Eurodollar Ratevéate, then, on notice thereof to the
Borrowers by the Agent, (i) the obligation of eadhhe Banks to make, or to Convert Advances iBtaodollar Rate Advances shall be
suspended until the Agent, at the request of thpifita Banks, shall notify the Borrowers and thenRa that the circumstances causing such
suspension no longer exist, and (ii) the Borroveda | forthwith prepay in full all Eurodollar Ragalvances of all Banks then outstanding
together with all accrued interest thereon anadmlbunts payable pursuant to Section 8.04(b), uelasls Bank shall determine in good faith
in its sole opinion that it is lawful to maintainet Eurodollar Rate Advances made by such Banketetid of the respective Interest Periods
then applicable thereto or unless the Borrowerdhimwfive Business Days of notice from the Agentn@ert all Eurodollar Rate Advances of
all Banks then outstanding into Base Rate Advaircascordance with Section 2.19.

Section 2.13. Payments and Computations.

(a) Each Borrower shall make each payment herelarterinder the Notes to be made by it not later 11a00 A.M. (New York City time)
on the day when due in U.S. dollars to the Ageiitsdtlew York address referred to in Section 82ame day funds. The Agent will
promptly thereafter cause to be distributed likedsirelating to the payment of principal, intelmstommitment fees ratably (other than
amounts payable pursuant to Section 2.07, 2.14, 2.16 or 8.04(b)) to the Banks for the accourthefr respective Applicable
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Lending Offices, and like funds relating to the pent of any other amount payable to any Bank th 8ank for the account of its
Applicable Lending Office, in each case to be aapln accordance with the terms of this Agreememo event shall any Bank be entitlec
share any fee paid to the Agent pursuant to Se2tid®(b), any auction fee paid to the Agent purstmSection 2.16(a)(i) or any other fee
paid to the Agent, as such.

(b) Each Borrower hereby authorizes each Banlkydfta the extent payment owed to such Bank by 8achower is not made when due
hereunder or under any Note of such Borrower hglduzh Bank, to charge from time to time againgt@mall of such Borrower's accounts
with such Bank any amount so due.

(c) All computations of interest based on claugefaclause (b) of the definition herein of BaseédRand of commitment fees shall be mad:
the Agent on the basis of a year of 365 or 366 dayshe case may be, and all computations ofdstérased on the Eurodollar Rate, the
Federal Funds Rate or clause (c) of the definitierein of Base Rate shall be made by the Agentaimdmputations of interest pursuant to
Section 2.07 shall be made by a Bank, on the losig/ear of 360 days, in each case for the actumber of days (including the first day but
excluding the last day) occurring in the periodvidrich such interest or commitment fees are pay&tdeh determination by the Agent (or, in
the case of Section 2.07, by a Bank) of an inteegsthereunder shall be conclusive and bindinglfiqguurposes, absent manifest error.

(d) Whenever any payment hereunder or under thed\sjtall be stated to be due on a day other tBausiaess Day, such payment shall be
made on the next succeeding Business Day, andestiehsion of time shall in such case be includetiéncomputation of payment of inter
or commitment fee, as the case may be; providedether, if such extension would cause payment @ir@st on or principal of Eurodollar
Rate Advances to be made in the next followingradde month, such payment shall be made on thepmegeding Business Day.

(e) Unless the Agent shall have received noticenfeoBorrower prior to the date on which any payn®iiue by such Borrower to any Bank
hereunder that such Borrower will not make suchpeyt in full, the Agent may assume that such Boemlas made such payment in full to
the Agent on such date and the Agent may, in rediarpon such assumption, cause to be distributeddio Bank on such due date an amount
equal to the amount then due such Bank hereurfdardito the extent such Borrower shall not haveade such payment in full to the
Agent, each Bank shall repay to the Agent forthwithdemand such amount distributed to such Bardtheg with interest thereon, for each
day from the date such amount is distributed td e&nk until the date such Bank repays such amouhie Agent, at the Federal Funds R
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Section 2.14. Taxes.

(&) Any and all payments by any Borrower hereurmaiemder the Notes shall be made, in accordande®@ttion 2.13, free and clear of and
without deduction for any and all present or futténees, levies, imposts, deductions, charges drhwitlings with respect thereto, and all
liabilities with respect thereto, excluding in ttese of each Bank and the Agent, taxes imposets amcome, and franchise taxes imposed on
it, by the jurisdiction under the laws of which BuBank or the Agent (as the case may be) is orgdroz any political subdivision thereof a
in the case of each Bank, taxes imposed on itsniegcand franchise taxes imposed on it, by thedigti®n of such Bank's Applicable Lendi
Office or any political subdivision thereof (alldunon-excluded taxes, levies, imposts, deductidmsges, withholdings and liabilities being
hereinafter referred to as "Taxes"). If any Borrosieall be required by law to deduct any Taxes foorim respect of any sum payable
hereunder or under any Note to any Bank or the Adgrthe sum payable shall be increased as mayebessary so that after making all
required deductions (including deductions appliedabladditional sums payable under this SectioA)&@ch Bank or the Agent (as the case
may be) receives an amount equal to the sum itdvioave received had no such deductions been mgdeioh Borrower shall make such
deductions and (iii) such Borrower shall pay thédmount deducted to the relevant taxation autian other authority in accordance with
applicable law.

(b) In addition, each Borrower agrees to pay amg@nt or future stamp or documentary taxes or #rmr @xcise or property taxes, charges or
similar levies which arise from any payment madesibbgh Borrower hereunder or under the Notes exddytét or from the execution,
delivery or registration of, or otherwise with respto, this Agreement or such Notes (hereinaéfarred to as "Other Taxes").

(c) Each Borrower will indemnify each Bank and tgent for the full amount of Taxes or Other Taxiesl(ding, without limitation, any
Taxes or Other Taxes imposed by any jurisdictiommounts payable under this

Section 2.14) owed and paid by such Bank or thenA(gs the case may be) and any liability (inclgddenalties, interest and expenses)
arising therefrom or with respect thereto. Thiseimeification shall be made within 30 days from dia¢e such Bank or the Agent (as the case
may be) makes written demand therefor.

(d) Within 30 days after the date of the paymentaxfes by or at the direction of any Borrower, sBolrower will furnish to the Agent, at its
address referred to in Section 8.02, the original certified copy of a receipt evidencing payntéetreof. Should any Bank or the Agent ever
receive any refund, credit or deduction from angrtg authority to which such Bank or the Agent wbabt be entitled but for the payment

a Borrower of Taxes as required by this Sectiod Zitlbeing understood that the decision as to idredr not to claim, and if claimed, as to
the amount of any such refund, credit or deducsioall be made by such Bank or the Agent, as the ey be, in its sole discretion), such
Bank or the Agent, as the case may be, thereuphrspay to such Borrower an amount with respestich refund, credit or deduction ec

to any net reduction in taxes actually obtainedgiogh Bank or the Agent, as the case may be, aeddieed by such Bank or the Agent, as
the case may be, to be attributable to such reftnedlit or deduction.
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(e) Without prejudice to the survival of any otlagreement of the Borrowers hereunder, the agresmaedtobligations of the Borrowers
contained in this Section 2.14 shall survive thenpent in full of principal and interest hereundadainder the Notes.

Section 2.15. Sharing of Payments, Etc. If any Bsimddl obtain any payment (whether voluntary oolontary, or through the exercise of ¢
right of set-off or otherwise) on account of théddvances made by it (other than pursuant to Se@ion, 2.11, 2.14 or 8.04(b)) in excess of
its ratable share of payments on account of theddafces obtained by all the Banks, such Bank &hraliwith purchase from the other Bai
such participations in the A Advances owed to tlznshall be necessary to cause such purchasingtBahlare the excess payment ratably
with each of them, provided, however, that if albay portion of such excess payment is thereedtvered from such purchasing Bank,
such purchase from each Bank shall be rescindedw@tdBank shall repay to the purchasing Bank tliehase price to the extent of such
Bank's ratable share (according to the proportfdii) the amount of the participation purchasedrfreuch Bank as a result of such excess
payment to (ii) the total amount of such excessymyt) of such recovery together with an amount egusuch Bank's ratable share
(according to the proportion of (i) the amount o€ls Bank's required repayment to (ii) the total aniso recovered from the purchasing
Bank) of any interest or other amount paid or p&yaly the purchasing Bank in respect of the tatabant so recovered. Each Borrower
agrees that any Bank so purchasing a participétion another Bank pursuant to this Section 2.15,rt@the fullest extent permitted by law,
exercise all its rights of payment (including tight of set-off) with respect to such participatas fully as if such Bank were the direct
creditor of such Borrower in the amount of suchtipgration.

Section 2.16. The B Advances.

(a) Each Bank severally agrees that each Borrovegrmmake B Borrowings under this Section 2.16 frometto time on any Business Day
during the period from the date hereof until theieaof (I) the Termination Date or (Il) the datecurring 30 days prior to the Stated
Termination Date in the manner set forth belowypted that, following the making of each B Borrogjrihe aggregate amount of the
Advances then outstanding to such Borrower shaleroeed the aggregate amount of the CommitmeriteedBanks to such Borrower
(computed without regard to any B Reduction) ardagregate amount of all Advances then outstarstiali not exceed the aggregate
amount of the Commitments of the Banks to TWC (cotag without regard to any B Reduction).

(i) A Borrower may request a B Borrowing under t8isction 2.16 by delivering to the Agent, by tefgeo, telex or cable, confirmed
immediately in writing, a notice of a B Borrowing (Notice of B Borrowing"), in substantially therfo of Exhibit B-2 hereto, specifying the
date and aggregate amount of the proposed B Bargywhe maturity date for repayment of each B Adeato be made as part of such B
Borrowing (which maturity date may not be earlteant the date occurring 14 days after the dateaf BuBorrowing or later than the earlier
of

(x) 6 months after the date of such B Borrowingydrthe Stated Termination Date), the interest paxynadate or dates relating thereto, and
other terms to be applicable to such B Borrowimgl(iding, without limitation, the basis to be udgdthe Banks in determining the rate or
rates of interest to be offered by them as providguhragraph

(il) below and prepayment terms, if any, but exalgdany waiver or other modification to any of the
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conditions set forth in Article 1l1), not later thal0:00 A.M. (New York City time) (A) at least oBeisiness Day prior to the date of the
proposed B Borrowing, if such Borrower shall spgaif the Notice of B Borrowing that the rates ofeirest to be offered by the Banks shal
fixed rates per annum and (B) at least five Businiasys prior to the date of the proposed B Borrgwihsuch Borrower shall instead specify
in the Notice of B Borrowing the basis to be usgdhe Banks in determining the rates of interedtemffered by them. The Agent shall in
turn promptly notify each Bank of each requesta@ Borrowing received by it from a Borrower by damg such Bank a copy of the related
Notice of B Borrowing. Each time that a Borrowevag a Notice of B Borrowing, such Borrower shaly pathe Agent an auction fee eq

to $2000.

(i) Each Bank may, if in its sole discretion ieets to do so, irrevocably offer to make one orar®Advances to a Borrower as part of such
proposed B Borrowing at a rate or rates of intespstified by such Bank in its sole discretionpbyifying the Agent (which shall give
prompt notice thereof to such Borrower), beforedDD0A.M. (New York City time) (x) on the date of suproposed B Borrowing, in the case
of a Notice of B Borrowing delivered pursuant taude (A) of paragraph (i) above, and (y) three B2ss Days before the date of such
proposed B Borrowing in the case of a Notice of@rBwing delivered pursuant to clause (B) of paapdr(i) above, of the minimum amount
and maximum amount of each B Advance which suctkBasuld be willing to make as part of such propoBeBlorrowing (which amounts
may, subject to the proviso to the first senterfdhie Section 2.16(a), exceed such Bank's Commmitreesuch Borrower), the rate or rates of
interest therefor and such Bank's Applicable Legdbifice with respect to such B Advance; providedttif the Agent in its capacity as a
Bank shall, in its sole discretion, elect to makg auch offer, it shall notify such Borrower of suaffer before 9:45 A.M. (New York City
time) on the date on which notice of such elecisoio be given to the Agent by the other Banksanlf Bank shall elect not to make such an
offer, such Bank shall so notify the Agent, beft€e00 A.M. (New York City time) on the date on whiootice of such election is to be given
to the Agent by the other Banks, and such BanK sbéabe obligated to, and shall not, make any Baate as part of such B Borrowing;
provided that the failure by any Bank to give saokice shall not cause such Bank to be obligatedake any B Advance as part of such
proposed B Borrowing.

(iii) The Borrower requesting such proposed B Batirg shall, in turn, before 11:00 A.M. (New YorktZtime) (x) on the date of such
proposed B Borrowing in the case of a Notice of@rBwing delivered pursuant to clause (A) of paagdr (i) above and (y) three Business
Days before the date of such proposed B Borrowirtpé case of a Notice of B Borrowing deliveredsmamt to clause (B) of paragraph (i)
above, either

(A) cancel such B Borrowing by giving the Agentigetto that effect, or

(B) accept one or more of the offers made by amkBa Banks pursuant to paragraph (ii) above, deopof the lowest to highest rates of
interest or margins (or, if two or more Banks bidhee same rates of interest, and the amount @&fped offers is less than the aggregate
amount of such offers, the amount to be borrowenhfsuch Banks as part of such B Borrowing shall be
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allocated among such Banks pro rata on the basieeahaximum amount offered by such Banks at sat#sror margin in connection with
such B Borrowing), in any aggregate amount up éoatpgregate amount initially requested by suchd®eer in the relevant Notice of B
Borrowing, by giving notice to the Agent of the amno of each B Advance (which amount shall be etpual greater than the minimum
amount, and equal to or less than the maximum atnoatified to such Borrower by the Agent on belwdlsuch Bank for such B Advance
pursuant to paragraph (ii) above) to be made bl Bank as part of such B Borrowing, and reject mmgaining offers made by Banks
pursuant to paragraph (ii) above by giving the Agwiice to that effect.

(iv) If the Borrower requesting such B Borrowingtifies the Agent that such B Borrowing is cancelteotisuant to paragraph (iii)(A) above,
the Agent shall give prompt notice thereof to ttemBs and such B Borrowing shall not be made.

(v) If the Borrower requesting such B Borrowing @pts one or more of the offers made by any Barkamks pursuant to paragraph

(iii)(B) above, the Agent shall in turn promptlytifg (A) each Bank that has made an offer as dbedrin paragraph (ii) above, of the date
and aggregate amount of such B Borrowing and whetheot any offer or offers made by such Bank pard to paragraph (ii) above have
been accepted by such Borrower, (B) each Bankghatmake a B Advance as part of such B Borrowaidghe amount of each B Advance
be made by such Bank as part of such B Borrowind,(&€) each Bank that is to make a B Advance asgbauch B Borrowing, upon receij
that the Agent has received forms of documentsapegto fulfill the applicable conditions set forin Article Ill. Each Bank that is to make
a B Advance as part of such B Borrowing shall, beft?:00 noon (New York City time) on the date wéls B Borrowing specified in the
notice received from the Agent pursuant to cladgeof the preceding sentence or any later time wherh Bank shall have received notice
from the Agent pursuant to clause (C) of the premedentence, make available for the account dipiglicable Lending Office to the Agent
at its New York address referred to in Section &0¢h Bank's portion of such B Borrowing, in sarag flinds. Upon fulfillment of the
applicable conditions set forth in Article 11l aadter receipt by the Agent of such funds, the Ageititmake such funds available to such
Borrower at the Agent's aforesaid address. Prongfthr each B Borrowing the Agent will notify eaBank of the amount of the B
Borrowing, the Borrower to which such B Borrowingsvmade, the consequent B Reduction and the dad@swhich such B Reduction
commenced and will terminate.

(b) Each B Borrowing shall be in an aggregate armhotinot less than $5,000,000 or an integral midtgf $1,000,000 in excess thereof. E
Borrower agrees that it will not request a B Borirmgvunless, upon the making of such B Borrowing, lthitations set forth in the proviso to
the first sentence of Section 2.16(a) are compliithl.

