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

The Williams Companies, Inc. was incorporated uridedaws of the State of Nevada in 1949 and wiasoeporated under the laws of the
State of Delaware in 1987. The principal executiffeces of Williams are located at One Williams @am Tulsa, Oklahoma 74172 (telephone
(918) 573-2000).

On November 19, 1998, Williams announced thatd@rd of directors had authorized an initial publifering of a minority interest in its
communications subsidiary, Williams Communicati@rsup, Inc. Williams expects to file a registratistatement for this offering with the
Securities and Exchange Commission in the secoadearuwf 1999. In addition, on February 8, 1999llidfs announced it had entered into
an agreement with SBC Communications under whic@ &8uld acquire the lesser of the number of shafesmmon stock valued at $500
million or ten percent of the common stock of Wéittis Communications in a private placement expdotedcur simultaneously with the
initial public offering.

On March 28, 1998, Williams acquired MAPCO Incaistock-for-stock transaction based upon a fixedhamge ratio of 1.665 shares of
Williams common stock and .555 associated prefesteck purchase rights for each share of MAPCO comsatock and associated preferred
stock purchase rights. See Note 2 to Notes to Qiolased Financial Statements. Management belidwesitquisition furthers its strategy of
seeking growth through strategic acquisitions dhanges and that MAPCO's assets and operationpleonent Williams' existing lines of
business. Williams operates the MAPCO businessesgh Williams Energy Services.

(B) FINANCIAL INFORMATION ABOUT INDUSTRY SEGMENTS
See Part Il, Item 8 -- Financial Statements and Sygementary Data.
(C) NARRATIVE DESCRIPTION OF BUSINESS

Williams, through Williams Gas Pipeline Company aiidliams Energy Services and their subsidiariegages in the following types of
energy-related activities:

- transportation and storage of natural gas arade®@lactivities through operation and ownershifivef interstate natural gas pipelines;

- exploration and production of oil and gas throegimership of 708 Bcf of proved natural gas reseprmarily located in the San Juan
Basin of Colorado and New Mexico;

- natural gas gathering, processing, and treatitigies through ownership and operation of apprately 11,000 miles of gathering lines,
ten gas treating plants, and 11 gas processingsplane of which is partially owned);

- natural gas liquids transportation through owhigreind operation of approximately 10,300 milesatural gas liquids pipeline;

- transportation of petroleum products and relaégechinal services through ownership or operatioapgroximately 9,100 miles of petroleum
products pipeline and 68 petroleum products terlsina

- production and marketing of ethanol through opensand ownership of two ethanol plants (one ofclthis partially owned);
- petroleum products and propane distribution sevthrough operation and ownership of a petrolguoking company;
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- refining of petroleum products through operatiord ownership of two refineries;
- retail marketing through 256 convenience stoaes!;
- energy commaodity marketing and trading.

Williams, through Williams Communications Groupgland its subsidiaries, engages in the followymges of communications-related
activities:

- owner and operator of a 19,000-route mile teleaoomications fiber optic network;

- data-, voice-, and video-related products andices;

- advertising distribution services;

- video services and other multimedia servicesHerbroadcast industry;

- enhanced audio- and video-conferencing servimebusinesses;

- customer-premise voice and data equipment, satekservices including installation, maintenameel integration; and
- network integration and management services matite.

Williams, through subsidiaries of Williams Interimatal Company, directly invests in energy and tetemunications projects primarily in
South America and Australia and continues to expéord develop additional projects for internatidnaéstments. It also invests in energy,
telecommunications, and infrastructure developramds in Asia and Latin America.

Substantially all operations of Williams are congacthrough subsidiaries. Williams performs managtyrlegal, financial, tax, consultative,
administrative, and other services for its subsidgaand employs approximately 1,000 employeesliafik’ principal sources of cash are fi
external financings, dividends and advances fremsubsidiaries, investments, payments by subsigdidor services rendered, and interest
payments from subsidiaries on cash advances. Tharsrof dividends available to Williams from subiaiies largely depends upon each
subsidiary's earnings and operating capital remeérgs. The terms of certain subsidiaries' borroveimgngements limit the transfer of funds
to Williams.

To achieve organizational and operating efficiesncWilliams' interstate natural gas pipelines amiged together under its wholly owned
subsidiary, Williams Gas Pipeline Company. All atbperating companies are owned by Williams Holdin§Delaware, Inc., a wholly
owned subsidiary of Williams. The energy operatiohgVilliams Holdings of Delaware, Inc. are grougatb a wholly owned subsidiary,
Williams Energy Services; its communications operet are grouped into a wholly owned subsidiarylligéns Communications Group, Inc.;
and its international operations are grouped intdally owned subsidiary, Williams International @pany. Item 1 of this report is formatt
to reflect this structure.



WILLIAMS GAS PIPELINE COMPANY

Williams' interstate natural gas pipeline groupnpoised of Williams Gas Pipeline Company and itsssdiaries, owns and operates a
combined total of approximately 27,000 miles ofgtipes with a total annual throughput of approxieha8,700 TBtu* of natural gas and
peak-day delivery capacity of approximately 15 Btfas. The gas pipeline group consists of Trarnswemtal Gas Pipe Line Corporation,
Northwest Pipeline Corporation, Kern River Gas Braission Company, Texas Gas Transmission Corparaitd Williams Gas Pipelin
Central, Inc. The gas pipeline group also holdsamiiy interests in joint venture interstate natgas pipeline systems.

Williams' gas pipeline group has combined certa@imiaistrative functions, such as human resourcdgymation services, technical services,
and finance, of its operating companies in an effolower costs and increase efficiency. Althoagsingle management team manages
Northwest Pipeline and Kern River, and Texas Gaks@antral share a senior vice president and gemeaahger, each of these opera
companies operates as a separate legal entityadvdl gas pipeline group employs approximately @ &®ployees.

The gas pipeline group's transmission and storefjatees are subject to regulation by the Fed&mrgy Regulatory Commission (FERC)
under the Natural Gas Act of 1938 and under theifdbGas Policy Act of 1978 (NGPA), and, as subbirtrates and charges for the
transportation of natural gas in interstate commeifte extension, enlargement, or abandonmentistijational facilities, and accounting,
among other things, are subject to regulation. Emshpipeline company holds certificates of publinvenience and necessity issued by the
FERC authorizing ownership and operation of alepipes, facilities, and properties considered fligsonal for which certificates are
required under the Natural Gas Act. Each gas pipelompany is also subject to the Natural Gas iRp&8afety Act of 1968, as amended by
Title | of the Pipeline Safety Act of 1979, whiabgulates safety requirements in the design, castginy operation, and maintenance of
interstate natural gas pipelines.

As a result of the MAPCO merger in 1998, Williamsltéings acquired an approximately 4.8 percent itnaest interest in Alliance Pipeline.
Effective January 1, 1999, this interest was tramsfl to the gas pipeline group. Alliance consi$tsvo proposed segments, a Canadian
segment and a United States segment. Allianceiledsafpplications for approval with the FERC in theited States and the National Energy
Board (NEB) in Canada, to construct and operatapgmoximately 1,800 mile natural gas pipeline syséxtending from northeast British
Columbia to the Chicago, lllinois, area market eentvhere it will interconnect with the North Ameain pipeline grid. On September 17,
1998, the FERC granted a Certificate of Public Gomence and Necessity (CPCN) for the United Siatetson of the Alliance pipeline, and
on December 3, 1998, the NEB granted a CPCN fo€tmadian portion. Construction is expected torbagthe spring of 1999 with an
anticipated in-service date of October 2000. Testiimated cost of the Alliance project is approxeha$3 billion. At December 31, 1998,
Williams had invested approximately $19 millionAfliance.

A business description of the principal companiethe interstate natural gas pipeline group follows
TRANSCONTINENTAL GAS PIPE LINE CORPORATION

Transco is an interstate natural gas transportatiompany that owns a 10,500-mile natural gas pipediystem extending from Texas,
Louisiana, Mississippi, and the offshore Gulf of>N® through Alabama, Georgia, South Carolina, N&@#arolina, Virginia, Maryland,
Pennsylvania, and New Jersey to the New York Ciyrapolitan area. The system serves customersxasland eleven southeast and
Atlantic seaboard states, including major metrdpolareas in Georgia, North Carolina, New York, Niassey, and

* 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 poundsyoaesinch absolute at 60 degrees Fahrenheit.erhre"Btu" means British Thermal Unit,
"MMBtu" means one million British Thermal Units atitiBtu" means one trillion British Thermal Unitsh& term "Dth" means dekatherm.
The term "MbbI" means one thousand barrels. Tha t&Wh" means gigawatt hour.
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Pennsylvania. Effective May 1, 1995, Transco tramsfl the operation of certain production aredifess to Williams Field Services Group,
Inc., an affiliated company.