(c) Within the limits and on the conditions settfoin this
Section 2.16, each Borrower may from time to tirnerdw under this
Section 2.16, repay or prepay pursuant to subsetiobelow, and reborrow under this Section 2pt6yided that a
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B Borrowing shall not be made by any Borrower witttiree Business Days of the date of another BdBong to such Borrower.

(d) Each Borrower shall repay to the Agent foraleeount of each Bank which has made a B Advansadb Borrower, or each other holder
of a B Note of such Borrower, on the maturity datteach B Advance made to such Borrower (such ntatiate being that specified by such
Borrower for repayment of such B Advance in thated Notice of B Borrowing delivered pursuant tbsection (a)(i) above and provided in
the B Note evidencing such B Advance) the then ighpancipal amount of such B Advance. No Borrowhall have any right to prepay any
principal amount of any B Advance unless, and i@y on the terms, specified by such Borrower fartsB Advance in the related Notice

B Borrowing delivered pursuant to subsection (afipve and set forth in the B Note evidencing #iédvance.

(e) Each Borrower shall pay interest on the unpaitacipal amount of each B Advance made to suchid®eer from the date of such B
Advance to the date the principal amount of sucgkdBance is repaid in full, at the rate of interfesstsuch B Advance specified by the Bank
making such B Advance in its notice with respeetdio delivered pursuant to subsection (a)(ii) @bpayable on the interest payment da
dates specified by such Borrower for such B Advandee related Notice of B Borrowing delivered guant to subsection (a)(i) above, as
provided in the B Note evidencing such B Advance.

(f) The indebtedness of each Borrower resultingnfeach B Advance made to such Borrower as parBoBarrowing shall be evidenced b
separate B Note of such Borrower payable to therastithe Bank making such B Advance.

(9) The failure of any Bank to make the B Advanzé®é¢ made by it as part of any B Borrowing shatlnetieve any other Bank of its
obligation, if any, hereunder to make its B Advancethe date of such B Borrowing, but no Bank shalfesponsible for the failure of any
other Bank to make the B Advance to be made by stitdr Bank on the date of any B Borrowing.

Section 2.17. Optional Termination. Notwithstandargything to the contrary in this Agreement, if &y Person (other than a trustee or ¢
fiduciary holding securities under an employee fieptan of TWC or of any Subsidiary of TWC) or tvem more Persons acting in concert
(other than any group of employees of TWC or of ahigs Subsidiaries) shall have acquired bendfmienership (within the meaning of Rt
13d-3 of the Securities and Exchange Commissioeutig Securities Exchange Act of 1934), directlyndirectly, of securities of TWC (or
other securities convertible into such securitiepyesenting 20% or more of the combined votinggraet all securities of TWC entitled to
vote in the election of directors, other than sii@srhaving such power only by reason of the happeof a contingency, or (vi) during any
period of up to 24 consecutive months, commencefgrie or after the date of this Agreement, indigiduvho at the beginning of such 24-
month period were directors of TWC or who were &ddy individuals who at the beginning of suchigmbrvere such directors or by
individuals elected in accordance with this cla@ideshall cease for any reason to constitute onitgjof the board of directors of TWC, or
(vii) any Person (other than TWC or a Wholly-Owrsabsidiary of TWC) or two or more Persons actingancert shall have acquired by
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contract or otherwise, or shall have entered intorgract or arrangement which upon consummatidir@gult in its or their acquisition of,
the power to exercise, directly or indirectly, agolling influence over the management or poli@éany Borrower; then the Agent shall at
the request, or may with the consent, of the heldéat least 66-2/3% in principal amount of th&ldtes then outstanding or, if no A Notes
are then outstanding, Banks having at least 66-2/Bfe Commitments, by notice to the Borrowerglae all of the Commitments and the
obligation of each Bank to make Advances to be itemted, whereupon all of the Commitments and each sbligation shall forthwith
terminate, and no Borrower shall have any furtigrtrto borrow hereunder.

Section 2.18. Extension of Termination Date. Byiceogiven to the Agent and the Banks, at leastytldiays but not more than forty-five days
before July 1 of any year after 2000, the Borrowaay request the Banks to extend the Stated TetimmBate for an additional year to a
date which is an anniversary date of the StatechiPation Date. Within thirty days after receiptsaich request, each Bank that agrees, in its
sole and absolute discretion, to so extend the&dermination Date shall notify the Borrowers émel Agent that it so agrees, and if all
Banks so agree the Stated Termination Date shaibextended.

Section 2.19. Voluntary Conversion of Advances. Bayrower may on any Business Day, if no Event efdlt then exists as to such
Borrower, upon notice (which shall be irrevocalgajen to the Agent not later than 11:00 A.M. (X}l case of a proposed Conversion into
Eurodollar Rate Advances, on the third Business [ray to the date of the proposed conversion, (ghth the case of a proposed Conver:
into Base Rate Advances, on the date of the prap@saversion, and subject to the provisions ofiast2.02 and 2.12, Convert all
Advances of one Type comprising the same A Borrgviiio Advances of the other Type; provided thah¢ Conversion of any Eurodollar
Rate Advances shall occur on a day other tharatedhy of an Interest Period for such EurodoliaieRAdvances, except as contemplated by
Section 2.12, and (ii) Advances may not be Condart® Eurodollar Rate Advances if the aggregaieaithprincipal amount of the Advant

is less than $20,000,000. Each such notice of ai€sion shall, within the restrictions specifiedab, specify (i) the date of such
Conversion, (ii) the A Advances to be Converted] @ii) if such Conversion is into Eurodollar Ratelvances, the duration of the Interest
Period for each such Advance.

Section 2.20. Automatic Provisions.

() If any Borrower shall fail to select the duoatiof any Interest Period for Eurodollar Rate Adsesin accordance with the provisions
contained in the definition of "Interest Period"Section 1.01, the Agent will forthwith so notifych Borrower and the Banks, and such
Advances will automatically, on the last day of then existing Interest Period therefor, Convet iBase Rate Advances.

(b) On the date on which the aggregate unpaid jpahamount of the Eurodollar Rate Advances of Boyrower shall be reduced to less than
$20,000,000, all of such Eurodollar Rate Advantesd sautomatically Convert into Base Rate Advances.
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ARTICLE Il
CONDITIONS

Section 3.01. Conditions Precedent to Initial Adv@s The obligation of each Bank to make its ih&idvance on or after the date hereof is
subject to the condition precedent that the Agkatl $iave received on or before the date hereaf dated on or before such date, in form
and substance satisfactory to the Agent and (eXoefhie Notes) in sufficient copies for each Bank:

(a) The A Notes executed severally by each of éspective Borrowers to the order of each of thpeetive Banks and this Agreement
executed by the Borrowers.

(b) Certified copies of the resolutions of the Bbaf Directors, or the Executive Committee therebeach Borrower authorizing the
execution of this Agreement and the Notes to beweel by such Borrower.

(c) A certificate of the Secretary or an Assistaatretary of each Borrower certifying (i) all chasgif any, that have been made to the
Certificate of Incorporation or Bylaws of such Bmsrer on or after June 15, 1995, and (ii) the naamektrue signatures of the officers of such
Borrower authorized to sign this Agreement, NotioEA Borrowing, Notices of B Borrowing and the Mstto be executed by such Borrower
and any other documents to be delivered hereundsud¢h Borrower.

(d) An opinion of William G. von Glahn, General Gmel of TWC, substantially in the form of Exhibith@reto and as to such other matters
as any Bank through the Agent may reasonably réques

(e) An opinion of Bracewell & Patterson, L.L.P.gsfal counsel to the Agent, substantially in therf@f Exhibit D hereto.

(f) A certificate of an officer of each Borrowertfer than WPL and WilTel) stating the respectivings by each of S&P and Moody's of the
senior unsecured long-term debt of such Borrowén affect on the date of this Agreement; a cexdiié of an officer of WPL stating (and
showing the calculation of) the WPL Debt to TNW iRats of March 31, 1997; and a certificate of dicef of WilTel stating (and showing
the calculation of) the WilTel Debt to EBITDA Ratis of March 31, 1997.

Section 3.02. Additional Conditions Precedent totEA Borrowing. The obligation of each Bank to makeA Advance to a Borrower on the
occasion of any A Borrowing (including the initiédlBorrowing) shall be subject to the further coratis precedent that on the date of such A
Borrowing (a) the following statements shall beetfand each of the giving of the applicable Notté& Borrowing and the acceptance by
such Borrower of the proceeds of such A Borrowihgllsconstitute a representation and warranty tmh ®orrower that on the date of such A
Borrowing such statements are true):

(i) The representations and warranties containe®kiction 4.01 pertaining to such Borrower and ites&liaries are correct in all material
respects on and as of the
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date of such A Borrowing, before and after givirfiget to such A Borrowing and to the applicationtioé proceeds therefrom, as though n
on and as of such date,

(i) No event has occurred and is continuing, ouldaesult from such A Borrowing or from the appglion of the proceeds therefrom, which
constitutes an Event of Default or which would ddote an Event of Default but for the requiremgratt notice be given or time elapse or
both, and

(iii) After giving effect to such A Borrowing andlather Borrowings which have been requested oprior to such date but which have not
been made prior to such date, the aggregate pahaipount of all Advances will not exceed the aggte of the Commitments of the Banks
to TWC (computed without regard to any B Reduction)

and (b) the Agent shall have received such othproyals, opinions or documents as any Bank thrahghAgent may reasonably request.

Section 3.03. Conditions Precedent to Each B Badmgwr he obligation of each Bank which is to maké Advance to a Borrower on the
occasion of a B Borrowing (including the initialBrrowing) to make such B Advance as part of sudsoBowing is subject to the further
conditions precedent that (i) at or before the tiemuired by paragraph (iii) of Section 2.16(ag #gent shall have received the written
confirmatory notice of such B Borrowing contemptht®y such paragraph, (ii) on or before the dateuch B Borrowing, but prior to such B
Borrowing, the Agent shall have received a B Notecaited by such Borrower payable to the order ofi ®ank for each of the one or mon
Advances to be made by such Bank as part of suBbrBwing, in a principal amount equal to the pijiat amount of the B Advance to be
evidenced thereby and otherwise on such terms esageeed to for such B Advance in accordance 84éttion 2.16, and (iii) on the date of
such B Borrowing (a) the following statements sbhalltrue (and each of the giving of the applicatitice of B Borrowing and the accepta
by such Borrower of the proceeds of such B Borrgwghall constitute a representation and warrantyumpn Borrower that on the date of s
B Borrowing such statements are true):

(1) The representations and warranties contain&egation 4.01 pertaining to such Borrower and itbsiliaries are correct on and as of the
date of such B Borrowing, before and after giviffge to such B Borrowing and to the applicatiortloé proceeds therefrom, as though made
on and as of such date,

(2) No event has occurred and is continuing, orldioesult from such B Borrowing or from the apptioa of the proceeds therefrom, which
constitutes an Event of Default or which would ddote an Event of Default but for the requiremtat notice be given or time elapse or
both,

(3) Following the making of such B Borrowing anti@her Borrowings to be made on the same day¢b 8orrower under this Agreement,
the aggregate principal amount of all Advancesuth<Borrower then outstanding will not exceed thgragate amount of the Commitments
to such Borrower (computed without regard to arfge®luction), and
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(4) After giving effect to such B Borrowing and ather Borrowings which have been requested omior o such date but which have not
been made prior to such date, the aggregate painaipount of all Advances will not exceed the aggte of the Commitments of the Banks
to TWC (computed without regard to any B Reduction)

and (b) the Agent shall have received such othprosals, opinions or documents as any Bank thrabghAgent may reasonably request.
ARTICLE IV
REPRESENTATIONS AND WARRANTIES

Section 4.01. Representations and Warranties dd¢inwers. Each Borrower represents and warrants éself and its Subsidiaries as
follows:

(a) Each Borrower is duly organized or validly fady validly existing and (if applicable) in goo@ustling under the laws of the State of
Delaware and has all corporate or limited liabiigmpany powers and all governmental licenses paiadtions, certificates, consents and
approvals required to carry on its business asemwducted in all material respects, except foreHmenses, authorizations, certificates,
consents and approvals the failure to have whicidcaot reasonably be expected to have a matehadrae effect on the business, assets,
condition or operation of such Borrower and its Sdiaries taken as a whole. Each Subsidiary of &atower is duly organized or validly
formed, validly existing and (if applicable) in gbstanding under the laws of its jurisdiction afanporation or formation, except where the
failure to be so organized, existing and in go@ehding could not reasonably be expected to havatarial adverse effect on the business,
assets, condition or operations of such BorrowdrienSubsidiaries taken as a whole. Each Subgidisa Borrower has all corporate powers
and all governmental licenses, authorizationsjfastes, consents and approvals required to aarrigs business as now conducted in all
material respects, except for those licenses, aatimns, certificates, consents and approvalsaihere to have which could not reasonably
be expected to have a material adverse effectebuhiness, assets, condition or operation of Baciower and its Subsidiaries taken as a
whole.

(b) The execution, delivery and performance by daatiower of this Agreement and the Notes and tressammation of the transactions
contemplated by this Agreement are within such 8eer's corporate or limited liability company powghave been duly authorized by all
necessary corporate or limited liability companti@at, do not contravene

(i) such Borrower's charter, by-laws, or formatamreement, or (ii) law or any contractual restoictbinding on or affecting such Borrower
and will not result in or require the creation impiosition of any Lien prohibited by this Agreemefit.the time of each borrowing of any
Advance by a Borrower, such borrowing and the dgheoproceeds of such Advance will be within sBdhrower's corporate or limited
liability company powers, will have been duly auilaed by all necessary corporate or limited liapitompany action, will not contravene (i)
such Borrower's charter, by-laws, or formation agrent, or (ii) law or any contractual restrictianding on or affecting such Borrower and
will not result in or require the creation or imga@m of any Lien prohibited by this Agreement.
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(c) No authorization or approval or other action &yd no notice to or filing with, any governmeraathority or regulatory body is required
for the due execution, delivery and performancaiy Borrower of this Agreement or the Notes ordbrsummation of the transactions
contemplated by this Agreement. At the time of eéaghiowing of any Advance by a Borrower, no authation or approval or other action
by, and no natice to or filing with, any governmadrauthority or regulatory body will be required guch borrowing or the use of the
proceeds of such Advance.

(d) This Agreement has been duly executed andeteld/by each Borrower. This Agreement is the legdid and binding obligation of each
Borrower enforceable against each Borrower in ataece with its terms, except as such enforcealoily be limited by any applicable
bankruptcy, insolvency, reorganization, moratorimnsimilar law affecting creditors' rights geneyadind by general principles of equity. The
A Notes of each Borrower are, and when execute@tNetes of such Borrower will be, the legal, vadidd binding obligations of such
Borrower enforceable against such Borrower in ataace with their respective terms, except as sofdraeability may be limited by any
applicable bankruptcy, insolvency, reorganizatimoyatorium or similar law affecting creditors' riglgenerally and by general principles of
equity.

(e) () The Consolidated and consolidating balastoeets of TWC and its Subsidiaries as at Decenthet®®6, and the related Consolidated
and consolidating statements of income and cas¥sftd TWC and its Subsidiaries for the fiscal y#mn ended, copies of which have been
furnished to each Bank, and the Consolidated andatimating balance sheets of TWC and its Subsediars at March 31, 1997, and the
related Consolidated and consolidating statemdritcome and cash flows of TWC and its Subsidiafi@ghe three months then ended, duly
certified by an authorized financial officer of TWe€bpies of which have been furnished to each Bty present, subject, in the case of
such balance sheets as at March 31, 1997, andstateiments of income and cash flows for the threeths then ended, to year-end audit
adjustments, the Consolidated and consolidatiranfiral condition of TWC and its Subsidiaries aswath dates and the Consolidated and
consolidating results of operations of TWC andSitbsidiaries for the year and three month perieshectively, ended on such dates, all in
accordance with generally accepted accounting iplieec consistently applied. Since March 31, 198&r¢ has been no material adverse
change in the condition or operations of TWC ofSitssidiaries.

(i) The consolidating balance sheets of TWC aaditbsidiaries as at December 31, 1996, and Mdrch9®7, referred to in

Section 4.01(e)(i), and the related consolidatiagesnents of income and cash flows of TWC andutss&liaries for the fiscal year and three
months, respectively, then ended referred to ini@ed.01(e)(i), to the extent such balance shaetsstatements pertain to NWP, fairly
present (subject, in the case of such balance sBestMarch 31, 1997 and such statements of inesmeash flows for the three months t
ended, to year-end audit adjustments) the Condetidinancial condition of NWP and its Subsidiaréssat such dates and the Consolidated
results of operations of NWP and its Subsidiariggtie year and three month period, respectivelgied on such dates, all in accordance with
generally accepted accounting principles consitamplied. Since March 31, 1997, there has beemaierial adverse change in the
condition or operations of NWP or its Subsidiaries.
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(iii) The Consolidated balance sheet of WPL andiibsidiaries as at December 31, 1996, and thiede@@onsolidated statement of income
and cash flows of WPL and its Subsidiaries forftbeal year then ended, copies of which have baarighed to each Bank, and the
Consolidated balance sheet of WPL and its Subgdias at March 31, 1997, and the related Condetidstatement of income and cash fli
of WPL and its Subsidiaries for the three montlentbnded, duly certified by an authorized finanoféiter of WPL, copies of which have
been furnished to each Bank, fairly present, sipjethe case of such balance sheet as at March9®¥, and such statement of income and
cash flows for the three months then ended, to-gedraudit adjustments, the Consolidated finarmmatition of WPL and its Subsidiaries as
at such dates and the Consolidated results of ipessof WPL and its Subsidiaries for the year #imde month period, respectively, endet
such dates, all in accordance with generally aeckptcounting principles consistently applied. 8iktarch 31, 1997, there has been no
material adverse change in the condition or opamatof WPL or its Subsidiaries.

(iv) The Consolidated balance sheet of TGPL an8iitissidiaries as at December 31, 1996, and thiede@onsolidated statement of income
and cash flows of TGPL and its Subsidiaries forftbeal year then ended, copies of which have heerished to each Bank, and the
Consolidated balance sheet of TGPL and its Subi@dias at March 31, 1997, and the related Coretelitistatement of income and cash
flows of TGPL and its Subsidiaries for the threentis then ended, duly certified by an authorizedricial officer of TGPL, copies of which
have been furnished to each Bank, fairly preseihijest, in the case of such balance sheet as ath\Vir, 1997, and such statement of income
and cash flows for the three months then endegedo-end audit adjustments, the Consolidated fiahnondition of TGPL and its
Subsidiaries as at such dates and the Consolidegatts of operations of TGPL and its Subsidiafdethe year and three month period,
respectively, ended on such dates, all in accoadaiith generally accepted accounting principlessiiantly applied. Since March 31, 1997,
there has been no material adverse change in tttbtiom or operations of TGPL or its Subsidiaries.

(v) The Consolidated balance sheet of TGT andutssigliaries as at December 31, 1996, and the deabasolidated statement of income
cash flows of TGT and its Subsidiaries for thedisgear then ended, copies of which have beendheni to each Bank, and the Consolidated
balance sheet of TGT and its Subsidiaries as atiMat, 1997, and the related Consolidated stateaféntome and cash flows of TGT and
its Subsidiaries for the three months then endely, ckrtified by an authorized financial officer 86T, copies of which have been furnished
to each Bank, fairly present, subject, in the adsaich balance sheet as at March 31, 1997, ardssatement of income and cash flows for
the three months then ended, to year-end audisid@nts, the Consolidated financial condition ofTT&hd its Subsidiaries as at such dates
and the Consolidated results of operations of T&d ies Subsidiaries for the year and three monttoderespectively, ended on such dates,
all in accordance with generally accepted accogritinciples consistently applied. Since March 3197, there has been no material adverse
change in the condition or operations of TGT ofSitssidiaries.
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(vi) The Consolidated balance sheet of WHD an&itbsidiaries as at December 31, 1996, and theede@dnsolidated statement of income
and cash flows of WHD and its Subsidiaries forfikeal year then ended, copies of which have baarighed to each Bank, and the
Consolidated balance sheet of WHD and its Sub$diars at March 31, 1997, and the related Congetidstatement of income and cash
flows of WHD and its Subsidiaries for the three riisnthen ended, duly certified by an authorizedrfirial officer of WHD, copies of which
have been furnished to each Bank, fairly presenjest, in the case of such balance sheet as athVdr, 1997, and such statement of income
and cash flows for the three months then endegkedo-end audit adjustments, the Consolidated fiahnondition of WHD and its
Subsidiaries as at such dates and the Consolidegatts of operations of WHD and its Subsidiari@stfie year and three month period,
respectively, ended on such dates, all in accoadaiith generally accepted accounting principlessiantly applied. Since March 31, 1997,
there has been no material adverse change in tfthtiom or operations of WHD or its Subsidiaries.

(vii) The Consolidated balance sheet of William$e€emmunications Systems, Inc. ("WTS"), a predemestWilTel, as at December 31,
1996, and the related Consolidated statement ofiiecand cash flows of WTS for the fiscal year theded, copies of which have been
furnished to each Bank, and the Consolidated balaheet of WTS as at March 31, 1997, and the celatmsolidated statement of income
and cash flows of WTS for the three months therednduly certified by an authorized financial offiof WTS, copies of which have been
furnished to each Bank, fairly present, subjecthancase of such balance sheet as at March 37, 486 such statement of income and cash
flows for the three months then ended, to yearamdit adjustments, the Consolidated financial cimiof WTS as at such dates and the
Consolidated results of operations of WTS for tharyand three month period, respectively, endeslioh dates, all in accordance with
generally accepted accounting principles consisteqmplied. From March 31, 1997, to April 30, 19¥Tere was no material adverse change
in the condition or operations of WTS, which waggeel into WilTel on April 30, 1997. Since May 1,919 there has been no material
adverse change in the condition or operations T &/

(f) Except as set forth in the Public Filings oradiserwise disclosed in writing by a Borrower te f8anks and the Agent after the date hereof
and approved by the Majority Banks, there is, asatth Borrower, no pending or, to the knowledgsuch Borrower, threatened action or
proceeding affecting such Borrower or any Subsydidrsuch Borrower before any court, governmenganey or arbitrator, which could
reasonably be expected to materially and adveedtdyt the financial condition or operations of lsiBorrower and its Subsidiaries taken as a
whole or which purports to affect the legality, idély, binding effect or enforceability of this Agement or any Note.

(9) No proceeds of any Advance will be used for pagpose or in any manner not permitted by Sedioa(k).

(h) No Borrower is engaged in the business of editencredit for the purpose of purchasing or caigyinargin stock (within the meaning of
Regulation U issued by the Board of Governors effederal Reserve System), and no proceeds of any
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Advance will be used to purchase or carry any soatgin stock (other than purchases of common stgpkessly permitted by Section 5.02

(k)) or to extend credit to others for the purpofeurchasing or carrying any such margin stockioong the application of the proceeds of
each Advance, not more than 25% of the value o&#isets of any Borrower will be represented by snatgin stock and not more than 25%
of the value of the assets of any Borrower an8itssidiaries will be represented by such margioksto

(i) No Borrower is an "investment company" or a gamy "controlled" by an "investment company" witktfie meaning of the Investment
Company Act of 1940, as amended.

()) No Termination Event has occurred or is reabbnaxpected to occur with respect to any Planafbich an Insufficiency exists. No
Borrower nor any ERISA Affiliate of any Borrower igeceived any notification that any Multiemploy’tan is in reorganization or has been
terminated, within the meaning of Title IV of ERISAnd no Borrower is aware of any reason to exjpettany Multiemployer Plan is to be
reorganization or to be terminated within the megraf Title IV of ERISA.

(k) As of the date of this Agreement, the Unitedt&s federal income tax returns of each Borrowrefathan WHD and WilTel) and the
material Subsidiaries of each Borrower (other tBabsidiaries not in existence on December 31, 1888¢ been examined through the fiscal
year ended December 31, 1989. Each Borrower an8ubsidiaries of each Borrower have filed all Uti&tates Federal income tax retu

and all other material domestic tax returns whighraquired to be filed by them and have paid,rovided for the payment before the same
become delinquent of, all taxes due pursuant th seftirns or pursuant to any assessment receivadypBorrower or any such Subsidiary,
other than those taxes contested in good faithppyapriate proceedings. The charges, accrualses@iwes on the books of each Borrower
and the material Subsidiaries of each Borroweespect of taxes are adequate.

(I) No Borrower is a "holding company," or a "suliary company" of a "holding company,” or an "affie" of a "holding company" or of a
"subsidiary company" of a "holding company," ompablic utility" within the meaning of the Public ity Holding Company Act of 1935, as
amended.

(m) Except as set forth in the Public Filings oo#serwise disclosed in writing by a Borrower te Banks and the Agent after the date hereof
and approved by the Majority Banks, the Borrowers #heir respective material Subsidiaries are multance in all material respects with
Environmental Protection Statutes to the extenenltto their respective operations or financ@dition. Except as set forth in the Public
Filings or as otherwise disclosed in writing by @r®wer to the Banks and the Agent after the datedf and approved by the Majority

Banks, the aggregate contingent and non-contirigdilities of each Borrower and its Subsidiariether than those reserved for in
accordance with generally accepted accounting ipieecand set forth in the financial statementsardig such Borrower referred to in
Section 4.01(e) and delivered to each Bank) whielr@asonably expected to arise in connection @ithe requirements of Environmental
Protection Statutes or (ii) any obligation or lighito any
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Person in connection with any Environmental matterduding, without limitation, any release oréhtened release (as such terms are
defined in the Comprehensive Environmental Respdbsmpensation and Liability Act of 1980) of anyzdedous Waste, Hazardous
Substance, other waste, petroleum or petroleumugtednto the Environment) does not exceed 10%®f{donsolidated Tangible Net Worth
of such Borrower (excluding liabilities to the emteovered by insurance if the insurer has confittiat such insurance covers such liabil
or which such Borrower reasonably expects to recfreen ratepayers).

ARTICLE V
COVENANTS OF THE BORROWERS

Section 5.01. Affirmative Covenants. So long as Eoye shall remain unpaid or any Bank shall hawe@ommitment to any Borrower
hereunder, each Borrower will, unless the MajoBanks shall otherwise consent in writing:

(a) Compliance with Laws, Etc. Comply, and causshed its Subsidiaries to comply, in all materie$pects with all applicable laws, rules,
regulations and orders (except where failure togroould not reasonably be expected to have armbtalverse effect on the business,
assets, condition or operations of such BorrowdrienSubsidiaries taken as a whole), such comgdiaa include, without limitation, the
payment and discharge before the same become detihqf all taxes, assessments and governmentajeshar levies imposed upon it or
of its Subsidiaries or upon any of its propertyany property of any of its Subsidiaries, and alifla claims which, if unpaid, might become a
Lien upon any property of it or any of its Subsidia, provided that no Borrower nor any Subsidiafrg Borrower shall be required to pay
any such tax, assessment, charge, levy or clairmhaibibeing contested in good faith and by propecgedings and with respect to which
reserves in conformity with generally accepted aotiog principles, if required by such principlasyve been provided on the books of such
Borrower or such Subsidiary, as the case may be.

(b) Reporting Requirements. Furnish to each oBheks:

(i) as soon as possible and in any event withie fays after the occurrence of each Event of Defaudach event which, with the giving of
notice or lapse of time or both, would constituteEvent of Default, continuing on the date of setdtement, a statement of an authorized
financial officer of such Borrower setting forthetdetails of such Event of Default or event andatttéons, if any, which such Borrower has
taken and proposes to take with respect thereto;

(i) as soon as available and in any event not aten 60 days after the end of each of the finste quarters of each fiscal year of such
Borrower, the Consolidated balance sheets of sucto®er and its Subsidiaries as of the end of guarter and the Consolidated statements
of income and cash flows of such Borrower and itssiiaries for the period commencing at the enth@fprevious year and ending with the
end of such quarter, all in reasonable detail and
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duly certified (subject to year-end audit adjusttsiby an authorized financial officer of such Raver as having been prepared in
accordance with generally accepted accounting iples; together with a certificate of said offi¢a) stating that he has no knowledge that an
Event of Default, or an event which, with noticelapse of time or both, would constitute an Everbefault has occurred and is continuing
or, if an Event of Default or such an event hasuoexl and is continuing, a statement as to theraahereof and the action, if any, which s
Borrower proposes to take with respect thereto,(ehdhowing in detail the calculation supportingls statement in respect of Section 5.02

(b);

(iii) as soon as available and in any event nefrlttan 105 days after the end of each fiscal geanch Borrower, a copy of the annual audit
report for such year for such Borrower and its 8libses, including therein Consolidated balanceet of such Borrower and its Subsidie
as of the end of such fiscal year and Consolidstaigments of income and cash flows of such Bonrand its Subsidiaries for such fiscal
year, in each case prepared in accordance withrglgnaccepted accounting principles and certifigd=rnst & Young, LLP or othe
independent certified public accountants of recpgghistanding acceptable to the Majority Banks, ttogrewith a certificate of such account
firm to the Banks (a) stating that, in the courkthe regular audit of the business of such Bormavel its Subsidiaries, which audit was
conducted by such accounting firm in accordanch génerally accepted auditing standards, such atiogufirm has obtained no knowledge
that an Event of Default or an event which, withice or lapse of time or both, would constituteEarent of Default, has occurred and is
continuing, or if, in the opinion of such accougtifirm, an Event of Default or such an event hamuo®d and is continuing, a statement as to
the nature thereof, and (b) showing in detail thleuations supporting such statement in respe8ieation 5.02(b); provided, however, tha
the case of NWP the primary audited financial stetets required by this Section 5.01(b)(iii) maypbesented on a historical cost basis, but
such audited financial statements shall includedaktional information, on a push-down basis wftey the purchase price of NWP paid by
TWC, a Consolidated balance sheet, a Consolidadensent of income and a Consolidated cash flotestant of NWP and its Subsidiaries
as of the end of and for the relevant fiscal yaliprepared in accordance with generally accept@dunting principles but excluding
footnotes for the push-down financial statements;

(iv) such other information respecting the busir@sgroperties, or the condition or operationsaficial or otherwise, of such Borrower or i
of its material Subsidiaries as any Bank throughAhent may from time to time reasonably request;

(v) promptly after the sending or filing thereofpies of all proxy material, reports and other infation which such Borrower sends to an
its security holders, and copies of all final rep@nd final registration statements which suchr@eer or any material Subsidiary of such
Borrower files with the Securities and Exchange Gossion or any national securities exchange;
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(vi) as soon as possible and in any event (A) wiB0 Business Days after such Borrower or any ERASate of such Borrower knows or
has reason to know that any Termination Event dssgiin clause (i) of the definition of Terminati&@vent with respect to any Plan has
occurred and (B) within 30 Business Days after dahrower or any ERISA Affiliate of such Borrowendws or has reason to know that any
other Termination Event with respect to any Plas tecurred or is reasonably expected to occugtaraent of the chief financial officer or
chief accounting officer of such Borrower descripsuch Termination Event and the action, if anyicWwisuch Borrower or such ERISA
Affiliate of such Borrower proposes to take witlspect thereto;

(vii) promptly and in any event within 25 Busind3ays after receipt thereof by such Borrower or BRYSA Affiliate of such Borrower,
copies of each naotice received by such BorrowemngrERISA Affiliate of such Borrower from the PBGating its intention to terminate a
Plan or to have a trustee appointed to administgiPdan;

(viii) within 30 days following request therefor lapy Bank, copies of each Schedule B (Actuariaimfation) to each annual report (Form
5500 Series) of such Borrower or any ERISA Afféiaif such Borrower with respect to each Plan;

(ix) promptly and in any event within 25 BusinessyB after receipt thereof by such Borrower or aRyFA Affiliate of such Borrower from
the sponsor of a Multiemployer Plan, a copy of eaafice received by such Borrower or any ERISA lffe of such Borrower concerning

(A) the imposition of a Withdrawal Liability by a idtiemployer Plan, (B) the determination that a Marhployer Plan is, or is expected to be,
in reorganization within the meaning of Title IV BRISA, (C) the termination of a Multiemployer Phaithin the meaning of Title IV of
ERISA, or (D) the amount of liability incurred, erpected to be incurred, by such Borrower or aniS@RAffiliate of such Borrower in
connection with any event described in clause (B),or (C) above;

(x) not more than 60 days (or 105 days in the chs$ke last fiscal quarter of a fiscal year of sidrrower) after the end of each fiscal qua

of such Borrower, a certificate of an authorizethficial officer of such Borrower (a) stating thepective ratings, if any, by each of S&P and
Moody's of the senior unsecured long-term debuohsBorrower as of the last day of such quartgrif Guch Borrower is WPL and WPL is
Unrated, stating (and showing the calculation lo€) WPL Debt to TNW Ratio on the last day of suchrtgr, and (c) if such Borrower is
WilTel and WilTel is Unrated, stating (and showihg calculation of) the WilTel Debt to EBITDA Ratim the last day of such quarter; and

(xi) promptly after any withdrawal or terminatioftbe letter referred to in the second to lasteece of Section 1.05 or any change in the
indicated rating set forth therein or any changeirissuance, withdrawal or termination
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of, the rating of any senior unsecured long-teriot dé¢ such Borrower by S&P or Moody's, notice tlodre

(c) Maintenance of Insurance. Maintain, and caash ef its material Subsidiaries to maintain, iaswe with responsible and reputable
insurance companies or associations in such amandtsovering such risks as is usually carrieddmganies engaged in similar businesses
and owning similar properties in the same genersdsin which such Borrower or its Subsidiariesrafeg provided that such Borrower or

of its Subsidiaries may self-insure to the extertt & the manner normal for companies of like sigpe and financial condition.