Pipeline System and Customers

At December 31, 1998, Transco's system had a maidklivery capacity of approximately 3.8 Bcf obgeer day from its production areas to
its primary markets. Using its Leidy Line and mar&eea storage capacity, Transco can deliver aitialal 2.9 Bcf of gas per day for a
system-wide delivery capacity total of approximat@l7 Bcf of gas per day. Excluding the productioea facilities operated by Williams
Field Services Group, Inc., Transco's system ispmmad of approximately 7,100 miles of mainline brehch transmission pipelines, 41
compressor stations, and six storage locations.pgegsion facilities at a sea level-rated capaoityl tapproximately 1.3 million horsepower.

Transco's major natural gas transportation custeruer public utilities and municipalities that pide/service to residential, commercial,
industrial, and electric generation end users. [ghrpon Transco's system include public utilitteapicipalities, intrastate pipelines, direct
industrial users, electrical generators, gas markeaind producers. No customer accounted for thareten percent of Transco's total
operating revenues in 1998. Transco's firm trartafion agreements are generally long-term agreesweith various expiration dates and
account for the major portion of Transco's businasslitionally, Transco offers interruptible tramspation service under shorter term
agreements.

Transco has gas storage capacity in five undergrstorage fields located on or near its systemaanmdarket areas and operates three of
these storage fields and a liquefied natural gakX) storage facility. The total gas storage capamiailable to Transco and its customers is
approximately 216 Bcf of gas. Storage capacity [isriiransco's customers to inject gas into stodagiang the summer and off-peak periods
for delivery during peak winter demand periods.

Expansion Projects

In 1998 Transco completed construction of, andgaanto service, two major projects, the Mobile Baeral Expansion Project and the
Cherokee Expansion Project. Phase | of the Moldlg Bateral Expansion Project, which was placed $stiavice on August 1, 1998, provides
new firm transportation capacity of 350 MMcf perdm a new offshore pipeline extending from thesogbntinental shelf to Transco's
Station 82 and 128 MMcf per day of capacity ondRisting onshore lateral from Station 82 to StaB&rat Transco's mainline in Choctaw
County, Alabama. Phase Il of the project, which piaeed into service on November 9, 1998, increaspdcity onshore by an additional
MMcf per day bringing the total Mobile Bay Lateapacity delivered at Station 85 to 784 MMcf pey.dan November 1, 1998, Transco
placed into service the Cherokee Expansion Pragecincremental expansion of Transco's systensisatithern market area providing
approximately 84 MMcf per day of new firm transgtitn capacity to serve markets in Georgia.

In February 1997 Pine Needle LNG Company, LLC, Whgowned by wholly owned subsidiaries of Tranand several of its major
customers, commenced construction of a LNG stofagjlity in Guilford County, North Carolina. Thedgity will have 4 Bcf of storage
capacity, 400 MMcf per day of withdrawal capacénd is expected to be operational on May 1, 1988.droject is estimated to cost
approximately $107 million. Wholly owned subsidesiof Transco will operate the facility and maintai35 percent ownership interest.
Transco expects to make equity investments of aqpately $19 million in this project.

In November 1997 the North Carolina Utilities Corssion issued an order approving the Cardinal Ripdfiroject. Wholly owned
subsidiaries of Transco and three of its North GQasccustomers will own the Cardinal pipeline systevhich will involve the acquisition of
the existing 37-mile Cardinal pipeline in North Glima and construction of an approximately 67-meension of the Cardinal pipeline to
new interconnections located near Clayton CountrfiNCarolina. This project will provide 140 MMcépday of additional firm
transportation capacity to North Carolina markets s expected to be operational by November 1919B8e project is estimated to cost
approximately $98 million. Wholly owned subsidiarief Transco will
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operate the Cardinal pipeline and maintain a 45e#rownership interest in the project. Transcaeeipto make equity investments of
approximately $22 million in this project.

In December 1997 wholly owned subsidiaries of Tcarend AGL Resources Inc. formed Cumberland GasliBggCompany. Cumberland
plans to expand existing pipeline facilities of isao and AGL northward into Tennessee, creatirgBaniile pipeline that is expected to
provide firm transportation capacity to market&ieorgia and Tennessee by the 2000-2001 wintermgesgiason. Wholly owned subsidiaries
of Transco will operate the Cumberland pipeline arantain a 50 percent ownership interest. Thened#d total cost of this project is up to
$99 million. Transco expects to make equity investta of up to $24.8 million. Cumberland plans te for FERC approval of the project
during the first quarter of 1999.

On May 13, 1998, Transco filed an application with FERC for approval of its MarketLink Project.dém this project, Transco proposes to
construct and operate mainline and Leidy Line féed to create an additional 700 MDth per dayrah$portation capacity to serve increased
demand in the mid-Atlantic and south-Atlantic regmf the United States by a targeted in-servite daNovember 1, 2000. The estimated
cost of the proposed facilities is $529 million.

In 1997 Independence Pipeline Company, owned ggbmlivholly owned subsidiaries of Transco, ANR Hipe Company, and National Fi
Gas Company, filed an application for FERC appréeaonstruct and operate a new pipeline consistirapproximately 400 miles of 36-

inch pipe from ANR's existing compressor statioDafiance, Ohio, to Transco's facilities at Lei®gnnsylvania. In April 1998 Independe
notified the FERC that it is revising its expecbeeervice date from November 1999 to November 20&ecting the status of its certificate
application and the anticipated time required tostauct the pipeline facilities once authorizedldpendence's pipeline is expected to provide
approximately 916 MMcf per day of firm transportaticapacity. The estimated cost of the Independpraject is $678 million. Transco
estimates that its equity contribution will apprate $68 million based on its expected one-thirdenship interest.

Subsidiaries of Transco, Duke Energy, and KeySpaerdy have formed Cross Bay(SM) Pipeline Companly.,@. The Cross Bay Pipeline
Project is designed to increase natural gas dédiwémto the New York City metropolitan area bytalling compression and looping facilities
to expand the capacity of Transco's existing Lorgdb lateral pipeline by approximately 121 MMcf day. The project is targeted to be
operational in the 2000-2001 time frame. The pitagestimated to cost approximately $50 millionh&ly owned subsidiaries of Transco
will operate the Cross Bay pipeline and mainta8v¥& percent ownership interest. Transco expeatsale equity investments of
approximately $5 million in this project.

Buccaneer Gas Pipeline Company, L.L.C., a whollypesvsubsidiary of Transco, announced on March 99,1®at it would accept, until
March 29, 1999, requests for firm transportatiovise to be made available on a proposed new fajasapipeline system extending from
the Mobile Bay area in Alabama to markets in Flaripecifically, Buccaneer anticipates that itefpie system will extend from a point ni
Transco's Station 82 in Coden, Alabama, acros&thitof Mexico to the west coast of Florida justtmoof Tampa. The pipeline would
continue onshore in an easterly direction to spoxeer generation plants and other markets acressahtral part of the state, and will
terminate in Volusia County, Florida. The latergdgdines will be constructed in accordance with keademand. The target in-service date
for the projects is June 2002. Buccaneer plangetddr FERC approval of the project in August 19%8e capital cost of the project will
depend upon the level of market commitment received

Transco is currently developing the SouthCoast Bsjoa Project, which it expects will create additibfirm transportation capacity on its
system from the end of Transco's existing Mobilg Baeral pipeline in Choctaw County, Alabama, taintine delivery points in Transco's
Rate Zone 4 (Alabama and Georgia). Transco plafieetior FERC approval of the project during thiestf quarter of 1999. The project has a
target in-service date of November 1, 2000. Tramsquects the cost of this project to approximate iBdlion.
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Operating Statistics. The following table summasigansportation data for the periods indicated Btus):

TRANSCO SYSTEM DELIVERIES (TBTU) 1998 1997 1996
Market-area deliveries:
Long-haul transportation...........ccccceeeeeeee. L 857.8 940.2 948.9
Market-area transportation..........cccccoeeeeee. L 522.1 438.9 428.1
Total market-area deliveries.............. .. 1,379.9 1,379.1 1,377.0
Production-area transportation..................... .~ .. 214.0 2420 260.7
Total system deliveries......c.cccceeee. . 1,593.9 1,621.1 1,637.7
Average Daily Transportation Volumes................ ... 4.4 4.4 45
Average Daily Firm Reserved Capacity.......c....... . ... 5.8 55 5.2

NORTHWEST PIPELINE CORPORATION

Northwest Pipeline is an interstate natural gasspartation company that owns and operates a ha@asagipeline system extending from
San Juan Basin in northwestern New Mexico and seegtern Colorado through Colorado, Utah, Wyomidghb, Oregon, and Washington
to a point on the Canadian border near Sumas, Wgtsim. Northwest Pipeline provides services forkatwrin California, New Mexico,
Colorado, Utah, Nevada, Wyoming, Idaho, Oregon,\Aaghington directly or indirectly through intercmttions with other pipelines.