(d) Preservation of Corporate Existence, Etc. Pvesand maintain, and cause each of its Subsidi&mipreserve and maintain, its corporate
existence, rights, franchises and privileges injtinisdiction of its incorporation, and qualify angimain qualified, and cause each Subsidiary
to qualify and remain qualified, as a foreign cagtimn in each jurisdiction in which qualificatié® necessary or desirable in view of its
business and operations or the ownership of itsepties, except

(1) in the case of any Non-Borrowing Subsidiansoth Borrower, where the failure of such Subsidtargo preserve, maintain, qualify and
remain qualified could not reasonably be expeatdtblve a material adverse effect on the businssstsa condition or operations of such
Borrower and its Subsidiaries taken as a whole(anhih the case of such Borrower, where the faibfreuch Borrower to preserve and
maintain such rights, franchises and privilegestargb qualify and remain qualified could not resduy be expected to have a material
adverse effect on the business, assets, conditioperations of such Borrower and its Subsidiaiaésn as a whole.

Section 5.02. Negative Covenants. So long as ang dlall remain unpaid or any Bank shall have anm@itment to any Borrower
hereunder, no Borrower will, without the writtennsent of the Majority Banks:

(a) Liens, Etc. Create, assume, incur or suffexist, or permit any of its Subsidiaries to creatsume, incur or suffer to exist, any Lien o
in respect of any of its property, whether now ot/oe hereafter acquired, or assign or otherwis&epnor permit any such Subsidiary to
assign or otherwise convey, any right to receiweiine, in each case to secure or provide for thenpayof any Debt of any Person, except
that:

(i) TWC and its Non-Borrowing Subsidiaries whicte arot Subsidiaries of any other Borrower may craatair, assume or suffer to exist
Permitted TWC Liens;

(i) WHD and its Non-Borrowing Subsidiaries whicteanot Subsidiaries of any other Borrower (othantiWC) may create, incur, assume
or suffer to exist Permitted WHD Liens;

(iif) NWP and its Non-Borrowing Subsidiaries mayate, incur, assume or suffer to exist Permitted™NWens;
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(iv) TGPL and its Non-Borrowing Subsidiaries magate, incur, assume or suffer to exist Permitte®@I Giens;
(v) TGT and its Non-Borrowing Subsidiaries may ¢eg@ncur, assume or suffer to exist Permitted T@®hs; and
(vi) WPL and its Non-Borrowing Subsidiaries mayates incur, assume or suffer to exist Permitted \WRhs.
(vii) WilTel and its Non-Borrowing Subsidiaries mayeate, incur, assume or suffer to exist Permittéd el Liens.

(b) Debt. (i) In the case of TWC, permit the raidfqA) the aggregate amount of all Debt of TWC @sdSubsidiaries on a Consolidated basis
to (B) the sum of the Consolidated Net Worth of T\WGs the aggregate amount of all Debt of TWC as&ubsidiaries on a Consolidated
basis to exceed 0.65 to 1.0 at any time;

(i) In the case of WHD, permit the ratio of (A)etaggregate amount of all Debt of WHD and its Slibges on a Consolidated basis to (B)
the sum of the Consolidated Net Worth of WHD phus &ggregate amount of all Debt of WHD and its &liéases on a Consolidated basis to
exceed 0.55to 1.0 at any time; and

(iii) In the case of any Borrower (other than TWi@IaVHD), permit the ratio of (A) the aggregate amtoef all Debt of such Borrower and
Subsidiaries on a Consolidated basis to (B) the glutime Consolidated Net Worth of such Borrowerspgloe aggregate amount of all Debt of
such Borrower and its Subsidiaries on a Consolitlbssis to exceed 0.60 to 1.0 at any time.

(c) Merger and Sale of Assets. Merge or consoliddtie or into any other Person, or sell, leasetbeovise transfer all or substantially all of
its assets, or permit any of its material Subsidgto merge or consolidate with or into any otherson, or sell, lease or otherwise transfer all
or substantially all of its assets, except that Section 5.02(c) shall not prohibit:

(i) any Borrower and its Subsidiaries from sellitegsing or otherwise transferring their respectissets in the ordinary course of business;

(i) any merger, consolidation or sale, lease beotransfer of assets involving only TWC and ib&diaries; provided, however, that
transactions under this paragraph (ii) shall beng¢zd if, and only if, (x) there shall not existi@sult an Event of Default or an event which
with notice or lapse of time or both would congstan Event of Default and (y) in the case of damhsaction referred to in this paragraph (ii)
involving any Borrower or any of its Subsidiariesch transaction could not reasonably be expeotadgair materially the ability of such
Borrower to perform its obligations hereunder ander the Notes and such Borrower shall continuexist;
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(iif) any Borrower and its Subsidiaries from sefjjieasing or otherwise transferring their respectjathering assets and other production
facilities, or the stock of any Person substantiall of the assets of which are gathering assedsogher production area facilities, to TWC or
to any Subsidiary of TWC for consideration thatdt materially less than the net book value of sagdets and facilities; provided, however,
that transactions under this paragraph (iii) sbalpermitted if, and only if, there shall not exastresult an Event of Default or an event which
with notice or lapse of time or both would congttan Event of Default;

(iv) any sale and lease-back of cushion gas byBamyower or any of its Subsidiaries or any sale lade-back of inventory by WPL or any
of its Subsidiaries (other than another Borrower);

(v) sales of receivables of any kind; or

(vi) any sale, lease or other transfer of any stucassets of Transco Energy Company and its Siabigis, provided, however, that
transactions under this paragraph (vi) shall bengad if, and only if, prior to the time of sudtabsaction Transco Energy Company and its
Subsidiaries shall have transferred to TWC alhefitrespective interests in TGPL and TGT and shatlhave reacquired any such interest
and there shall not exist or result an Event ofaDifor an event which with notice or lapse of tiandoth would constitute an Event of
Default.

(d) Agreements to Restrict Dividends and Certaiansfers. Enter into or suffer to exist, or permiy af its Subsidiaries to enter into or suffer
to exist, any consensual encumbrance or restrictiothe ability of any Subsidiary of TWC (i) to pajrectly or indirectly, dividends or mal
any other distributions in respect of its capitat& or pay any Debt or other obligation owed to T\t to any Subsidiary of TWC; or (ii) to
make loans or advances to TWC or any SubsidiafWé€, except (1) encumbrances and restrictions grirmmaterial Non- Borrowing
Subsidiary of TWC (other than WNG and WFS), (2)sth@ncumbrances and restrictions existing on tteetdaeof and described in Exhibit
E, (3) other encumbrances and restrictions nowecgdfter existing of any Borrower or any of its NBarrowing Subsidiaries that are not
more restrictive in any material respect than theuenbrances and restrictions with respect to swarhoBer or its Non-Borrowing
Subsidiaries described in Exhibit E, and (4) anguembrances and restrictions created in connectitthamy sale and lease-back of cushion
gas by any Borrower or any Subsidiary of any Bogpar any sale and lease-back of inventory by WPany of its Subsidiaries (other than
another Borrower).

(e) Loans and Advances. Borrow or otherwise recaiyeloan or advance from TWC, and TWC will not mak permit to remain
outstanding any loan or advance to, or own, pulascquire any obligations or debt securitiesnf, Subsidiary of TWC, except that TV
may make and permit to remain outstanding loansagivdnces to its Subsidiaries (and such Subsidiar&y borrow or otherwise receive
such loans and advances) if each such loan or ademcluding loans and advances to a Subsidiary of
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TWC if the aggregate principal amount of all sugbleded loans and advances to such Subsidiary mimesxceed $100,000) is evidenced by
a written instrument duly executed by the SubsjdarTWC to which such loan or advance is maderdbederest at TWC's or such
Subsidiary's market rate of interest and maturesrdrefore the Termination Date.

(f) Maintenance of Ownership of Certain Subsidiari®ell, issue or otherwise dispose of, or creesyume, incur or suffer to exist any Lier
or in respect of, or permit any of its Subsidiatizsell, issue or otherwise dispose of or cresgsume, incur or suffer to exist any Lien on or
in respect of, any shares of or any interest insdrares of the capital stock of (1) WHD, WNG, WR&L, TGPL, TGT or NWP or any of
their respective material Subsidiaries or (2) anpsidiary of TWC at the time it owns any sharesradiny interest in any shares of the capital
stock of WHD, WNG, WFS, WPL, TGPL, TGT or NWP oryanf their respective material Subsidiaries; preddhowever, that, this Section
5.02(f) shall not prohibit the sale or other dispos of the stock of any Subsidiary of TWC to TVW6€any Wholly-Owned Subsidiary of
TWC if, but only if, (x) there shall not exist cgsult an Event of Default or an event which withic®or lapse of time or both would
constitute an Event of Default and

(y) in the case of each sale or other dispositédarred to in this proviso involving any Borrowaramy of its Subsidiaries, such sale or other
disposition could not reasonably be expected taimpaterially the ability of such Borrower to pamin its obligations hereunder and under
the Notes and such Borrower shall continue to exist

(g) Compliance with ERISA. (i) Terminate, or permaity ERISA Affiliate of such Borrower to terminatmy Plan so as to result in any
liability of such Borrower or any such ERISA Affilie to the PBGC in excess of $5,000,000, or (iijrjito exist any occurrence of any
Termination Event with respect to a Plan for whicére is an Insufficiency in excess of $5,000,000.

(h) Transactions with Related Parties. Make ang &glmake any purchase from, extend credit to.enpalyment for services rendered by, or
enter into any other transaction with, or permit araterial Subsidiary of such Borrower to make salg to, make any purchase from, extend
credit to, make payment for services rendered bgnter into any other transaction with, any Reld@arty of such Borrower or of such
Subsidiary unless as a whole such sales, purchadessions of credit, rendition of services arfteotransactions are (at the time such sale,
purchase, extension of credit, rendition of seiwiseother transaction is entered into) on terntsamditions reasonably fair in all material
respects to such Borrower or such Subsidiary irgtha faith judgment of such Borrower.

(i) Guarantees. Guarantee or otherwise becomengentily liable for, or permit any of its Subsidégito guarantee or otherwise become
contingently liable for, Debt of any SubsidiaryTiVC (other than Williams Energy Company and its Sdiaries which are not Borrowers)
while an Event of Default is continuing.

()) Sale and Lease-Back Transactions. Enter intpeomit any of its Subsidiaries to enter into, &ate and Lease-Back Transaction, if after
giving effect
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thereto such Borrower would not be permitted tairat least $1.00 of additional Debt secured byea permitted by (i) paragraph (z) of
Schedule Il in the case of NWP and its Subsid&rig) paragraph (z) of Schedule VI in the cas@WfC and its Non-Borrowing Subsidiaries
which are not Subsidiaries of any other Borrowid), faragraph (z) of Schedule 1V in the case ofPlGand its Subsidiaries, (iv) paragraph
of Schedule V in the case of TGT and its Subsidgrv) paragraph (i) of Schedule VII in the caB&/&L and its Subsidiaries, (vi) paragre

(z) of Schedule VIl in the case of WHD and its Siglaries, and (vii) paragraph () of Schedule iXhe case of WilTel and its Subsidiaries.

(k) Use of Proceeds. Use any proceeds of any AdvBorcany purpose other than general corporategsesp(including, without limitation,
repurchases by TWC of its capital stock, workingitzd and capital expenditures) or use any suchg@ds in any manner which violates or
results in a violation of law; provided, howeveatimo proceeds of any Advance will be used to aecany equity security of a class which is
registered pursuant to Section 12 of the Seculiiehange Act of 1934, as amended, (other tharparghase of common stock of any
corporation, if such purchase is not subject taiSes 13 and 14 of the Securities Exchange Act9®4land is not opposed, resisted or
recommended against by such corporation or its gemant or directors, provided that the aggregatuatof common stock of any
corporation (other than Apco Argentina Inc., a Caynslands corporation) purchased during any caleyear shall not exceed 1% of the
common stock of such corporation issued and oudstgrat the time of such purchase) or in any mamtgch contravenes law, and no
proceeds of any Advance will be used to purchasmoy any margin stock (within the meaning of Ratian G or Regulation U issued by
the Board of Governors of the Federal Reserve 8yst&xcept purchases by TWC of its capital stockfier giving effect thereto, none of 1
Advances would constitute purpose credit withinreaning of such Regulation U or purpose creditiwithe meaning of such Regulation

ARTICLE VI
EVENTS OF DEFAULT
Section 6.01. Events of Default. If any of the daling events ("Events of Default") shall occur dredcontinuing:

(a) Any Borrower shall fail to pay any principal afiy Note executed by it when the same becomeamtlipayable, or shall fail to pay any
interest on any such Note or any fee or other amtauipe paid by it hereunder within ten days dfer same becomes due and payable; or

(b) Any certification, representation or warrantgahe by any Borrower herein or by any Borrower for afficer of any Borrower) in writing
under or in connection with any Note or this Agree(including, without limitation, representaticansd warranties deemed made pursuant
to

Section 3.02 or 3.03) shall prove to have beenriecbin any material respect when made or deenstenor
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(c) Any Borrower shall fail to perform or obseniggny term, covenant or agreement contained iti®e8.01(b) on its part to be performed
or observed and such failure shall continue foe Business Days after the earlier of the date adtiereof shall have been given to such
Borrower by the Agent or any Bank or the date sBohrower shall have knowledge of such failure,iprany term, covenant or agreement
contained in this Agreement (other than a termegoawt or agreement contained in Section 5.01(bghgMote on its part to be performed or
observed; or

(d) Any Borrower or any Subsidiary of any Borrovgsall fail to pay any principal of or premium oténest on any Debt which is outstanding
in a principal amount of at least $60,000,000 malygregate (excluding Debt evidenced by the Natlesych Borrower or such Subsidiary
the case may be), when the same becomes due aaldl@éyhether by scheduled maturity, required pyeynt, acceleration, demand or
otherwise), and such failure shall continue atterdpplicable grace period, if any, specified i algreement or instrument relating to such
Debt; or any other event shall occur or conditibalkexist under any agreement or instrument madattdb any such Debt and shall continue
after the applicable grace period, if any, spedifiesuch agreement or instrument, if the effectuath event or condition is to accelerate, or to
permit the acceleration of, the maturity of suctbDer any such Debt shall be declared to be ddepagable, or required to be prepaid (other
than by a regularly scheduled required prepaymeasaequired pursuant to an illegality event ef type set forth in Section 2.12), prior to
the stated maturity thereof; provided, howevert tha provisions of this Section 6.01(d) shall apply to any Non-Recourse Debt of any
Subsidiary of a Borrower; or

(e) Any Borrower or any material Subsidiary of @&grrower shall generally not pay its debts as sigiits become due, or shall admit in
writing its inability to pay its debts generally, shall make a general assignment for the benkéitemlitors; or any proceeding shall be
instituted by or against any Borrower or any mate®iubsidiary of any Borrower seeking to adjudigagebankrupt or insolvent, or seeking
liquidation, winding up, reorganization, arrangemealjustment, protection, relief, or compositidntar its debts under any law relating to
bankruptcy, insolvency or reorganization or retiéflebtors, or seeking the entry of an order foefer the appointment of a receiver, trus
or other similar official for it or for any substi#d part of its property and, in the case of angtsproceeding instituted against it (but not
instituted by it), shall remain undismissed or agyst for a period of 30 days; or any Borrower or avaterial Subsidiary of any Borrower
shall take any action to authorize any of the astiset forth above in this subsection (e); or

(f) Any judgment or order for the payment of morneyexcess of $60,000,000 shall be rendered agairysBorrower or any material
Subsidiary of any Borrower and remain unsatisfied either (i) enforcement proceedings shall hawnlmmmenced by any creditor upon
such judgment or order or (ii) there shall be aesiqnl of 30 consecutive days during which a stagrdbrcement of such judgment or order,
by reason of a pending appeal or otherwise, sloalba in effect; or
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(9) Any Termination Event with respect to a Plaalshave occurred and, 30 days after notice theskall have been given to any Borrower
by the Agent, (i) such Termination Event shalll &dist and

(i) the sum (determined as of the date of occureesf such Termination Event) of the Insufficiemfysuch Plan and the Insufficiency of any
and all other Plans with respect to which a TertdmaEvent shall have occurred and then existr{dhé case of a Plan with respect to which
a Termination Event described in clause (ii) ofdeéinition of Termination Event shall have occuarand then exist, the liability related
thereto) is equal to or greater than $5,000,000; or

(h) Any Borrower or any ERISA Affiliate of any Bawer shall have been notified by the sponsor ofudti®mployer Plan that it has incurred
Withdrawal Liability to such Multiemployer Plan an amount which, when aggregated with all otherwart®required to be paid to
Multiemployer Plans in connection with Withdrawabhilities (determined as of the date of such m#ifon), exceeds $15,000,000 in the
aggregate or requires payments exceeding $10,009&0annum; or

(i) Any Borrower or any ERISA Affiliate of any Baswer shall have been notified by the sponsor ofidti#mployer Plan that such
Multiemployer Plan is in reorganization or is betegminated, within the meaning of Title IV of ERASIf as a result of such reorganization
or termination the aggregate annual contributidith® Borrowers and their respective ERISA Affikatto all Multiemployer Plans which are
then in reorganization or being terminated havenlmrewill be increased over the amounts contribtieeslich Multiemployer Plans for the
respective plan years which include the date hdrgain amount exceeding $5,000,000;

then, and in any such event, the Agent (i) shalhatrequest, or may with the consent, of the heldéat least 66-2/3% in principal amount of
the A Notes then outstanding or, if no A Notestaen outstanding, Banks having at least 66-2/3%th®Commitments, by notice to the
Borrowers, declare all of the Commitments and thiegation of each Bank to make Advances to be teateid, whereupon all of the
Commitments and each such obligation shall forthétminate, and (ii) shall at the request, or mil the consent, of the holders of at least
66-2/3% in principal amount of the A Notes thenstamding or if no A Notes are then outstanding,K8dmaving at least 66-2/3% of the
Commitments, or, if no A Notes are then outstanding all Commitments have terminated, the holdéed least 66-2/3% in principal
amount of the B Notes then outstanding, by noticiéhé Borrower as to which an Event of Default ex{sletermined as contemplated by the
definition herein of Events of Default), declare tHotes of such Borrower, all interest thereonahdther amounts payable by such
Borrower under this Agreement to be forthwith dad payable, whereupon such Notes, such interesalardch amounts shall become and
be forthwith due and payable, without requiremdrery presentment, demand, protest, notice of triteaccelerate, further notice of
acceleration or other further notice of any kinth@ than the notice expressly provided for aboakpf which are hereby expressly waived
by each Borrower; provided, however, that in therg\of any Event of Default described in Sectiddlée), (A) the obligation of each Bank
make Advances shall automatically be terminated(Bhdhe Notes, all such interest and all such ammahall automatically become and be
due and payable, without presentment, demand,gtratetice of intent to accelerate, notice of agedlon or any other notice of any kind, all
of which are hereby expressly waived by each Bogrow
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ARTICLE VII
THE AGENT

Section 7.01. Authorization and Action. Each Baskdiby appoints and authorizes the Agent to takk aation as agent on its behalf and to
exercise such powers under this Agreement as #rgated to the Agent by the terms hereof, togeilittr such powers as are reasonably
incidental thereto. As to any matters not exprepsyided for by this Agreement (including, withdimitation, enforcement or collection of
the Notes), the Agent shall not be required to @serany discretion or take any action, but shaltdguired to act or to refrain from acting
(and shall be fully protected in so acting or rigfirag from acting) upon the instructions of holdefsat least 66-2/3% in principal amount of
the A Notes then outstanding or, if no A Notestaen outstanding, Banks having at least 66-2/3%th@fCommitments (or, if no A Notes are
then outstanding and all Commitments have terméhatpon the instructions of holders of at leasP68% in principal amount of the B Notes
then outstanding), and such instructions shallibdibg upon all Banks and all holders of Notes;yidied, however, that the Agent shall not
be required to take any action which exposes then&tp personal liability or which is contrary toyaNote, this Agreement or applicable le
The Agent agrees to give to each Bank prompt nati@ach notice given to it by any Borrower purduarthe terms of this Agreement.

Section 7.02. Agent's Reliance, Etc. Neither themagior any of its directors, officers, agentsropyees shall be liable for any action taken
or omitted to be taken by it or them under or inmection with any Note or this Agreement, excepiit®or their own gross negligence or
willful misconduct. Without limitation of the geredity of the foregoing, the Agent:

(i) may treat the payee of any Note as the holdereof until the Agent receives and accepts a Teargreement executed by a Borrower,
the Bank which is the payee of such Note, as assigimd the assignee in accordance with the lastisee of Section 8.06(a); (ii) may con:
with legal counsel (including counsel for any Baves), independent public accountants and otherrexpelected by it and shall not be liable
for any action taken or omitted to be taken in gtath by it in accordance with the advice of sechinsel, accountants or experts; (iii) makes
no warranty or representation to any Bank and studlbe responsible to any Bank for any stateme&rdganties or representations (whether
written or oral) made in or in connection with axgte or this Agreement; (iv) shall not have anyydotascertain or to inquire as to the
performance or observance of any of the terms,r@ws or conditions of any Note or this Agreemantte part of any Borrower or to
inspect the property (including the books and rdéspof any Borrower; (v) shall not be responsiblany Bank for the due execution, legal
validity, enforceability, genuineness, sufficiermyvalue of any Note or this Agreement or any othstrument or document furnished
pursuant hereto; and (vi) shall incur no liabilityder or in respect of any Note or this Agreemegradiing upon any notice, consent,
certificate or other instrument or writing (whictagnbe by telecopier, telegram, cable or telex)dvel by it to be genuine and signed or sent
by the proper party or parties.

Section 7.03. Citibank and Affiliates. With respexits Commitments, the Advances made by it aed\thtes issued to it, Citibank shall have
the same rights and powers under any Note and\tiisement as any other Bank and may exercise the aa though it

-46-



was not the Agent; and the term "Bank" or "Banksllk unless otherwise expressly indicated, inclGd#ank in its individual capacity.
Citibank and its affiliates may accept depositsifytend money to, act as trustee under indentutesnd generally engage in any kind of
business with, any Borrower, any Subsidiary of Boyrower, any Person who may do business with ar,aivectly or indirectly, securities
of any Borrower or any such Subsidiary and anyrofeson, all as if Citibank were not the Agent aiithout any duty to account therefor to
the Banks.

Section 7.04. Bank Credit Decision. Each Bank asltedges that it has, independently and withoutirele upon the Agent or any other B
and based on the financial statements referrenl $zction 4.01(e) and such other documents andiafiion as it has deemed appropriate,
made its own credit analysis and decision to @nterthis Agreement. Each Bank also acknowledgasittwill, independently and without
reliance upon the Agent or any other Bank and bagseslich documents and information as it shall deppropriate at the time, continue to
make its own credit decisions in taking or not sgkaction under any Note or this Agreement.

Section 7.05. Indemnification. The Banks agreattemnify the Agent (to the extent not reimbursedhgyBorrowers), ratably according to
the respective principal amounts of the A Notes theld by each of them (or if no A Notes are attitme outstanding or if any A Notes are
held by Persons which are not Banks, ratably a@ogr either (i) the respective amounts of then@nitments to TWC, or (ii) if all
Commitments to TWC have terminated, the respeetimeunts of the Commitments to TWC immediately priothe time the Commitments
to TWC terminated), from and against any and abilities, obligations, losses, damages, penakietions, judgments, suits, costs, expenses
or disbursements of any kind or nature whatsoeveciwmay be imposed on, incurred by, or assertathagthe Agent in any way relating to
or arising out of any Note or this Agreement or angion taken or omitted by the Agent under anyeNwtthis Agreement, provided that no
Bank shall be liable to the Agent for any portidrsoch liabilities, obligations, losses, damagesaities, actions, judgments, suits, costs,
expenses or disbursements resulting from the Aggmna'ss negligence or willful misconduct. Withauatitation of the foregoing, each Bank
agrees to reimburse the Agent promptly upon denfiamits ratable share of any out-of-pocket experfsetuding counsel fees) incurred by
the Agent in connection with the preparation, exiecy delivery, administration, modification, ameneint or enforcement (whether through
negotiations, legal proceedings or otherwise) ofegal advice in respect of rights or respondib#i under, any Note or this Agreement to the
extent that the Agent is not reimbursed for sugheases by the Borrowers.

Section 7.06. Successor Agent. The Agent may restigny time as Agent under this Agreement by giwimitten notice thereof to the Banks
and the Borrowers and may be removed at any tirtte aviwithout cause by the Majority Banks. Upon angh resignation or removal, the
Majority Banks shall have the right to appoint,iwthe consent of TWC (which consent shall not beasonably withheld), a successor
Agent from among the Banks. If no successor Agkall fiave been so appointed by the Majority Banith such consent, and shall have
accepted such appointment, within 30 days afterdtieng Agent's giving of notice of resignationtbe Majority Banks' removal of the
retiring Agent, then the retiring Agent may, on aklof the Banks, appoint a successor Agent, whldill be a Bank which is a commercial
bank organized under the laws of the United Staftdsnerica or of any State thereof and having
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a combined capital and surplus of at least $50000@0 Upon the acceptance of any appointment astAgeler this Agreement by a
successor Agent, such successor Agent shall themesyceed to and become vested with all the rigbisers, privileges and duties of the
retiring Agent and shall function as the Agent uritiéss Agreement, and the retiring Agent shall Beldarged from its duties and obligations
as Agent under this Agreement. After any retirirgeAt's resignation or removal hereunder as Ageetptovisions of this Article VII shall
inure to its benefit as to any actions taken orttadito be taken by it while it was Agent undestAgreement.

Section 7.07. Liability of Co-Agents. No Co-Ageint,its capacity as Co-Agent hereunder, shall hawedaty or liability hereunder.
ARTICLE VIII
MISCELLANEOUS

Section 8.01. Amendments, Etc. No amendment oravaif/any provision of any Note or this Agreementt; consent to any departure by
Borrower therefrom, shall in any event be effectiméess the same shall be in writing and signethbyMajority Banks, and then such waiver
or consent shall be effective only in the spediigtance and for the specific purpose for whickegiyrovided, however, that no amendment,
waiver or consent shall, unless in writing and siby all the Banks, do any of the following: (agive any of the conditions specified in
Article 111, (b) increase the Commitments of theriBa or subject the Banks to any additional oblmyai

(c) reduce the principal of, or interest on, thaddoor any fees or other amounts payable hereufajgrpstpone any date fixed for any
payment of principal of, or interest on, the Natesny fees or other amounts payable hereundetaKe)any action which requires the sigr

of all the Banks pursuant to the terms of this Agnent, (f) change the percentage of the Commitnmrd$the aggregate unpaid principal
amount of the A Notes or B Notes, or the numbeBariks, which shall be required for the Banks or @ihem to take any action under this
Agreement, or (g) amend this Section 8.01; andigeak further, that no amendment, waiver or conskatl, unless in writing and signed by
the Agent in addition to the Banks required abaveake such action, affect the rights or dutiehefAgent under any Note or this Agreem

Section 8.02. Notices, Etc. All notices and othmmmunications provided for hereunder shall be iiting (including telecopy, telegraphic,
telex or cable communication) and mailed, telecdpielegraphed, telexed, cabled or delivered, #rtyp Bank, as specified opposite its name
on Schedule | hereto or specified pursuant to 8e&i06(a); if to any Borrower, as specified opo#is name on Schedule Il hereto; and if to
Citibank, as Agent, to its address at 399 Park AeeiNew York, New York 10043, (telecopier numb@itZ) 527-1084), Attention: John
Sahr, with a copy to Citicorp North America, Int200 Smith Street, Suite 2000, Houston, Texas 7{@0&copier number: (713) 654-2849;
telex number 127001 (Attn: Route Code HOUAA)), Atten: The Williams Companies, Inc. Account Officer, as to any Borrower or the
Agent, at such other address as shall be desighgitedch party in a written notice to the othettiparand, as to each other party, at such
address as shall be designated by such party hittamnotice to the Borrowers and the Agent. Aitls notices and communications shall,
when mailed, telecopied, telegraphed, telexed bleda be effective when received in the mail,
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sent by telecopier to any party to the telecopianber as set forth herein or on Schedule | or Sdedtlor specified pursuant to Section 8.06
(a) (or other telecopy number specified by sucltydara writtennotice to the other parties hereto), deliverecheotelegraph company, teles
to any party to the telex number set forth hereioroSchedule | or Schedule Il or specified purstarsection 8.06(a) (or other telex number
designated by such party in a written notice todtheer parties hereto), confirmed by telex answekhar delivered to the cable company,
respectively, except that notices and communicatiorthe Agent shall not be effective until recelilsy the Agent.

Section 8.03. No Waiver; Remedies. No failure anghrt of any Bank or the Agent to exercise, andelay in exercising, any right under
any Note or this Agreement shall operate as a wanereof; nor shall any single or partial exer@$any such right preclude any other or
further exercise thereof or the exercise of angotlght. The remedies provided in any Note ansl iureement are cumulative and not
exclusive of any remedies provided by law.

Section 8.04. Costs, Expenses and Taxes. (a)(i) Bdf€es to pay on demand all reasonable out-ofgi@dsts and expenses of the Arranger
and the Agent in connection with the preparatio®cetion, delivery, administration, modificationdaamendment of this Agreement, the
Notes and the other documents to be delivered uhadeAgreement, including, without limitation, theasonable fees and -of-pocket
expenses of counsel for the Agent with respecetbeaand with respect to advising the Agent asstoights and responsibilities under any
Note and this Agreement, and (ii) each Borroweeagtto pay on demand all costs and expenses, (frasiyding, without limitation
reasonable counsel fees and expenses, which magénallocated costs of in-house counsel), of themk and each Bank in connection with
the enforcement (whether through negotiations,| lpgaceedings or otherwise) against such Borroweany Note of such Borrower or this
Agreement and the other documents to be deliveyeslibh Borrower under this Agreement.