Pipeline System and Customers

At December 31, 1998, Northwest Pipeline's systeaming a mainline delivery capacity of approximat2l5 Bcf of gas per day, was
composed of approximately 3,900 miles of mainlind branch transmission pipelines and 40 comprestations having sea level-rated
capacity of approximately 307,000 horsepower.

In 1998 Northwest Pipeline transported naturalfgas total of 165 customers. Transportation custainclude distribution companies,
municipalities, interstate and intrastate pipeljrggs marketers, and direct industrial users. Woddrgest customers of Northwest Pipeline in
1998 accounted for approximately 14.8 percent ahtl fiercent, respectively, of its total operatiagenues. No other customer accounted for
more than ten percent of total operating revenad®98. Northwest Pipeline's firm transportationeggnents are generally long-term
agreements with various expiration dates and at¢doutthe major portion of Northwest Pipeline's imess. Additionally, Northwest Pipeline
offers interruptible transportation service undeorger term agreements.

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 LNG storage facility in Nifagton that provides a needle-peaking
service for its system. These storage facilitiegelen aggregate delivery capacity of approxima@&y MMcf of gas per day.

Expansion Projects

The Columbia Gorge project will provide firm tramsfation between a Stanfield, Washington, recejntpand a delivery point near Sumas,
Washington, to serve the markets of BC Gas Utility. (a major gas distributor in lower British Cotbia). Northwest Pipeline has sought
regulatory approvals to complete the first phasgi®00 Dth per day. Northwest Pipeline filed aifieate application on May 15, 1998, to
complete the first phase and an amendment (toctafksign cost changes) in the fourth quarter 8818lorthwest Pipeline expects this
project to cost approximately $18 million.

Northwest Pipeline owns a c-third interest in the Jackson Prairie storagdifgdocated in the state of Washington. In Mar@&98
Northwest Pipeline filed for certificate authorityrealign authorized storage capacity for systataricing by replacing 3.04 Bcf of existi
firm storage capacity at the Clay Basin storage



facility located in eastern Utah (and 25.3 MMcf gay of associated firm deliverability) with 1.0B¢f of Jackson Prairie expansion capacity
(and 100 MMcf per day of associated firm deliveliahi The FERC order authorizing expansion of #aekson Prairie storage facility was
received and accepted the last week of Septemi®&. The total cost of Northwest Pipeline's oneetlmterest in this expansion project is
estimated at $10 million with an expected in-sexdate of October 1, 1999.

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

1998 1997 1996

Transportation Volumes.......ccocceevvvvveeenneeee 732 714 834
Average Daily Transportation Volumes................ ... 20 20 23
Average Daily Firm Reserved Capacity.......c........ ... 26 25 25

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 is an interstate natural gas transpioriatompany that owns and operates a natural gadiqé system extending from Wyoming
through Utah and Nevada to California. The systehich commenced operations in February 1992, delimatural gas primarily to the
enhanced oil recovery fields in southern Califoriiilae system also transports natural gas forigslitmunicipalities, and industries in
California, Nevada, and Utah.

Pipeline System and Customers

At December 31, 1998, Kern River's system was campof approximately 707 miles of mainline and brattansmission pipelines and five
compressor stations having a mainline delivery cipaf approximately 700 MMcf of gas per day. Tipeline system interconnects with
the pipeline facilities of another pipeline compatyDaggett, California. From the point of internestion, Kern River and the other pipeline
company have a common 219-mile pipeline which is@iv63.6 percent by Kern River and 36.4 percerthbyther pipeline company, as
tenants in common, and is designed to accommolateambined throughput of both systems. This comfacitity has a delivery capacity
1.1 Bcf of gas per day.

In 1998 Kern River transported natural gas for@ongrs in California, Nevada, and Utah. Kern Rivansported gas for reinjection as a part
of enhanced oil recovery in Kern County, Califorraad for local distribution customers, electriditiés, cogeneration projects, and
commercial and other industrial customers. Thelbrgest customers of Kern River in 1998 accountecpproximately 20 percent and 14
percent, respectively, of its total operating raxes One of these customers serves the enhanaedmikry fields. No other customer
accounted for more than ten percent of total opegaevenues in 1998. Kern River transports natgaal for customers under firm long-term
transportation agreements totaling 694 MMcf of gasday.

Kern River, under an executed firm transportationtact, delivers natural gas into the Las Vegasjada, market area during the winter
months. Kern River began deliveries of approximeai€l MMcf of gas per day during 1997 and expectssitalate deliveries to 40 MMcf of
gas per day on a seasonal basis by 1999.

Operating Statistics. The following table summasizansportation data for the periods indicatecluiting 1996 and part of 1997 during
which Williams owned less than 100 percent of KRiver (in TBtus):

1998 1997 1996

Transportation Volumes..........ccccoevvvvcccceeeee. 299 285 281
Average Daily Transportation Volumes............... ... .82 .78 .77
Average Daily Firm Reserved Capacity..........c..... ... 72 73 .71



TEXAS GAS TRANSMISSION CORPORATION

Texas Gas is an interstate natural gas transpmrtatimpany that owns and operates a natural gan@psystem extending from the
Louisiana Gulf Coast area and eastern Texas amdngigenerally north and east through Louisian&aAsas, Mississippi, Tennessee,
Kentucky, and Indiana to Ohio, with smaller diannditges extending into lllinois. Texas Gas's diretrket area encompasses eight states in
the South and Midwest, and includes the Memphian&ssee; Louisville, Kentucky; Cincinnati and Dayt®hio; and Indianapolis, Indiana,
metropolitan areas. Texas Gas also has indiredtahaccess to the Northeast through interconnestidth unaffiliated pipelines.

Pipeline System and Customers

At December 31, 1998, Texas Gas' system, havingialime delivery capacity of approximately 2.8 Béfgas per day, was composed of
approximately 6,000 miles of mainline and branamsmission pipelines and 32 compressor stationsadyavsea level-rated capacity totaling
approximately 555,000 horsepower.

In 1998 Texas Gas transported natural gas to ces®im Louisiana, Arkansas, Mississippi, Tennesseafucky, Indiana, lllinois, and Ohio,
and indirectly to customers in the Northeast. Teé@as transported gas for 108 distribution compaaiesmunicipalities for resale to
residential, commercial, and industrial end us€exas Gas provided transportation services to apadiely 21 industrial customers located
along its system. At December 31, 1998, Texas @dgrdansportation contracts with approximately SBfppers. Transportation shippers
include distribution companies, municipalities rastate pipelines, direct industrial users, eleatgenerators, gas marketers, and producers.
The largest customer of Texas Gas in 1998 accodatexpproximately 13.9 percent of its total opemgtrevenues. No other customer
accounted for more than ten percent of total opeyaevenues in 1998. Texas Gas' firm transportagreements are generally long-term
agreements with various expiration dates and at¢doutthe major portion of Texas Gas's businesglittahally, Texas Gas offers
interruptible transportation and storage servicedeu agreements that are generally short-term.

Texas Gas owns and operates gas storage resenvtarsunderground storage fields located on or ieaystem or market areas. The sto
capacity of Texas Gas' certificated storage fieddgoproximately 177 Bcf of gas. Texas Gas' stogageis used in part to meet operational
balancing needs on its system, to meet the regeimtstof Texas Gas' firm and interruptible storaggt@mers, and to meet the requiremen
Texas Gas' no-notice transportation service, walldws Texas Gas' customers to temporarily dramfi@xas Gas' storage gas to be repaid
in-kind during the following summer season. A lapgetion of the gas delivered by Texas Gas to #sket area is used for space heating,
resulting in substantially higher daily requiremgedtiring winter months.

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

1998 1997 1996

Transportation Volumes.......ccoccevvvvveeenneeee 752.4 773.6 794.5
Average Daily Transportation Volumes................ ... 21 21 22
Average Daily Firm Reserved Capacity......ccc....... ... 22 22 21

WILLIAMS GAS PIPELINES CENTRAL, INC.

Central, formerly known as Williams Natural Gas Guamy, is an interstate natural gas transportatonpany that owns and operates a
natural gas pipeline system located in Coloradmdda, Missouri, Nebraska, Oklahoma, Texas, and Vihgrithe system serves customers
in seven states, including major metropolitan anedsansas and Missouri, its chief market areas.
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Pipeline System and Customers

At December 31, 1998, Central's system, havingialma delivery capacity of approximately 2 Bcfgds per day, was composed of
approximately 6,000 miles of mainline and branamsmission and storage pipelines and 44 compretstayns having a sea level-rated
capacity totaling approximately 227,000 horsepower.

In 1998 Central transported natural gas to custsime€Colorado, Kansas, Missouri, Nebraska, Oklahdreaas, and Wyoming. Central
transported gas for 71 distribution companies andiaipalities for resale to residential, commercaald industrial end users in approxima
530 cities and towns. Central provided transpantasiervices to approximately 296 industrial custaniederal and state institutions, and
agricultural processing plants located principail)kansas, Missouri, and Oklahoma. At Decemberl®98, Central had transportation
contracts with approximately 195 shippers. Trantgtimn shippers include distribution companies, mipalities, intrastate pipelines, direct
industrial users, electrical generators, gas markeand producers.

In 1998 approximately 63 percent of Central's tof@rating revenues were generated from gas tretiasipo services to Central's two largest
customers, Kansas Gas Service Company, a divisi@meok, Inc. (approximately 30 percent), and MissGas Energy Company
(approximately 33 percent). Kansas Gas Service @ompells or resells gas to residential, commerarad industrial customers principally
certain major metropolitan areas of Kansas. Midg8as Energy sells or resells gas to residentihroercial, and industrial customers
principally in certain major metropolitan areasuvigsouri. No other customer accounted for more tieanpercent of operating revenues in
1998.

Central's firm transportation agreements have uarexpiration dates ranging from one to 20 yeaith, tlie majority expiring in three to eig
years. Additionally, Central offers interruptiblansportation services under shorter term agreesr

Central operates nine underground storage fieltts avi aggregate gas storage capacity of approxyneBcf and an aggregate delivery
capacity of approximately 1.2 Bcf of gas per dagntfal's customers inject gas into these fieldsnademand is low and withdraw it to sup
their peak requirements. During periods of peakatamapproximately two-thirds of the firm gas detigd to customers is supplied from
these storage fields. Storage capacity enablesalsrgystem to operate more uniformly and effitieduring the year.

Expansion Projects

Central's largest expansion project in 1998 involthee acquisition of a petroleum pipeline and cosiom of the line to transport 28,000 Dth
per day of natural gas into the St. Louis, Missoa@a. Additionally, Central constructed a newpdypateral in Hemphill County, Texas,
which provided incremental supply load exceedin@,280 Dth per day.

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

1998 1997 1996

Transportation Volumes..........cccoovvvvvcccceeeee. 329 337 341
Average Daily Transportation Volumes............... ... 9 9 9
Average Daily Firm Reserved Capacity................ ... 21 21 19

REGULATORY MATTERS

Each interstate natural gas pipeline company hasusregulatory proceedings pending. Each compeatgblishes its rates primarily through
the FERC's ratemaking process. Key determinarttseimatemaking process are (1) costs of providamgise, including depreciation rates, (2)
allowed rate of return, including the equity comennof the capital structure, and (3) volume thiqug assumptions. The FERC determines
the allowed rate of return in each rate case. Basggn and the allocation of costs between the ddrand commaodity rates also impact
profitability. As a result of these proceeding® tipeline



companies have collected a portion of their reversudbject to refund. See Note 12 of Notes to Cauhesigld Financial Statements and
Management's Discussion & Analysis of Financial ditans and Results of Operations for the amoumewgénues reserved for potential
refund at December 31, 1998.

Each of the interstate natural gas pipeline congsattiat were formerly gas supply merchants havertmkien the reformation of its respec
gas supply contracts. None of the pipeline companée any significant pending supplier take-or;patable-take, or minimum-take claims.
After December 31, 1998, Central paid various pardimounts to resolve its three remaining gas gugpitracts. The costs paid to resolve
these contracts are presently subject to certaRG-froceedings. For information on outstandingdsswith respect to contract reformation,
gas purchase deficiencies, and related regulagsoes, see Note 17 of Notes to Consolidated FiakBtatements.

COMPETITION

The FERC continues to regulate each of William&rstate natural gas pipeline companies pursuahetdlatural Gas Act and the NGPA.
However, competition for natural gas transportatias intensified in recent years due to customegsacto other pipelines, rate
competitiveness among pipelines, customers' dsitave more than one transporter, and regulatewgldpments. Future utilization of
pipeline capacity will depend on competition frother pipelines, use of alternative fuels, the gehlewvel of natural gas demand, and wee
conditions. Electricity and distillate fuel oil atlee primary competitive forms of energy for resitigl and commercial markets. Coal and
residual fuel oil compete for industrial and electreneration markets. Nuclear and hydroelectriggyrcand power purchased from electric
transmission grid arrangements among electridieslialso compete with gas-fired electric genenaitiocertain markets.

Suppliers of natural gas are able to compete fgrgais markets capable of being served by pipelisag) nondiscriminatory transportation
services provided by the pipeline companies. Age¢lgalated environment has matured, many pipelimepanies have faced reduced leve
subscribed capacity as contractual terms expirecastbmers opt to reduce firm capacity under cohirefavor of alternative sources of
transmission and related services. This situaknown in the industry as "capacity turnback," iecfog the pipeline companies to evaluate
consequences of major demand reductions in traditiong-term contracts. It could also result ignsficant shifts in system utilization, and
possible realignment of cost structure for remaréastomers since all interstate natural gas pipalompanies continue to be authorized to
charge maximum rates approved by the FERC on aotastvice basis.

Williams is aware that several state jurisdictibase been involved in implementing changes sinilahe changes that have occurred at the
federal level. This activity, frequently referramas "LDC unbundling," has been most pronouncediew York, New Jersey, Georgia, and
Pennsylvania. New York and New Jersey began eshahdj LDC unbundling regulations in 1995 and camtito develop regulations
regarding LDC unbundling. Georgia enacted an LD8umndling program in 1997. Pennsylvania is curreatigsidering LDC unbundling and
may enact legislation in 1999. In addition, Mardaand Delaware currently have pilot unbundling paogs for industrial, commercial, and
residential end-users. Management expects thesatiems to encourage greater competition in titamahgas marketplace.

OWNERSHIP OF PROPERTY

Each of Williams' interstate natural gas pipelinenpanies generally owns its facilities in fee, wdtrtain portions, such as certain offshore
facilities, being held jointly with third partieslowever, a substantial portion of each pipeline ganies' facilities is constructed and
maintained pursuant to rights-of-way, easementsnipg licenses, or consents on and across pregastined by others. Compressor stations,
with appurtenant facilities, are located in whoteropart either on lands owned or on sites heldenheases or permits issued or approved by
public authorities. The storage facilities are @itbwned or contracted under long-term leasessaneants.

ENVIRONMENTAL MATTERS

Each interstate natural gas pipeline is subjetiiedNational Environmental Policy Act and fedesdfite, and local laws and regulations
relating to environmental quality control. Managemieelieves that, with
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respect to any capital expenditures and operatidmaaintenance expenses required to meet applieablsonmental standards and
regulations, the FERC would grant the requisite ratief so that, for the most part, the pipelioenpanies could recover these expenditurt
their rates. For this reason, management belidagcompliance with applicable environmental regmients by the interstate pipeline
companies is not likely to have a material effgumu Williams' 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 17 of Notes to Colitlated Financial Statements.

WILLIAMS HOLDINGS OF DELAWARE, INC.

Williams Holdings' energy subsidiaries are engagegkploration and production; natural gas gathgrprocessing, and treating activities;
natural gas liquids transportation; petroleum potsltransportation and terminal services; etharmdyction and marketing; refining;
convenience retailing; mobile information managehsystems; fleet fuel management services; andygreammodity marketing and
trading. In addition, these subsidiaries provideaety of other products and services to the gnergustry. Williams Holdings'
communications subsidiaries own and operate a fipgc network; offer data-, voice-, and video-tethproducts; and offer services and
customer premise voice and data equipment, inafuitistallation, maintenance, and integration, matide. Williams Holdings' international
subsidiaries invest directly in energy and telecamitations projects primarily in South America akdstralia and development funds in
Asia and Latin America. On November 19, 1998, \&itis announced its intention to sell a minorityri@se in its communications subsidiary,
Williams Communications Group, Inc., to the publitaddition, on February 8, 1999, Williams annaeth@ had entered into an agreement
with SBC Communications under which SBC would aogjthe lesser of the number of shares of commak stalued at $500 million or ten
percent of the common stock of Williams Communimadi in a private placement expected to occur sanatiusly with the initial public
offering. On March 24, 1999, Williams disclosedtttia Board of Directors had authorized the mefénilliams Holdings with and into
Williams and the assumption by Williams of liab#i and obligations of Williams Holdings. Managemexpects the merger to be completed
in the second or third quarter of 1999.