(b) If any payment (or purchase pursuant to Se@idd(c) or Section 8.06(b)) of principal of, orr¥ersion of, any Eurodollar Rate Advance
or B Advance made to any Borrower is made othar thrathe last day of an Interest Period relatinguch Advance (or in the case of a B
Advance, other than on the original scheduled nitgtdate thereof), as a result of a payment purstmBection 2.10 or 2.12 or acceleration
of the maturity of the Notes pursuant to Sectidr ér for any other reason or as a result of ach swrchase or any Conversion, such
Borrower shall, upon demand by any Bank (with aycoppsuch demand to the Agent), pay to the Agenttie account of such Bank any
amounts required to compensate such Bank for atiji@uhl losses, costs or expenses which it magaeably incur as a result of any such
payment, purchase or Conversion, including, withiooitation, any loss, cost or expense incurreddsson of the liquidation or
reemployment of deposits or other funds acquiredumh Bank to fund or maintain such Advance.

(c) Each Borrower agrees, to the fullest extentmiéed by law, to indemnify and hold harmless trgeAt, the Arranger and each Bank and
each of their respective directors, officers, empls and agents from and against any and all claiamages, liabilities and out-of-pocket
expenses

(including, without limitation, reasonable fees atisbursements of counsel) for which any of theny fmecome liable or which may be
incurred by or asserted against the Agent, thengeaor such Bank or any such director, officerpkyee or agent (other than by
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another Bank or any successor or assign of an8iuek), in each case in connection with or arisioyaf or by reason of any investigation,
litigation, or proceeding, whether or not the Agehe Arranger or such Bank or any such directfiicer, employee or agent is a party
thereto, arising out of, related to or in connettiath this Agreement or the Notes or any transacin which any proceeds of all or any part
of the Advances are applied (other than any sugim¢ldamage, liability or expense to the extentlattable to the gross negligence or willful
misconduct of, or violation of any law or regulatiby, either the party seeking indemnity under 8gstion 8.04(c) or any of its directors,
officers, employees or agents).

Section 8.05. Right of Set-off. Upon (i) the oceute and during the continuance of any Event oalleind (ii) the making of the request or
the granting of the consent specified by Sectiéi 6o authorize the Agent to declare the NotesBdaower due and payable pursuant to the
provisions of Section 6.01, each Bank is herebli@iged at any time and from time to time, to thikekt extent permitted by law, to set off
and apply any and all deposits (general or spettiad¢, or demand, provisional or final) at any tihedd and other indebtedness at any time
owing by such Bank to or for the credit or the agtoof such Borrower against any and all of thegattions of such Borrower now or
hereafter existing under this Agreement and theedloeld by such Bank, irrespective of whether @isooh Bank shall have made any
demand under this Agreement or such Notes andugthsuch obligations may be unmatured. Each Bardeagpromptly to notify such
Borrower after such setff and application made by such Bank, provided the failure to give such notice shall not afféwt validity of suct
set-off and application. The rights of each BanHearrthis Section are in addition to other rightd eemedies (including, without limitation,
other rights of set-off) which such Bank may have.

Section 8.06. Binding Effect; Transfers. (a) Thigréement shall become effective when it shall Hsen executed by the Borrowers and the
Agent and when each Bank listed on the signatugeghereof has delivered an executed counterpatfie the Agent, has sent to the
Agent a facsimile copy of its signature hereonas hotified the Agent that such Bank has exectisddgreement and thereafter shall be
binding upon and inure to the benefit of the Boreosy the Agent and each Bank and their respeatiseessors and assigns, except that the
Borrowers shall not have the right to assign antheir respective rights hereunder or any intelnesgin without the prior written consent of
the Banks. Each Bank may assign to one or moreshéinkancial institutions or government entitiekaalany part of, or may grant
participations to one or more banks, financialitn§bns or government entities in or to all or grart of, any Advance or Advances owing to
such Bank, any Note or Notes held by such Bankadirat any portion of such Bank's Commitments, tmthe extent of any such assignment
or participation (unless otherwise stated ther#in)assignee or purchaser of such assignment ticipation shall, to the fullest extent
permitted by law, have the same rights and benéiteunder and under such Note or Notes as it wrané if it were such Bank hereunder,
provided that, except in the case of an assignmeseting the requirements of the next sentence hdigsuch Bank's obligations under this
Agreement, including, without limitation, its Comimients to the Borrowers hereunder, shall remaimamged, such Bank shall remain
responsible for the performance thereof, such Bduall remain the holder of any such Note or Notesfl purposes under this Agreement,
and the Borrowers, the other Banks and the Ageaait sbntinue to deal solely with and directly wihch Bank in connection with such
Bank's rights and obligations under this Agreemantt (2) no Bank shall assign or grant a parti@gpathat conveys to the assignee or
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participant the right to vote or consent under fgseement, other than the right to vote upon arseat to (i) any increase in the amount of
any Commitment of such Bank; (ii) any reductiortteé principal amount of, or interest to be paidsuch Bank's Advance or Advances or
Note or Notes; (iii) any reduction of any fee ohetamount payable hereunder to such Ban

(iv) any postponement of any date fixed for anympemt of principal of, or interest on, such Bank&ivAnce or Advances or Note or Notes or
any fee or other amount payable hereunder to sack.B

If (I) the assignee of any Bank either (1) is aeotBank or (2) is approved in writing by the Agentl the Borrowers or (3) is approved in
writing by the Agent and either an Event of Defaxists or the Borrowers have relinquished thetriglapprove the assignment pursuant to
Section 8.06(b), and (ll) such assignee assumes alty portion (which portion shall be a constamil not a varying, percentage, and the
amount of the Commitment to TWC assigned, wheth@ra portion, shall be in a minimum amount ofG#,000 or such lesser amount as
may be approved in writing by the Agent and TWCduoch assignment) of each of the Commitments df agsigning Bank to the respective
Borrowers (either all of each such Commitment sbalhssigned or the percentage portion of eachGantmitment assigned shall be the
same as to each Borrower) by executing a documeheiform of Exhibit F (or with such changes theres have been approved in writing
the Agent in its sole discretion as evidenced $giecution thereof) duly executed by the Agemt Bbrrowers (unless an Event of Default
exists or the Borrowers have relinquished the rigtggpprove the assignment pursuant to Sectior(i®))6&uch assigning Bank and such
assignee and delivered to the Agent ("Transfer &guent"), then upon such delivery, (i) such assigiank shall be released from its
obligations under this Agreement with respect t@akuch portion, as the case may be, of its Cammnits, (ii) such assignee shall become
obligated for all or such portion, as the case tmayof such Commitments and all other obligatioihsugh assigning Bank hereunder with
respect to or arising as a result of all or suctiqo, as the case may be, of such Commitmenigs(ich assignee shall be assigned the rig
vote or consent under this Agreement, to the exdeall or such portion, as the case may be, ofi Sl@mmitments, (iv) each Borrower shall
deliver, in replacement of the A Note of such Bareo to such assigning Bank then outstanding (8uth assignee, a new A Note of such
Borrower in the amount of the Commitment of sucsigtiing Bank to such Borrower which is being saassd by such assignee plus, in the
case of any assignee which is already a Bank hdezuthe amount of such assignee's Commitmentdio Barrower immediately prior to
such assignment (any such assignee which is al@&8d#nk hereunder agrees to cancel and returrctoBorrower, with reasonable
promptness following the delivery of such new A &ldhe A Note being replaced thereby), (b) to sasdigning Bank, a new A Note in the
amount of the balance, if any, of the Commitmergwath assigning Bank to such Borrower (withoutrggveffect to any B Reduction) retair
by such assigning Bank (and such assigning Bargeago cancel and return to such Borrower, witeaeable promptness following delive
of such new A Notes, the A Note being replacedaby), and

(c) to the Agent, photocopies of such new A Nogesif such assignment is of all of such assigridank's Commitments to the Borrowers,
of the outstanding A Advances made by such asgigdank shall be transferred to such assigneeif(sijch assignment is not of all of such
Commitments, a part of each A Advance to each Bagrequal to the amount of such Advance multipbgd fraction, the numerator of
which is the amount of such portion of such assigiBank's Commitment to such Borrower so assumddt@denominator of which is the
amount of the Commitment of such assigning Bardutth Borrower

(without giving effect to any B Reduction)
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immediately prior to such assumption, shall begfamed to such assignee and evidenced by suainas& A Note from such Borrower, and
the balance of such A Advance shall be evidenceslib assigning Bank's new A Note from such Borradedivered pursuant to clause (iv)
(b) of this sentence, (vii) if such assignee isambtBank" hereunder prior to such assignment, sissignee shall become a party to this
Agreement as a Bank and shall be deemed to berk"Bareunder, and the amount of all or such ports the case may be, of the
Commitment to each of the respective Borrowersssomed shall be deemed to be the amount for sucbvBer set opposite such assigning
Bank's name on Schedule IX for purposes of thissAgrent, and (viii) if such assignee is not a Bagrletinder prior to such assignment, such
assignee shall be deemed to have specified theesftif such assignee named in the respective Braigfeement as its "Domestic Lending
Office" and "Eurodollar Lending Office" for all pposes of this Agreement and to have specified dopgses of Section 8.02 the notice
information set forth in such Transfer Agreement ¢he Agent shall promptly after execution of &mgnsfer Agreement by the Agent and
the other parties thereto notify the Banks of thdips to such Transfer Agreement and the amodrtea@ssigning Bank's Commitments
assumed thereby.

(b) If the Borrowers do not consent to a proposssigmment by a Bank pursuant to the last sentenSeation 8.06(a), TWC may, within 15
days of its receipt of a request that it consesuith assignment nominate by notice to the Agetitsach Bank a bank which, if it is not a
Bank, is acceptable to the Agent, and which undailly offers in writing (with a copy to the AgBrto purchase and assume, to the extent
of the amount of such proposed assignment, in deoae with all of the provisions of the last senteaf Section 8.06(a) (including execut
of an appropriate Transfer Agreement), all of sBahk's rights and obligations (including, withomitation, its Commitments) hereunder
and interest in the Advances owing to such BanktheadNotes held by such Bank without recourse aphss interest accrued thereon to the
date of such purchase on a date therein specii@ddss than three nor greater than five Busibesgs after such nomination). Such Bank at
its option may elect to accept or not accept sushhmse offer. If a Bank accepts such an offertaadank first nominated by TWC pursuant
to this Section 8.06(b) fails to purchase suchtsgimd interest on such specified date in accoedaiitt the terms of such offer, TWC may,
within 15 days of such failure, repeat the procesgemplated by the first sentence of this Se@i66(b) by nhominating another bank for
purposes of this Section 8.06(b) by notice to tigest and such Bank. If TWC does not so nominath augank within 15 days of its receipt
of such request that it consent to such assignorahfTWC fails to nominate another bank followiagch a failure to purchase or if such
second nominated bank fails to purchase in accoedasith the terms of an offer complying with thesfisentence of this Section 8.06(b), the
Borrowers shall be deemed to have relinquished tigdit to consent to such assignment. If such Balakts to not accept such a purchase
offer under this Section 8.06(b) as to a particptaposed assignment, the Borrowers shall not bendd to have relinquished their right to
consent to such assignment.

(c) The Borrowers agree to promptly execute then3fier Agreement pertaining to any assignment agioh approval by the Borrowers of
the assignee is not required by clause (I) oféisedentence of Section 8.06(a).

(d) Any Bank may assign, as collateral or othernasgy of its rights (including, without limitationights to payments of principal of and/or
interest on the Notes) under this
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Agreement or any of the Notes to any Federal ResBank without notice to or consent of any Borrowethe Agent.

Section 8.07. Governing Law. This Agreement and\tbtes shall be governed by, and construed in decme with, the laws of the State of
New York.

Section 8.08. Interest. It is the intention of gaaties hereto that the Agent and each Bank shafbem strictly to usury laws applicable to it,
if any. Accordingly, if the transactions with they@dnt or any Bank contemplated hereby would be asaninder applicable law, then, in that
event, notwithstanding anything to the contrarthie Notes, this Agreement or any other agreemdstethinto in connection with or as
security for this Agreement or the Notes, it isesgt as follows: (i) the aggregate of all considenaivhich constitutes interest under
applicable law that is contracted for, taken, resdy charged or received by the Agent or such Baslkhe case may be, under the Notes, this
Agreement or under any other agreement enteredrirgonnection with or as security for this Agreerner the Notes shall under no
circumstances exceed the maximum amount alloweslibly applicable law and any excess shall be caucalitomatically and, if theretofore
paid, shall at the option of the Agent or such Baskthe case may be, be credited by the Agentalr Bank, as the case may be, on the
principal amount of the obligations owed to the Ager such Bank, as the case may be, by the apaptef@orrower or refunded by the Agent
or such Bank, as the case may be, to the appre@@mtrower, and (ii) in the event that the matuatyany Note or other obligation payable to
the Agent or such Bank, as the case may be, idemated or in the event of any required or perrdifieepayment, then such consideration
constitutes interest under law applicable to themt@r such Bank, as the case may be, may nevedsmore than the maximum amount
allowed by such applicable law and excess intelfegy, to the Agent or such Bank, as the case beayrovided for in this Agreement or
otherwise shall be cancelled automatically as efdhte of such acceleration or prepayment anderttofore paid, shall, at the option of the
Agent or such Bank, as the case may be, be creajtéiie Agent or such Bank, as the case may b&heoprincipal amount of the obligations
owed to the Agent or such Bank, as the case malyythe appropriate Borrower or refunded by themge such Bank, as the case may be,
to the appropriate Borrower.

Section 8.09. Execution in Counterparts. This Agreet may be executed in any number of counterpadsy different parties hereto in
separate counterparts, each of which when so ee@stiall be deemed to be an original and all ottwkaken together shall constitute one
and the same agreement.

Section 8.10. Survival of Agreements, Representatand Warranties, Etc. All warranties, represématand covenants made by any
Borrower or any officer of any Borrower herein prany certificate or other document delivered inrerction with this Agreement shall be
considered to have been relied upon by the Bankshall survive the issuance and delivery of théelland the making of the Advances
regardless of any investigation. The indemnities @tfier payment obligations of each Borrower comdiin this Agreement, and the
indemnities by the Banks in favor of the Agent #sdfficers, directors, employees and agents, sutlive the repayment of the Advances
and the termination of this Agreement.
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Section 8.11. Borrowers' Right to Apply Depositsthie event that any Bank is placed in receivershignters a similar proceeding, each
Borrower may, to the full extent permitted by lanake any payment due to such Bank hereunder, textieat of finally collected unrestrict
deposits of such Borrower in U.S. dollars held bgtsBank, by giving notice to the Agent and suchiBdirecting such Bank to apply such
deposits to such indebtedness. If the amount df daposits is insufficient to pay such indebtedriesa due and owing in full, such Borrov
shall pay the balance of such insufficiency in adaace with this Agreement.