WILLIAMS ENERGY SERVICES

Williams Energy is comprised of four major businas#s: Exploration & Production, Midstream Gas &lids, Petroleum Services, and
Energy Marketing & Trading. Through its businesggrWilliams Energy engages in energy productiod exploration activities; natural gas
gathering, processing, and treating; natural gasds transportation, fractionation, and storagdrgleum products transportation and termr
services; ethanol production; refining; convenieratailing; mobile information management systefiegt fuel management services; and
energy commodity marketing and trading.

Williams Energy, through its subsidiaries, owns B8 of proved natural gas reserves located prisnarithe San Juan Basin of Colorado
and New Mexico and owns or operates approximate}@a0 miles of gathering pipelines (including cerigathering lines owned by an
affiliate but operated by Midstream Gas & Liquidspproximately 10,300 miles of natural gas liqupgselines, ten gas treating plants, 11 gas
processing plants (one of which is partially owné&® petroleum products terminals, two ethanol potidn facilities (one of which is

partially owned), two refineries, 256 convenient®es/travel centers, and approximately 9,100 nafgsetroleum products pipeline. Physi
and notional volumes marketed and traded by sudrgdi of Williams Energy approximated 15,873 TBquigalents in 1998. Williams
Energy, through its subsidiaries, employs approiéhged,150 employees.

Segment revenues and segment profit for Williamargy are reported in Note 19 of Notes to Consadiddtinancial Statements herein.
A business description of each of Williams Enerdpylsiness units follows.
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EXPLORATION & PRODUCTION

Williams Energy, through its wholly owned subsigia¥illiams Production Company in its ExplorationR&oduction unit (E&P), owns and
operates producing natural gas leasehold propéntibe United States. In addition, E&P is activekploring for oil and gas.

Oil and gas properties. E&P's properties are latptémarily in the Rocky Mountains and Gulf Coatas. Rocky Mountain properties are
located in the San Juan Basin in New Mexico anaf@alo, in Wyoming, and in Utah. Gulf Coast promertare located in Louisiana, east and
south Texas, and offshore Gulf of Mexico.

Gas Reserves. At December 31, 1998, 1997, and E2¥® had proved developed natural gas reserveg®B4sf, 362 Bcf, and 323 Bcf,
respectively, and proved undeveloped reservesB23 238 Bcf, and 208 Bcf, respectively. Of E&Btal proved reserves, 90 percent are
located in the San Juan Basin of Colorado and Newidd. No major discovery or other favorable oreme event has caused a significant
change in estimated gas reserves since year end.

Customers and Operations. At December 31, 1998yrties and net developed leasehold acres owned&bBytdtaled 312,939 and 131,303,
respectively, and the gross and net undevelopess awvned were 444,916 and 111,926, respectivelipeember 31, 1998, E&P owned
interests in 3,393 gross producing wells (632 astjts leasehold lands.

Operating Statistics. The following tables summedrilling activity for the periods indicated:

1998 WELLS GR 0SS NET
Development
Drilled.......coooviiiieieeeen 1 73 46.7
Completed........oocveeeeiiiiiieeiiieen 1 73 46.7
Exploration
Drilled.......ccooviiiieieeeeen 5 31
Completed........coovvviiiiiiiiiiiiiieeeees 4 25
COMPLETED GROS S NET
DURING WELL S WELLS
1998 177 49
1997 207 35
1996 65 11

The majority of E&P's gas production is currentirty sold in the spot market at market prices. Mogaproduction sold during 1998, 1997,
and 1996 was 43.2 Bcf, 37.1 Bcf, and 31.0 Bcf, @etipely. The average production costs, includiredpction taxes, per Mcf of gas
produced were $.37, $.42, and $.23, in 1998, 188d,1996, respectively. The average wellhead gaies per Mcf was $1.31, $1.62, and
$.98, respectively, for the same periods.

In 1993 E&P conveyed a net profits interest inaerof its properties to the Williams Coal Seam Ragalty Trust. Williams subsequently
sold Trust Units to the public in an underwrittarbfic offering. Williams Holdings owns 3,568,791uBt Units representing 36.8 percent of
outstanding Units. Substantially all of the prodmctattributable to the properties conveyed toTfthest was from the Fruitland coal formation
and constituted coal seam gas. Production infoomagported herein includes E&P's interest in thdsiés.

MIDSTREAM GAS & LIQUIDS

Williams Energy, through Williams Field Servicesd@p, Inc. and its subsidiaries (Midstream Gas &uidg), owns and operates natural gas
gathering, processing, treating, transportatiagtfonation, and storage facilities located in Imagstern New Mexico, southwestern
Colorado, southwestern Wyoming, eastern Utah, mastern Oklahoma, Kansas, northern Missouri, eafebraska, lowa, southern
Minnesota, Tennessee, and also in areas offshdrerahore in Texas, Alabama, Mississippi, and Liana

12



Midstream Gas & Liquids also operates gatheringif@s, owned by Transcontinental Gas Pipe Lineg@oation, an affiliated interstate
natural gas pipeline company, that are currentiyleged by the FERC.

Expansion Projects. During 1998 Midstream Gas &uidg continued to expand its operations in the Galéist region through the Mobile
Bay and Discovery projects. Discovery, a 50 percaried joint venture, began operations during 188 the completion of its 150-mile
gas gathering system, Larose cryogenic plant wdthMMcf per day of capacity, and Paradis fractierafacility with 42,000 bbl per day of
capacity. Construction on the Mobile Bay gatherdng processing facilities has remained on schediitle the processing plant's
commissioning and performance testing expecte@dinbin the second quarter of 1999. Contracts anently in place to supply
approximately 70 percent of the processing pl&@®MMcf per day of capacity. Liquids from this ptawill be handled by three separate
joint ventures including the 1-States Pipeline, a 16.7 percent owned systemanggdgpacity of 80,000 bbl per day, Wilprise Pipeliad3
percent owned system with capacity of 75,000 bbdag, and a 26.7 percent owned fractionationifgiaitith a capacity of 60,000 bbl per
day. In addition, Midstream Gas & Liquids beganstainction on an expansion of its Rocky Mountairunatgas liquids pipeline which will
increase capacity from 75,000 bbl per day to 12516l per day through construction of a 412-milegtine parallel to the existing Mid-
America System. Completion is expected in July 1999

Customers and Operations. Facilities owned andglerated by Midstream Gas & Liquids consist of agpnately 11,000 miles of gathering
pipelines (including certain gathering lines owtwydTransco but operated by Midstream Gas & Liquitis) gas treating plants, 11 gas
processing plants (one of which is partially ownedhd approximately 10,300 miles of natural gasitlg pipeline, of which approximately
1,600 miles are partially owned. The aggregateydalét capacity is approximately 7.9 Bcf for thatigering systems and 6.7 Bcf for the gas
processing, treating, and dehydration facilitiesddream Gas & Liquids' pipeline operations prowigdstomers with one of the nation's
largest NGL transportation systems, while gatheand processing customers have direct accessetstiate pipelines, including affiliated
pipelines, which provide access to multiple markets

During 1998 Midstream Gas & Liquids gathered gas288 customers, processed gas for 140 custometravided transportation to 87
customers. The largest customer accounted for appabely 15 percent of total gathered volumes abg&cent of processed volumes, and
the two largest transportation customers accouiate2i3 percent and 12 percent, respectively, ofqpartation volumes. No other customer
accounted for more than ten percent of gatheredgssed, or transported volumes. Midstream Gas&idls' gathering and processing
agreements with large customers are generally terrg-agreements with various expiration dates. @ hasgterm agreements account for
majority of the gas gathered and processed by kidst Gas & Liquids. The natural gas liquids tramsimn contracts are tariff-based and
generally short-term in nature with some long-teontracts for system-connected processing plants.

Operating Statistics. The following table summasigathering, processing, natural gas liquid saled,transportation volumes for the periods
indicated. The information includes operationsilatted to facilities owned by Transco but operdigdidstream Gas & Liquids.

1998 1997 1996

Gas volumes:

Gathering (TBtU)....coovvveviieeiiee e 2,117 2,153 2,155
Processing (TBtU).....cccoevvvivvvieniiiieeeee 536 520 484
Natural gas liquids sales (millions of gallons).. ... 576 551 403
Natural gas liquids transportation (MMBbbl)...... ... 401 414 397

PETROLEUM SERVICES

Williams Energy, through wholly owned subsidiariests Petroleum Services unit, owns and operajasti@leum products pipeline system,
two ethanol production plants (one of which is gt owned), and petroleum products terminals pravides services and markets products
related thereto. Included in this
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business unit are two refineries, 256 convenietmes/travel centers, trucking and rail operatifamgpropane and refined products, mobile
information management systems, and fleet fuel iyament services.

Transportation. A subsidiary in the Petroleum Smwiunit, Williams Pipe Line Company, owns and afes a petroleum products pipeline
system which covers an 11-state area extending ®@klahoma to North Dakota and Minnesota and llEndihe system is operated as a
common carrier offering transportation and terminglservices on a nondiscriminatory basis undéaiphed tariffs. The system transports
refined products and liquified petroleum gases.

At December 31, 1998, the system traverses appeigiyn7,100 miles of right-of-way and includes apgmately 9,100 miles of pipeline in
various sizes up to 16 inches in diameter. Theegystcludes 77 pumping stations, 22.4 million baroé storage capacity, and 39 delivery
terminals. The terminals are equipped to delivéneel products into tank trucks and tank rail caise maximum number of barrels that the
system can transport per day depends upon thetioebalance achieved at a given time between varsegments 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. In 1998 total system shifsraveraged 614 thousand barrels per day.

An affiliate of Williams Pipe Line, Longhorn Enteipes of Texas, Inc. (LETI), owns a 31.5 percetdriest in Longhorn Partners Pipeline,
LP, a joint venture formed to construct and opeaatefined products pipeline from Houston to Eld&d%xas. Pipeline construction is nearly
complete, but operations are not expected to coroenentil the third quarter of 1999, pending reviewd approval of an environmental
assessment. Williams Pipe Line has designed anstremted and will operate the pipeline, and LETS bantributed a total of $92.4 million
the joint venture.

On February 25, 1999, Williams Energy announcé@d reached an agreement to purchase Union TekagfRamicals Corporation, a

wholly owned subsidiary of ARCO, with a closing exped on March 31, 1999. UTP's assets include arfieslight hydrocarbon
transportation and 85-mile olefin pipeline and ag@ network, which connects, either directly otiriectly, most major natural gas liquids
producers and olefin consumers in Louisiana. UBB & the leading merchant marketer of ethyleriminsiana and owns and operates a 5/12
(th) interest in a 1.25 billion pounds per yeary&ghe plant near Geismar, Louisiana. In conneatiith the acquisition, the Energy Marketing
& Trading unit anticipates entering into a finan@greement, backed by an A credit-rated thirdypamtended to manage the risks related to
the earnings volatility typically associated withene production. The expected cost of this tatien is $166.5 million.

The operating statistics set forth below relatthtosystem's operations for the periods indicated:

1998 1997 1996

Shipments (thousands of barrels):
Refined products:

GasOliNeS. ..o 131,600 132,428 134,296

Distillates.....cccocovvvevvveiiicice L 72,471 71,694 68,628

Aviation fuels.......ccccoceeevvccveeneee. L 10,038 10,557 11,189

LP-GaSES..ccooieiiiieiiie e 8,644 13,322 15,618

Lube extracted fuel oil........ccooeveeveeeee L 1,246 7,471 8,555

Crude Oil.cccoviiiiiiiieeeeeeee -- 31 891

Total Shipments.......cccoovveveeeeee L 223,999 235,503 239,177

Daily average (thousands of barrels)................ ... 614 645 655
Barrel miles (millions)......cccccvvveveveeeee. L 61,043 61,086 61,969

Terminal Services and Development. Williams Enetggough its wholly owned subsidiary Williams Engigentures, provides independent
terminal services to the refining and marketingustdes via distribution of petroleum products tigh wholly owned and joint interest
terminals. WEV owns and/or operates 29 strategidatiated independent terminals covering a thirstate area in the South, Southeast,
Southwest, and Midwest.
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The terminals are supplied with refined productds etihanol by barge, tanker, truck, rail, and vesioommon carrier pipelines. WEV provic
scheduling and inventory management, access tgmanded transportation and information servicewoe, additive injection services, and
custom terminalling services such as octane andenate blending. On a selective basis, WEV provieieporary leased storage.

In 1996 WEV acquired a 45.5 percent interest ime&putheastern terminals and in 1998 increasedtinaership percentage to 68.94
percent. In late 1997 WEV acquired a terminal illd3a Texas, and in 1998 acquired a terminal iradtéh, Georgia. In early 1999 WEV
purchased 12 terminals in the Southeast from Anamcbtwo Memphis, Tennessee, area terminals frormanuArnold Companies. These
acquisitions have allowed WEYV to increase its dnreiness and to offer multi-market terminal sersit®its customers.

Terminal barrels delivered for the periods indidsdee noted below.

1998 1997 1996

Terminal Barrels Delivered (mbbls).......ccc........ ... 28,787 17,336 5,426

Ethanol. WEV is engaged in the production and nmtargeof ethanol. WEV owns and operates two ethataits of which corn is the
principal feedstock. The Pekin, lllinois, plant llmsannual production capacity of 100 million ga#i®f fuel-grade and industrial ethanol and
also produces various coproducts. The Aurora, Neldargplant (in which WEV owns a 74.9 percent irg8rbas an annual production capa
of 30 million gallons. WEV also markets ethanolgwoed by third parties. Coproducts, mainly flaveh@&ncers, produced at the Pekin plant
are marketed primarily to food processing companies

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

1998 1997 1996

Ethanol sold (thousands of gallons)........ccccc... . ... 172,056 145,612 119,800

Distribution Services. Petroleum Services, throitgllistribution services group, provides petrolemacking, propane trucking, and rail car
operations for Williams Energy and third partieseTpetroleum trucking operation, operated out ofridkis, Tennessee, under the name
"GENI Transport," works with local jobbers to supfiheir retail outlets and with several of WilliafBgsergy's Energy Marketing & Trading
unit's wholesale customers to develop transportatioangements. GENI Transport is also the prinrarysportation provider to Petroleum
Services' retail petroleum group. The propane tngcknd rail car operations are the primary transgpion providers for the Energy
Marketing & Trading unit's retail propane group.

Refining. Petroleum Services, through its subsidi&rowns and operates two refineries: the Nortk,Adaska, refinery and the Memphis,
Tennessee, refinery.

North Pole Refinery. The North Pole Refinery in@adhe refinery located at North Pole, Alaska, aberminal facility at Anchorage, Alastk
The refinery, the largest in the state, is locatgproximately two miles from its supply point foude oil, the Trans-Alaska Pipeline System
(TAPS). The refinery's processing capability israppmately 215,000 barrels per day. At maximum ertltroughput, the refinery can
produce 67,000 barrels per day of refined prodddiese products are jet fuel, gasoline, diese| fumting oil, fuel oil, naphtha, and asphalt.
Williams Energy's Energy Marketing & Trading unitirkets these refined products in Alaska, Westema@a, and the Pacific Rim
principally to wholesale, commercial, industriabdagovernmental customers and Petroleum Serviegsl petroleum group. The retalil
petroleum group accounted for about eight percktiteoNorth Pole Refinery's 1998 product sales mawand 64 percent of the North Pole
Refinery's gasoline production. Petroleum Servimeapleted construction of a third crude unit atréfinery that can produce an additional
17,000 barrels per day of refined products, inelgdi4,000 barrels per day of jet fuel. The new erudit construction was completed in
October 1998 at a cost of $74.5 million.
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Average daily throughput and barrels processedramdferred by the North Pole Refinery per dayrarted below:

1998 1997 1996

Throughput (bbl)........cccoooiiiiiiii ... 142,471 132,238 132,912
Barrels Processed and Transferred (bbl)............ ... 44561 42,201 43,392

The North Pole Refinery's crude oil is purchasedubh Williams Energy's Energy Marketing & Tradingit from the state of Alaska or is
purchased or received on exchanges from crudeaduyeers. The refinery has a long-term agreemetht thve state of Alaska for the purchase
of royalty oil, which is scheduled to expire on Bawer 31, 2003. The agreement provides for thehpgiecof up to 35,000 barrels per day
(approximately 17 percent of the refinery's supplydhe state's royalty share of crude oil produtech Prudhoe Bay, Alaska. These volun
along with crude oil either purchased from crudgoidducers or received under exchange agreemenotber short-term supply agreements
with the state of Alaska, are utilized as throughpuhe production of products at the refinery pgximately 34 percent of the throughput is
refined and sold as finished product and the red®ainf the throughput is returned to the TAPS atiteedelivered to repay exchange
obligations or sold.

Memphis Refinery. The Memphis Refinery is the omfinery in the state of Tennessee and has a thpuigapacity of approximately
140,000 barrels per day. In January 1998 Petroleamices completed construction of a splitter,éasing the refinery's capacity for
propylene production from 2,000 barrels per da§,@90 barrels per day. In November 1998 Petroleani&s commissioned an expansion
of its East Crude Unit increasing crude productiapacity by approximately 20,000 barrels per day4,000 barrels per day. Williams
Energy is currently in the process of making sigaifit plant modifications for further increasing ttefinery's crude oil flexibility. In late

1998 a $123 million project to increase crude pssirgy capacity of the refinery to 160,000 barrelsgay and construct a 36,000 barrels per
day continuous catalyst regeneration reformer vpasaved. Both projects are slated for completiothenyear 2000 and will enable the
refinery to produce 100 percent of customer denfandremium gasoline in the mid-South region of thated States while significantly
enhancing crude flexibility.