Section 8.12. Confidentiality. Each Bank agrees ithaill use best efforts, to the extent not instent with practical business requirements,
not to disclose without the prior consent of TWEhéy than to employees, auditors, accountants,sabum other professional advisors of the
Agent or any Bank) any information with respecthte Borrowers or their Subsidiaries which is fuheid pursuant to this Agreement and
which (i) the Borrowers in good faith consider ®donfidential and (ii) is either clearly markedfidential or is designated by the Borrow
to the Agent or the Banks in writing as confidehteiovided that any Bank may disclose any sucbrinftion (a) as has become generally
available to the public, (b) as may be requiredppropriate in any report, statement or testimarnstted to or required by any municipal,
state or Federal regulatory body having or claimimbave jurisdiction over such Bank or submittedt required by the Board of Governors
of the Federal Reserve System or the Federal Didpssirance Corporation or similar organizationétiner in the United States or
elsewhere) or their successors, (c) as may bersghar appropriate in response to any summonshggo&na in connection with any litigatic
(d) in order to comply with any law, order, regidator ruling applicable to such Bank, (e) to tlmegpective transferee in connection with
contemplated transfer of any of the Notes or atgrést therein by such Bank, provided that suckpmotive transferee executes an agree
with or for the benefit of the Borrowers containimgpvisions substantially identical to those camdali in this Section 8.12, and provided
further that if the contemplated transfer is a gdra participation in a Note (and not an assigmneno such information shall be authorized
to be delivered to such participant pursuant te thause (e) except (i) such information delivgradsuant to

Section 4.01(e) or Section 5.01(b) (other thangrazh (iv) thereof), and

(ii) if prior notice of the delivery thereof is gim to TWC, such information as may be requireddsy ¢r regulation to be delivered, (f) in
connection with the exercise of any remedy by d@hk pertaining to this Agreement, any of the Nateany other document delivered in
connection herewith, (g) in connection with anightion involving such Bank pertaining to this Agmneent, any of the Notes or any other
document delivered in connection herewith, (h)rtg Bank or the Agent, or (i) to any affiliate ofyaBank, provided that such affiliate
executes an agreement with or for the benefit@Bbrrowers containing provisions substantiallyniiteal to those contained in this Section
8.12.

Section 8.13. WAIVER OF JURY TRIAL. THE BORROWERBHE AGENT, AND THE BANKS HEREBY IRREVOCABLY WAIVE
ANY AND ALL RIGHT TO TRIAL BY JURY IN ANY LEGAL PROCEEDING ARISING OUT OF OR RELATING TO THIS
AGREEMENT, ANY NOTE OR ANY OF THE TRANSACTIONS CONGMPLATED HEREBY.

Section 8.14. Miscellaneous. This Agreement shatbime effective in accordance with the first seceesf Section 8.06(a). Subject to
compliance with such sentence,
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the amendments to the 1996 Credit Agreement effdpehis Agreement (including, without limitatiotihe amendments to the definition of
"Applicable Margin") shall for all purposes be effiwe as of July 23, 1997. On July 23, 1997, eachr@ver will pay in full all principal,
interest and fees owed by it outstanding unded &86 Credit Agreement.
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IN WITNESS WHEREOF, the parties hereto have catisisdAgreement to be executed by their respectifiesns thereunto duly authorized,

as of the date first above written.

BORROWERS:

THE WILLIAMS COMPANIES, INC.

COR
By: By:
Name: Nam
TitI;:-: ------------------------ Tit

TRANSCONTINENTAL GAS PIPE LINE
CORPORATION

By: By:
Name: Nam
Title: Tit

By:
By:
Name
-------------------------- Nam
Title:
------------------------- Tit

TEX

WIL

WIL
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J Christopher Lyons Vice President

J. Christopher Lyons Vice President

AGENT:

CITIBANK, N.A., as Agent

By:

BANKS:

CITIBANK, N.A.

By:

BANK OF AMERICA NATIONAL TRUST
AND SAVINGS ASSOCIATION

By:
Authorized Officer

THE CHASE MANHATTAN BANK

By:
Authorized Officer

CIBC INC.

By:
Authorized Officer
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CREDIT LYONNAIS NEW YORK BRANCH

By:
Authorized Officer

THE FIRST NATIONAL BANK OF
CHICAGO

By:
Authorized Officer

BANK OF MONTREAL

By:
Authorized Officer

THE BANK OF NEW YORK

By:
Authorized Officer

THE BANK OF NOVA SCOTIA

By:
Authorized Officer

BARCLAYS BANK PLC

By:
Authorized Officer
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BOATMEN'S NATIONAL BANK
OF OKLAHOMA

By:
Authorized Officer

THE FIRST NATIONAL BANK OF
BOSTON

By:
Authorized Officer

THE FUJI BANK, LIMITED,
HOUSTON AGENCY

By:
Authorized Officer

MELLON BANK, N.A.

By:
Authorized Officer

MORGAN GUARANTY TRUST COMPANY
OF NEW YORK

By:
Authorized Officer

ROYAL BANK OF CANADA

By:
Authorized Officer
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SOCIETE GENERALE,
SOUTHWEST AGENCY

By:
Authorized Officer

WELLS FARGO BANK, N.A.

By:
Authorized Officer

BANK OF OKLAHOMA, N.A.

By:
Authorized Officer

COMMERCE BANK, N.A.

By:
Authorized Officer
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Exhibit 11
THE WILLIAMS COMPANIES, INC.

COMPUTATION OF EARNINGS PER COMMON SHARE

Years ended December 31,

1997 1996 1995

(Thousands, except
per-share amounts)
Basic earnings:

Income from continuing operations $ 350,500 $ 362,300 $ 299,400
Preferred stock dividends:
$2.21 cumulative preferred stock 1,100 1,600 6,000
$3.50 cumulative convertible preferred stock 8,700 8,800 5,800
Effect of preferred stock exchange -- -- 3,500
Income from continuing operations, net of
preferred stock dividends 340,700 351,900 284,100
Income from discontinued operations -- -- 1,018,800

Income before extraordinary loss,

net of preferred stock dividends 340,700 351,900 1,302,900
Extraordinary loss (79,100) -- --
Income applicable to common stock $ 261,600 $ 351,900 $1,302,900

Basic shares:
Average number of common shares outstanding

during the period 317,683 314,158 296,139
Common shares attributable to deferred stock 3,501 4,890 6,668
Total common shares 321,184 319,048 302,807

Basic earnings per common share:

Income from continuing operations $ 106 $ 110 $ .94
Income from discontinued operations - - 3.36
Income before extraordinary loss 1.06 1.10 4.30
Extraordinary loss (.25) - -

Net income $ 81 $ 110 $ 430

Diluted earnings:

Income from continuing operations $ 350,500 $ 362,300 $ 299,400
Preferred stock dividends:
$2.21 cumulative preferred stock 1,100 1,600 6,000
Effect of preferred stock exchange - - 3,500
Income from continuing operations,
net of preferred stock dividends 349,400 360,700 289,900
Income from discontinued operations - -- 1,018,800

Income before extraordinary loss,

net of preferred stock dividends 349,400 360,700 1,308,700
Extraordinary loss (79,100) - -
Income applicable to common stock $ 270,300 $ 360,700 $1,308,700

Diluted shares:
Average number of common shares outstanding

during the period 317,683 314,158 296,139
Common shares attributable to options

and deferred stock 8,139 10,122 10,038
Dilutive preferred shares 11,717 11,718 7,866
Total common shares 337,539 335,998 314,043

Diluted earnings per common share:

Income from continuing operations $ 104 $ 107 $ .92
Income from discontinued operations - - 3.25
Income before extraordinary loss 1.04 1.07 4.17

Extraordinary loss (.24) - -



Net income $ 80 $ 107 $ 417

Note: Share and p-share amounts have been restated to reflect thet ef the December 29, 1997, two-for-one comntonkssplit and
distribution.



EXHIBIT 12

THE WILLIAMS COMPANIES, INC. AND SUBSIDIARIES
COMPUTATION OF RATIO OF EARNINGS TO COMBINED FIXED CHARGES
AND PREFERRED STOCK DIVIDEND REQUIREMENTS
(Dollars in millions)

Years Ended December 31,

1997 1996 1995 1994 199
Earnings:
Income from continuing operations
before income taxes $ 528 5 $ 5454 $ 4014 $ 2466 $ 29
Add:
Interest expense--net 388 .6 353.0 263.4 139.8 14
Rental expense representative
of interest factor 34 2 27.7 26.9 9.2
Preferred dividends of
subsidiaries -- -- 3.7 --
Interest accrued--50% owned
company -- 1.3 30.7 31.7 3
Minority interest in income
of consolidated subsidiaries 14 .0 - 10.0 -
Other .8 4.2 5.5 2.0

Total earnings as adjusted
plus fixed charges $ 966 1 $ 9316 $ 7416 $ 4293 $ 48

Combined fixed charges and preferred
stock dividend requirements:

Interest expense--net $ 388 6 $ 3530 $ 2634 $ 1398 $ 14
Capitalized interest 15 .9 6.9 145 6.0 1
Rental expense representative

of interest factor 34 .2 27.7 26.9 9.2
Pretax effect of dividends on

preferred stock of the Company 16 1 16.2 18.0 131 1
Pretax effect of dividends on

preferred stock of subsidiaries -- -- 5.8 --
Interest accrued--50% owned

company -- 1.3 30.7 31.7 3

Combined fixed charges and
preferred stock dividend
requirements $ 454 .8 $ 4051 $ 3593 $ 1998 $ 20

Ratio of earnings to combined
fixed charges and preferred
stock dividend requirements 2. 12 2.30 2.06 2.15 2




EXHIBIT 21

THE WILLIAMS COMPANIES, INC. & AFFILIATES

March 19, 1998

Jurisdiction Owned by
of Immediate
Incorporation Parent
THE WILLIAMS COMPANIES, INC. ........... . ... . ... Delaware

WILLIAMS HOLDINGS OF DELAWARE, INC....... ... ...... Delaware 100%
Beech Grove Processing Company ...... ..., Tennessee 100%
Tennessee Processing Company .... ..., Delaware 100%
Inland Ports, Inc. . . .......... ... Tennessee 100%
Langside Limited . . .. ......... ..., Bermuda 100%
RealcoRealty Corp. ........... ... Delaware 100%
Realco of Crown Center, Inc. .... ..., Delaware 100%
Realco of San Antonio, Inc. .... ..., Delaware 100%
The Tennessee Coal Company . ....... ... ...... Delaware 100%
Williams Communications Group, Inc. ... ... Delaware 100%
Critical Connections, Inc. ..... .. ... ... Delaware 100%
The Business Channel LLC ...... .. .. ... 50%
Williams Communications, Inc..... . ... Delaware 100%
ChoiceSeat, Inc. ........ ... Delaware 100%
Vyvx of Virginia, Inc. ..... ... Virginia 100%
WCS Communications Systems, Inc. .. ..., Delaware 100%
WCS Microwave Services, Inc. .... ... Nevada 100%
Williams Learning Network, Inc. .. ... ... Delaware 100%
Williams Wireless, Inc........ ... Delaware 100%
Williams Communications Solutions, LL C........ Delaware 70%
WCS,Inc. ........... .. Delaware 100%
WilTel Communications (Canada), Inc. ...... Canada 100%
WilTel Holdings, Inc. ..... ..., Canada 100%
Transco Energy Company ......... ..., Delaware 100%
Energy Tech,Inc........... ..., Delaware 100%
Transco Coal Gas Company ...... .. ...... Delaware 100%
Transco Energy Investment Company .. ..., Delaware 100%
Transco Exploration Company ..... ... ..., Delaware 100%
Transco Gas Company . ........ ..., Delaware 100%
Border Gas, Inc. ........ ... Delaware 10%
Liberty Operating Company ... ..., Delaware 100%
NESP Supply Corp. ....... .. Delaware 33.33%
Transco Liberty Pipeline Company ~ ......... Delaware 100%
Transeastern Gas Pipeline Compan y,Inc. ..... Delaware 100%
Transco P-SCompany ......... ..., Delaware 100%
Transco Resources, Inc........ ... Delaware 100%
Magnolia Methane Corp. ..... ... Delaware 100%
Transco Terminal Company ...... ... ..... Delaware 100%
Transco Tower Realty, Inc. ..... ... ..., Delaware 100%
Tulsa Williams Company . ......... ... ..., Delaware 100%
Valley View Coal, Inc. . ......... ... Tennessee 100%
WHD Enterprises, Inc. . ......... ... Delaware 100%
Williams Acquisition Holding Company, Inc. ..., Delaware 100%
Williams Acquisition Holding Company, Inc. ..., New Jersey 100%
Agrico Foreign Sales Corporation .. ..., Guam 100%
Fishhawk Ranch,Inc. ........ ..., Florida 100%
Reservecolnc. ........... L. Delaware 15%
Williams Aircraft, Inc. ......... ... Delaware 100%

Williams Energy Company ......... ..., Delaware 100%



Jurisdiction Owned by

of Immediate
Incorporation Parent
Williams Energy Group .. ... .. ... L. Delaware 100%
Longhorn Enterprises of Texas, Inc...... ..., Delaware 100%
Williams Energy Group Services, Inc. .... ..., Delaware 100%
Williams Energy Ventures, Inc. ....... ..., Delaware 100%
Nebraska Energy, L.LC. ........ ..., Kansas 71%
Wiljet, LLC . ............. Arizona 50%
Williams Ethanol Production Company .. ... Delaware 100%
Pekin Energy Company ....... ... lllinois (General Partnership) 99%
Williams Ethanol Services, Inc. .... ... Delaware 100%
Pekin Energy Company ....... ..., Illinois (General Partnership) 1%
Williams Field Services Group, Inc. .... ..., Delaware 100%
Carbon County UCG, Inc. ........ ... Delaware 100%
Trans-Jeff Chemical Corporation .... ... Delaware 100%
WEFS Enterprises, Inc.  ........ ..., Delaware 100%
Williams Field Services - Gulf Coast
Company,L.P. .......... ... Delaware 99%
WFS Fractionation Company ....... ... Delaware 100%
WFS - Gas Gathering Company ...... ... Delaware 100%
WES - Offshore Gathering Company .  ..... Delaware 100%
WEFES - Pipeline Company ...... ..., Delaware 100%
WFS - Liquids Company  ......... ... Delaware 100%
HI-BOL Pipeline Company ...... ... Delaware 100%
WFS ManagementCo. ........... ..., Delaware 100%
WEFS - NGL Pipeline Company, Inc. ....  _.... Delaware 100%
WILPRISE Pipeline Company, L.LC. ... Delaware 50%
WFS - OCS GatheringCo. ........ ..., Delaware 100%
Energy International Corporation .... ... Pennsylvania 100%
WEFES - Production Services Company ... ..., Delaware 100%
Williams CNG Company ..........  ..... Delaware 100%
Williams Field Services Company .... ... Utah 100%
Williams Field Services - Gulf Coast
Company,L.P. .......... ... Delaware 1%
Williams Gas Processing - Gulf Coast
Company,L.P. .......... ... Delaware 1%
Williams Gas Processing - Blanco, Inc. . ..., Delaware 100%
Williams Gas Processing Company .... ... Delaware 100%
Williams Gas Processing - Kansas Hugoton C ompany . Delaware 100%
Williams Gas Processing - Mid-Continent Re gion
company .............. Lo Delaware 100%
Williams Gas Processing - Wamsutter Compan y ... Delaware 100%

Williams Power Company ........ ... Delaware 100%



Williams Merchant Services Company, Inc. .. ...
Williams Energy Services Company .... ...,
Energy Vision, LLC ........ ...
FT&T,Inc. .......... ...
Hazleton Fuel Management Company .  .....
Hazleton Pipeline Company .. ...

TM Cogeneration Company ... ...,
Millennium Energy Fund, L.LC. .. ...,

Rio Vista Energy Marketing Company L .LC...

Transco Energy Marketing Company . ...
TXG Gas Marketing Company .. ...
Williams Gas Company ..... ...

TransNetwork Holding Company ... ...
Williams Energy Network, Inc. ...

Utility Management Corporation .. ...,

Volunteer Energy Corporation ... ...,

Williams Independence Marketing Compa ny ...

Williams Pipe Line Company ......... ...
WillBros Terminal Company ....... ...,
Williams Pipe Line Company of Wisconsin ... ..
Williams Terminals Company .......  .....

Williams Production Company . ........ ...,
WFS Gas Resources Company ....... ...
Williams Generation Company - Hazleton . ...,

Williams Production Gulf Coast Company, L. P. ...

WPX Enterprises, Inc. . . .......... ...

Williams Production Gulf Coast Company, L. P. ...

Williams Environmental Services Company ..... ...,
Williams Exploration Company .. ......... ...