The Memphis Refinery produces gasoline, low sutiesel fuel, jet fuel, K-1 kerosene, propylene, Biduel oil, propane, and elemental
sulfur. These products are exchanged or marketethyly in the Mid-South region of the United Staitey Williams Energy's Energy
Marketing & Trading unit to wholesale customers;tsas industrial, governmental, and commercial eomess, jobbers, independent dealers,
other refiner/marketers, and to Petroleum Serviegail petroleum group.

The Memphis Refinery has access to crude oil fieenGulf Coast via common carrier pipeline and bgrbarges. In addition to domestic
crude oil, the Memphis Refinery has the capabdityeceiving and processing certain foreign cru@esing 1998, following the MAPCO
merger, Williams Energy's Energy Marketing & Traglimit purchased all of the crude oil processeti@tMemphis Refinery. Although this
method of purchase reduces the financial effegbttile crude oil market prices, the financialuks of the Memphis Refinery may be
significantly impacted by changes in the marketgsifor crude oil and refined products. Petrole@mvi8es cannot with any assurance pre
the future of crude oil and product prices or tlmipact on its financial results.

Average daily barrels processed and transferratidoylemphis Refinery are noted below:

1998 1997 1996

Barrels Processed and Transferred (bbl)........ 1 20,985 113,040 104,129

Retail Petroleum. Petroleum Services, primarilyemtie brand names "Williams TravelCenters" and IO Express,"” is engaged in the
retail marketing of gasoline, diesel fuel, othetrpleum products, convenience merchandise, andursit and fast food items. The retalil
petroleum group operates 29 interstate TravelCdotations and 227 convenience stores. The TramdCsites consist of 11 modern
facilities
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providing gasoline and diesel fuel, merchandisd,rastaurant offerings for both traveling consunaerd professional drivers, and 18
locations providing fuel and merchandise. The coresrce store sites are primarily concentrated énvihinities of Nashville and Memphis,
Tennessee, and the state of Alaska. MAPCO Exptessssepresent 38 percent of the convenience starket in Alaska. All of the motor
fuel sold by Williams TravelCenters and MAPCO Exqustores is supplied either by exchanges, diréctiy either the Memphis or North
Pole Refineries or through Williams Energy's Enekggrketing & Trading unit.

Convenience merchandise and fast food accounteapfmoximately 57 percent of the retail petrolenoug's gross margins in 1998 and 55
percent in 1997. Gasoline and diesel sales voldaordhe periods indicated are noted below:

1998 1997 1996

Gasoline (Mgals).....cccooovevevvciiiiiiiices L 329,821 292,644 279,708
Diesel (MGalS)....cccovvvvviiiiiiiiesenee L 188,401 137,219 147,548

ENERGY MARKETING & TRADING

Williams Energy, through subsidiaries, primarily \ldims Energy Marketing & Trading Company and itbsidiaries (EM&T), is a national
energy services provider that buys, sells, andsparts a full suite of energy commaodities, includimatural gas, electricity, refined products,
natural gas liquids, crude oil, propane, liquefiedural gas, and liquified petroleum gas, on a edale and retail level, serving over 300,000
customers. In addition, EM&T provides price-riskmagement services through a variety of financisirinments including exchange-traded
futures, as well as over-ttemunter forwards, options and swap agreementsertktatvarious energy commodities and provides abpérvice:
to the diverse energy industry. See Note 16 of\lbies to Consolidated Financial Statements.

EM&T markets natural gas throughout North Ameriod grew its total volumes (physical and notionalah average of 27.7 Bcf per day in
1998. EM&T's core business has traditionally begtural gas marketing in the Gulf Coast and Eastygions of the United States, using the
pipeline systems owned by Williams, but also inelsidharketing on approximately 50 néfiliams' pipelines. EM&T's natural gas custom
include producers, industrials, local distributmympanies, utilities, and other gas marketers.

In February 1999 EM&T and AES Ironwood, L.L.C. entard an amended and restated 20-year power puragesement under which
EM&T is to provide fuel to and market up to approzately 655 megawatts of electricity output fromemerating facility to be built and
owned by AES in southern Pennsylvania. In DecertB8B EM&T reached agreement with Hoosier EnergyaRElectric Cooperative, Inc.
to supply a part of its wholesale energy needsmaawage its energy portfolio.

In May 1998 EM&T and The AES Corporation signedbaykar agreement under which EM&T provides fuednd markets up to
approximately 4,000 megawatts of electricity outipam three southern California generating siteth\w# units owned and operated by AES.
During 1998 EM&T marketed 16.9 GW per hour (phykarad notional) of electricity.

In 1998 EM&T provided supply, distribution, andatdd risk management services to petroleum producafiners, and end-users in the
United States and various international regiongirigul 998 EM&T's total crude and petroleum prodyptsysical and notional) marketed
averaged 2,153 Mbbl per day. During 1998 EM&T atsarketed natural gas liquids with total volumesy§ital and notional) averaging
480.3 Mbbl per day.

EM&T markets and distributes propane and appliatcegproximately 300,000 customers at the regaill. Propane is used principally as a
fuel in various domestic, commercial, industrigiaultural, and vehicle motor fuel applicationgedtiential customers, who account for the
majority of sales, use propane for home heatingkiog, and other domestic purposes. The primaricaljural use is crop drying.
Commercial and industrial sales include fuel fasghing centers and industrial plants. During 19888 marketed 262.6 million gallons of
propane.
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EM&T is currently focusing its retail natural gasdeelectric business to concentrate on large erdsustomers and away from sales to
commercial and residential customers. See NoteGooolidated Financial Statements.

Operating Statistics. The following table summasirgarketing and trading volumes for the periodécaied, including propane totals during
1996, 1997, and a portion of 1998 during which afiis did not own MAPCO:

1998 1997 1996

Average marketing and trading volumes (physical and

notional):
Natural gas (Bcf per day).....ccooceeevvcveees L 27.7 223 159
Refined products, natural gas liquids, crude (mbb | per

AY) oo 2,633.3 1,549.0 616.0
Electricity (GWh per hour).....ccccceeeeveeeeeeee L 16.9 83 05
Propane gallons (millions)......ccccccceeeeeeeeee L 262.6 297.2 3314

REGULATORY MATTERS

Midstream Gas & Liquids. In May 1994 after reviewiits legal authority in a Public Comment Procegdthe FERC determined that whil¢
retains some regulatory jurisdiction over gathednd processing performed by interstate pipelipiggline-affiliated gathering and
processing companies are outside its authority utmgeNatural Gas Act. An appellate court has ieffid the FERC's determination and the
United States Supreme Court has denied requesteffborari. As a result of these FERC decisionse of the individual states in which
Midstream Gas & Liquids conducts its operationseheensidered whether to impose regulatory requintsnen gathering companies. Kan:
Oklahoma, and Texas currently regulate gatheritigiies using complaint mechanisms under whichstae commission may resolve
disputes involving an individual gathering arrangein Other states may also consider whether tosepegulatory requirements on
gathering companies.

In February 1996 Midstream Gas & Liquids and Tranfded applications with the FERC to spindowndlITransco's gathering facilities to
Midstream Gas & Liquids. The FERC subsequently elétine request in September 1996. Midstream Gag@ids and Transco sought
rehearing in October 1996. In August 1997 Midstré&aas & Liquids and Transco filed a second requaséXpedited treatment of the
rehearing request. The FERC has yet to rule orr¢hjgest for rehearing. In February 1998 Midstrézes & Liquids and Transco filed
separate applications to spindown an onshore gathsystem located in Texas, the Tilden/ McMullethgering system, which was also one
of the subjects of the pending rehearing requést. HERC has not ruled on this request. In June I898ERC issued a Notice of Inquiry
into its policy related to pipeline facilities Ided on the Outer Continental Shelf. No policy deras been issued from that proceeding.