Rainbow Resources, Inc. .......... ...,
Williams Headquarters Acquisition Company .... ...,
Williams Headquarters Building Company . ..... ...,

Parkco, LL.C. ............... L.
Williams Headquarters Management Company .. ...  .....
Williams Hugoton Compression Services, Inc. ... ...,
Williams Information Services Corporation .... ...,

Jurisdiction Owned by
of Immediate
Incorporation Parent
Delaware 100%
Delaware 100%
Delaware 50%
Delaware 100%
Delaware 100%
Delaware 100%
Delaware 100%
Delaware 2%
Delaware 50%
Delaware 100%
Delaware 100%
Delaware 100%
Delaware 100%
Delaware 100%
Delaware 100%
Delaware 50%
Delaware 100%
Delaware 100%
Delaware 100%
Wisconsin 100%
Delaware 100%
Delaware 100%
Delaware 100%
Delaware 100%
Delaware 1%
Delaware 100%
Delaware 99%
Delaware 100%
Delaware 100%
Colorado 100%
Delaware 100%
Delaware 100%
Oklahoma 50%
Delaware 100%
Delaware 100%
Delaware 100%



Williams International Company . .........
Apco ArgentinaInc. ............
Apco Properties Ltd. ..........
Williams International Australian Telecom Limi
Williams International (Bermuda) Limited . .
Williams International Boyaca-Santander Servic
Limited ................
Williams International Cusiana-Cupiagua Limite
Williams International Ecuadorian Ventures
(Bermuda) Limited .............
Williams International El Furrial Limited . .
WilPro Energy Services (El Furrial) Limit
Williams International Guara Limited . . ..
WilPro Energy Services (Guara) Limited .
Williams International Investment Ventures (Ca
Limited ................
Williams International Investments (Cayman) Li
Williams International Oil & Gas (Venezuela) L
Williams International Operations (Venezuela)
Williams International Services Company . . .
Worldwide Services Limited .......
Williams International Telecom Limited . . .
Williams International Ventures (Bermuda) Ltd.
Free Port Terminal Company Limited . . .
FPT Marketing Company Limited . . .
Transportadora de Gas Zapata . . . ...
Williams International Pipeline Company
Williams International Telecommunications
Investments (Cayman) Limited .. ....
Williams International Ventures Company . . .
Williams International Indonesia Ventures
Wiltel Communications Pty Limited . . .
Williams Learning Network (UK) Limited . . .
Williams Learning Center, Inc. .. ........
Williams One-Call Services, Inc. . ........
Williams Pipeline Services Company . .......
Williams Relocation Management, Inc. . .....
Williams Sodium Products Company . ........
American Soda, L.L.P.............
Williams Underground Gas Storage Company . . . . .
Kiowa Gas Storage, L.L.C. ..........
Williams Western Holding Company, Inc. .. ...
Northwest Alaskan Pipeline Company . .. ..
Northwest Argentina Corporation . . . . . ..
Northwest Border Pipeline Company . . .. ..
Northern Border Partners, L.P. ......
Northern Border Intermediate Limited Partner
Northwest Land Company ...........
WilMart, Inc. ..................

Jurisdiction Owned by
of Immediate

Incorporation Parent
..... Delaware 100%
..... Cayman Islands 68.95%
..... Cayman Islands 100%
ted Cayman Islands 100%
..... Bermuda 100%
es
..... Cayman Islands 100%
d Cayman Islands 100%
..... Bermuda 100%
..... Cayman Islands 100%
ed . Cayman Islands 66.67%
..... Cayman Islands 100%
..... Cayman Islands 100%
yman)
..... Cayman Islands 100%
mited . Cayman Islands 100%
imited . Cayman Islands 100%
Limited . Cayman Islands 100%
..... Nevada 100%
..... Cayman Islands 100%
..... Cayman Islands 100%

Bermuda 100%
..... Bermuda (Ltd. Partnership) 65%
..... Bermuda 100%
..... Mexico 37%
..... Delaware 100%
..... Cayman Islands 100%
..... Delaware 100%
Company Delaware 100%
..... Australia 100%
..... England 100%
..... Delaware 100%
..... Delaware 100%
..... Delaware 100%
..... Delaware 100%
..... Delaware 100%
..... Colorado 60%
..... Delaware 100%
..... Delaware 50%
..... Delaware 100%
..... Delaware 100%
..... Utah 100%
..... Delaware 100%
..... Delaware (Limited Partnership) 4.375%
ship Delaware (Limited Partnership) 0.175%

Delaware
Delaware

100%
100%



WILLIAMS INTERSTATE NATURAL GAS SYSTEMS, INC. . ..

Kern River Acquisition Corporation . . . ...

Kern River Gas Transmission Company . . .

Kern River Funding Corporation . . .
Northwest Pipeline Corporation . . ... ...
Apco Liquidating Trust .........
NWP Enterprises, Inc. . .........
Texas Gas Transmission Corporation . . . ...
TGT Enterprises, Inc. . . ........

Transcontinental Gas Pipe Line Corporation . .

Cardinal Operating Company . ......
Cumberland Operating Company ... ...
Independence Operating Company ... ..
Marsh Resources, Inc. .. ........

Pine Needle Operating Company . ... ..
TGPL Enterprises, Inc. ........
TransCardinal Company .........
TransCarolina LNG Company. .......

TransCumberland Pipeline Company . . ..
Transco Independence Pipeline Company . .

WGP Enterprises, Inc. .. ........
Williams Gas Processing - Gulf Coast
Company, L.P............
Williams Gas Pipelines Central, Inc. . . . ..
Williams Storage Company .. .........
Williams Western Pipeline Company .. ....

Kern River Gas Transmission Company . . .

Jurisdiction Owne
of Imme

Incorporation Pa

Delaware

Delaware

Texas (Partnership)
Delaware

Delaware

Delaware 3
Delaware

Delaware

Delaware

Delaware

Delaware

Delaware

Delaware

Delaware

Delaware

Delaware

Delaware

Delaware

Delaware

Delaware

Delaware

Delaware
Delaware
Delaware
Delaware
Texas (Partnership)



EXHIBIT 23
CONSENT OF INDEPENDENT AUDITORS

We consent to the incorporation by reference ifallewing registration statements on Form S-3 eeldted prospectuses and in the
following registration statements on Form S-4 and=orm S-8 of The Williams Companies, Inc. of cepart dated February 13, 1998, with
respect to the consolidated financial statemerdssahedule of The Williams Companies, Inc. includgethis Annual Report (Form 10-K) for
the year ended December 31, 1997.

Form S-3: Registration No. 333-20929 Registratian 883-29185
Form S-4: Registration No. 333-44963

Form S-8: Registration No. 33-2442; Registration BRR-24322; Registration No. 33-36770; Registrabion 33-44381; Registration No. 33-
40979; Registration No. 33-45550; Registration 88-43999; Registration No. 33-51539; Registratian 83-51543; Registration No. 33-
51551; Registration No. 33-51549; Registration BR51547; Registration No. 33-51545; Registratian 83-56521 Registration No. 333-
03957;Registration No. 333-11151 Registration N88-80721;Registration No. 333-33735 Registration 388-30095

ERNST & YOUNG LLP
Tulsa, Oklahoma

March 26, 199¢



EXHBIIT 24
THE WILLIAMS COMPANIES, INC.
POWER OF ATTORNEY

KNOW ALL MEN BY THESE PRESENTS that each of the emslgned individuals, in their capacity as a divecir officer, or both, as
hereinafter set forth below their signature, of TWH_LIAMS COMPANIES, INC., a Delaware corporatiof\illiams"), does hereby
constitute and appoint WILLIAM G. VON GLAHN, DAVIM. HIGBEE and SHAWNA L. BARNARD their true and laulfattorneys and
each of them (with full power to act without théets) their true and lawful attorneys for them antheir name and in their capacity as a
director or officer, or both, of Williams, as herefter set forth below their signature, to signliafihs' Annual Report to the Securities and
Exchange Commission on Form 10-K for the fiscalrymaled December 31, 1997, and any and all amendriareto or all instruments
necessary or incidental in connection therewitlat an

THAT the undersigned Williams does hereby constiaid appoint WILLIAM G. VON GLAHN, DAVID M. HIGBEEand SHAWNA L.
BARNARD its true and lawful attorneys and eachharh (with full power to act without the others)titse and lawful attorney for it and in
name and on its behalf to sign said Form 10-K andaand all amendments thereto and any and aluim&ints necessary or incidental in
connection therewith.

Each of said attorneys shall have full power ofssitiltion and resubstitution, and said attorneyargr of them or any substitute appointed by
any of them hereunder shall have full power anti@itly to do and perform in the name and on betia#fach of the undersigned, in any and
all capacities, every act whatsoever requisiteemessary to be done in the premises, as fullyl fatahts and purposes as each of the
undersigned might or could do in person, the urigees! hereby ratifying and approving the acts @ s#torneys or any of them or of any
such substitute pursuant hereto.

IN WITNESS WHEREOF, the undersigned have executedinstrument, all as of the 25th day of Janua®@8.

/sl KEITH E. BAI LEY /sl JACK D. MCCARTHY

Keith E. Bailey Jack D. McCarthy

Chai rman of the Board, Seni or Vice President

Presi dent and (Principal Financial Oficer)

Chi ef Executive O ficer
(Principal Executive Oficer)

/sl GARY R BELITZ

Gary R Belitz

Controller

(Principal Accounting Oficer)



/sl GLENN A COX

d enn A Cox
Director

/sl WLLIAM E. GREEN

WlliamE G een
Di rector

/sl WR. HOWELL

WR. Howel |
Director

/sl JAMES C. LEWS

James C. Lewi s
Director

/sl PETER C. MEIN G

Peter C. Meinig
Director

/'s/ GORDON R PARKER

CGordon R. Par ker
Di rector

ATTEST:

/sl DAVID M H GBEE

David M Hi gbee
Secretary
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/'s/ THOVAS H. CRUI KSHANK

Thomas H. Crui kshank
Di rector

/sl PATRICIA L. H G4 NS

Patricia L. Higgins
Di rector

/'s/ ROBERT J. LAFORTUNE

Robert J. LaFortune
Di rector

/sl JACK A. MACALLI STER

Jack A. MacAllister
Di rector

/sl KAY A. ORR

Joseph H. Wllians
Di rector

THE WILLIAMS COMPANIES, INC.

By /s/ WLLIAM G VON GLAHN

WIlliam G von d ahn
Seni or Vice President



I, the undersigned, SHAWNA L. GEHRES, Assistanti8&ry of THE WILLIAMS COMPANIES, INC., a Delawaemmpany (hereinafter
called the "Company"), do hereby certify that at@eting of the Board of Directors of the Companyly@&onvened and held on January 25,
1998, at which a quorum of said Board was presethiaating throughout, the following resolution veagy adopted:

RESOLVED that the Chairman of the Board, the Pezgidr any Vice President of the Company be, actl efithem hereby is, authorized
and empowered to execute a Power of Attorney ferimgonnection with the execution and filing, &rd on behalf of the Company, under
the Securities Exchange Act of 1934, of the ComfzaAignual Report on Form 10-K for the fiscal yeaded December 31, 1997.

| further certify that the foregoing resolution st been modified, revoked or rescinded and fslirforce and effect.

IN WITNESS WHEREOF, | have hereunto set my handaffided the corporate seal of THE WILLIAMS COMPARS, INC., this 27th day
of March, 1998.

/sl SHAWNA L. GEHRES

Shawna L. Cehres
Assi stant Secretary

(CORPORATE SEAL;



ARTICLE 5
CIK: 0000107263

NAME: THE WILLIAMS COMPANIES, INC.

MULTIPLIER: 1,000

PERIOD TYPE

FISCAL YEAR END
PERIOD START
PERIOD END

CASH

SECURITIES
RECEIVABLES
ALLOWANCES
INVENTORY
CURRENT ASSET¢
PP&E

DEPRECIATION
TOTAL ASSETS
CURRENT LIABILITIES
BONDS

PREFERRED MANDATORY
PREFERREL
COMMON

OTHER SE

TOTAL LIABILITY AND EQUITY
SALES

TOTAL REVENUES
CGS

TOTAL COSTS
OTHER EXPENSES
LOSS PROVISION
INTEREST EXPENSE
INCOME PRETAX
INCOME TAX

INCOME CONTINUING
DISCONTINUED
EXTRAORDINARY
CHANGES

NET INCOME

EPS PRIMARY

EPS DILUTED

1 A 2 for 1 common stock split and distribution oaeut effective December 29, 1997. Prior financighdahedules have been restated for

this recapitalization.

12 MOS
DEC 31 1997
JAN 01 199
DEC 31 199
81,25

0
1,350,809
(19,983
300,54
2,255,85!
12,284,39
(2,228,820
13,878,97.
3,027,309
4,565,32!
0

142,21:
325,06t
3,104,309
13,878,97.
0
4,409,57;
0
3,482,99
0

(8,799
404,51¢
528,48!
177,97
350,51

0

(79,134

0

271,37t
.81
.8C



ARTICLE 5

RESTATED:
MULTIPLIER: 1,00C

PERIOD TYPE

FISCAL YEAR END
PERIOD START
PERIOD END

CASH

SECURITIES
RECEIVABLES
ALLOWANCES
INVENTORY
CURRENT ASSET¢
PP&E

DEPRECIATION
TOTAL ASSETS
CURRENT LIABILITIES
BONDS

PREFERRED MANDATORY
PREFERREL
COMMON

OTHER SE

TOTAL LIABILITY AND EQUITY
SALES

TOTAL REVENUES
CGS

TOTAL COSTS
OTHER EXPENSES
LOSS PROVISION
INTEREST EXPENSE
INCOME PRETAX
INCOME TAX

INCOME CONTINUING
DISCONTINUED
EXTRAORDINARY
CHANGES

NET INCOME

EPS PRIMARY

EPS DILUTED

1 THESE AMOUNTS HAVE BEEN RESTATED FOR THE ADOPTIONFIFAS 128, "EARNINGS PER SHARE," AND A TWO-FOR-
ONE COMMON STOCK SPLIT AND DISTRIBUTION EFFECTIVE ECEMBER 29, 1997.

12 MOS
DEC 31 199
JAN 01 199
DEC 31 199
115,344

0

1,080,39;
(9,743
204,59
1,890,10;
11,212,25
(1,825,966
12,418,77
2,199,29;
4,376,91.

0

161,03
320,42
2,939,50"
12,418,77

0

3,531,21;

0

2,629,76:

0

(4,066
359,94°
545,40
183,06°
362,33

0

0

0

362,33
1.101

1.071



ARTICLE 5

RESTATED:
MULTIPLIER: 1,00C

PERIOD TYPE 12 MOS
FISCAL YEAR END DEC 31 199
PERIOD START JAN 01 199!
PERIOD END DEC 31 199
CASH 90,38:
SECURITIES 0
RECEIVABLES 688,59
ALLOWANCES (11,338
INVENTORY 189,03¢
CURRENT ASSETS 1,377,65!
PP&E 9,478,73;
DEPRECIATION (1,463,987
TOTAL ASSETS 10,561,20
CURRENT LIABILITIES 2,093,08!
BONDS 2,874,04:
PREFERRED MANDATORY 0
PREFERREL 173,48(
COMMON 158,00¢
OTHER SE 2,855,60!
TOTAL LIABILITY AND EQUITY 10,561,20
SALES 0
TOTAL REVENUES 2,855,67.
CGS 0
TOTAL COSTS 2,184,96:
OTHER EXPENSE 0
LOSS PROVISION 3,761
INTEREST EXPENSE 277,92«
INCOME PRETAX 401,36(
INCOME TAX 101,98¢
INCOME CONTINUING 299,37:
DISCONTINUED 1,018,80!
EXTRAORDINARY 0
CHANGES 0
NET INCOME 1,318,17
EPS PRIMARY 4.301
EPS DILUTED 4.17

THESE AMOUNTS HAVE BEEN RESTATED FOR THE ADOPTIONFKFAS 128, "EARNINGS PER SHARE," AND ALL COMMO
1 STOCK SPLITS SUBSEQUENT TO DECEMBER 31, 1995. PRIBRANCIAL DATA SCHEDULES HAVE NOT BEEN RESTATED
FOR THIS RECAPITALIZATION.

End of Filing
Pewerad By Iil}{i;\[_im
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