Midstream Gas & Liquids' natural gas liquids grasigubject to various federal, state, and localrenmental and safety laws and
regulations. Midstream Gas & Liquids' pipeline ggiems are subject to the provisions of the Hazasdaquid Pipeline Safety Act. In
addition, the tariff rates, shipping regulationsd ather practices of the Millmerica, Rio Grande, and Seminole pipelines araledgd by th
FERC pursuant to the provisions of the Interstaismf@erce Act applicable to interstate common capéroleum and petroleum products
pipelines. The tariff rates and practices of theremmia system are regulated by the Surface TrarspmrtBoard under the provisions of the
Interstate Commerce Commission Termination Act@¥3lapplicable to pipeline carriers. Both of thetsgutes require the filing of
reasonable and nondiscriminatory tariff rates argest Midstream Gas & Liquids to certain otherulegions concerning its terms and
conditions of service. The Mid-America, Rio Granded Seminole pipelines also file tariff rates qowg intrastate movements with various
state commissions. The United States Departmenhtasfsportation has prescribed safety regulationsdmmon carrier pipelines. The
pipeline systems are subject to various state awisregulations concerning safety standards, eseeafieminent domain, and similar matters.

Petroleum Services. Williams Pipe Line, as an sitge common carrier pipeline, is subject to tlmvisions and regulations of the Interstate
Commerce Act. Under this Act, Williams Pipe Lineésgjuired,

18



among other things, to establish just, reasonalplé hondiscriminatory rates, to file its tariffstivthe FERC, to keep its records and accounts
pursuant to the Uniform System of Accounts for Ripeline Companies, to make annual reports to BERE; and to submit to examination of
its records by the audit staff of the FERC. Authotd regulate rates, shipping rules, and othectmes and to prescribe depreciation rates for
common carrier pipelines is exercised by the FER®@. Department of Transportation, as authorizethby1995 Pipeline Safety
Reauthorization Act, is the oversight authority iftterstate liquids pipelines. Williams Pipe Lirsealso subject to the provisions of various
state laws applicable to intrastate pipelines.

On December 31, 1989, a rate cap, which resulted & settlement with several shippers and hadtefédg frozen Williams Pipe Line's rat
for the previous five years, expired. Williams Plpee filed a revised tariff on January 16, 199@&hwhe FERC and the state commissions.
The tariff set an average increase in rates ofetégmt and established volume incentives and ptiopat rate discounts. Certain shippers on
the Williams Pipe Line system and a competing jgetarrier filed protests with the FERC allegihgttthe revised rates were not just and
reasonable and were unlawfully discriminatory. Withs Pipe Line elected to bifurcate this proceedingccordance with the then-current
FERC policy. Phase | of the FERC's bifurcated pedagg provided Williams Pipe Line the opportunityjastify its rates and rate structure
demonstrating that its markets were workably coitipet Rates to markets that were not deemed wdykadmpetitive in Phase | required
cost justification in Phase Il. Subsequent rategases filed by Williams Pipe Line were stayed pegdltimate resolution of Phase II.

In the Phase | proceeding, the FERC found all BuvflWilliams Pipe Line's markets to be workablyrqetitive and, thus, eligible for
market-based rates. On July 15, 1998, the FER@dsits1 decision in Phase Il finding that Williamip®Line failed to demonstrate that the
rates at issue for the 12 less competitive manketg just and reasonable and that Williams Pipe Ioiust roll back those rates to pre-1990
levels and pay refunds with interest to its shipp®illiams Pipe Line sought rehearing of the Jily 1998, order and has been granted leave
to stay the order's refund requirement until th@EEacts on rehearing. A shipper has appealed thseRtorder in the United States Court of
Appeals for the District of Columbia Circuit ancethppeal has been stayed pending the completiBhasfe 11. Williams Pipe Line took
appropriate reserves in 1998 for the July 15, 188&er, but continues to believe that subsequeatlised tariffs will be found lawful. See
Note 17 of Notes to Consolidated Financial Stateam

Environmental regulations and changing crude supatterns continue to affect the refining industrige industry's response to
environmental regulations and changing supply pagteill directly affect volumes and products shkédmn the Williams Pipe Line system.
Environmental Protection Agency regulations, dribgrthe Clean Air Act, require refiners to chanige tomposition of fuel manufactured. A
pipeline's ability to respond to the effects ofutagion and changing supply patterns will deterniiaability to maintain and capture new
market shares. Williams Pipe Line has successfaiponded to changes in diesel fuel compositionpaoduct supply and has adapted to
gasoline additive requirements. Reformulated gasakgulations have not yet significantly affectéiliams Pipe Line. Williams Pipe Line
will continue to attempt to position itself to respl to changing regulations and supply patterncamiot predict how future changes in the
marketplace will affect its market areas.

Energy Marketing & Trading. Management believed EM&T's activities are conducted in substantiainphiance 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. EM&T has taken steps tsuee it does not share employees or officers
with affiliated interstate natural gas pipelinesl @woes not receive information from affiliated nstiate natural gas pipelines that is not also
available to unaffiliated natural gas trading comipa.

COMPETITION

Exploration & Production. Williams Energy unit coetps with a wide variety of independent producsraell as integrated oil and gas
companies for markets for its production. E&P Hasé¢ general phases of operations: acquiring nodyging properties, developing non-
producing properties, and operating producing pitge In the process of acquiring minerals, thenpry methods of competition are on
acquisition price
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and terms such as duration of the mineral leaseaiount of the royalty payment, and special canditrelated to rights to use the surface of
the land under which the mineral interest lieghka process of developing non-producing properi&s? does not face significant
competition. In the operating phase, the primaryhoe of competition involves operating efficiencretated to the cost to produce the
hydrocarbons from the reservoir.

Midstream Gas & Liquids. Williams Energy competesdathering and processing business with interstat intrastate pipelines, producers,
and independent gatherers and processors. Nunmi&aioss impact any given customer's choice of hayaitg or processing services provi
including rate, term, timeliness of well connectdppressure obligations, and the willingness ofpiteevider to process for either a fee or for
liquids taken in-kind. Competition for the natugas liquids pipelines include other pipelines, taaks, trucks, barges, local sources of supply
(refineries, gasoline plants, and ammonia plaat®), other sources of energy such as natural gak,aib and electricity. Factors that
influence customer transportation decisions inclade, location, and timeliness of delivery.

Petroleum Services. Williams Energy's operatioessabject to competition because Williams Pipe ldperates without the protection of a
federal certificate of public convenience and nsitgshat might preclude other entrants from prowdike service in its area of operations.
Further, Williams Pipe Line must plan, operate, aachpete without the operating stability inherenaibroad base of contractually obligated
or owner-controlled usage. Because Williams Pipelis a common carrier, its shippers need only itheetequirements set forth in its
published tariffs in order to avail themselvestad transportation services offered by Williams Ripee.

Competition exists from other pipelines, refineriearge traffic, railroads, and tank trucks. Contjpet is affected by trades of products or
crude oil between refineries that have accessaeyhtem and by trades among brokers, tradergtaeds who control products. These 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 these traddtiavs Pipe Line also is exposed to interfuel cotitip; whereby an energy form shipped
by a liquids pipeline, such as heating fuel, idaepd 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 additicoabpeting products or crude oil pipelines, coneas 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 conversiontsffty 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 addjtiaglucers, such as refineries.

The principal competitive forces affecting Williargsergy's refining businesses are feedstock cadisery efficiency, refinery product mix,
and product distribution. Some of Memphis Refireggmpetitors can more easily process sour craghelsaccordingly, are more flexible in
the crudes which they can process. Williams Enéag/no crude oil reserves and does not engagede il exploration, and it must
therefore obtain its crude oil requirements fronaftiiated sources. Williams Energy believes thatiil be able to obtain adequate crude oil
and other feedstocks at generally competitive prfoethe foreseeable future.

The principal competitive factors affecting WilliankEnergy's retail petroleum business are locafimmguct price and quality, appearance and
cleanliness of stores, and brand-name identifinat@mmpetition in the convenience store industiptense. Within the travel center industry,
Williams TravelCenters are recognized as leadecsigiomer service by the local consumer, travadimgsumer, and professional driver.
Averaging 10,000 square feet, the facilities seaahjeblend these customer groups, resulting intgreavenue and income diversification
than traditional convenience stores. Williams Egéngends to construct
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ten new travel centers in 1999, in addition tossigs currently scheduled to open during the éirgt second quarters in 1999.

Energy Marketing & Trading. Williams Energy's op@was directly compete with large independent epengrketers, marketing affiliates of
regulated pipelines and utilities, propane wholersahnd retailers, and natural gas producers.ifbedial trading business competes with
other energy-based companies offering similar sess/as well as certain brokerage houses. This édéwaimpetition contributes to a business
environment of constant pricing and margin pressure

OWNERSHIP OF PROPERTY

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

Williams Energy's gathering and processing faesitand natural gas liquids pipelines are owneden ¥idstream Gas & Liquids constructs
and maintains gathering and natural gas liquidslisip systems pursuant to rights-of-way, easempetsits, licenses, and consents on and
across properties owned by others. The compretsiors and gas processing and treating faciliredocated in whole or in part on lands
owned by subsidiaries of Williams Energy or onsiteld under leases or permits issued or approygaiilic authorities.

Williams Energy owns its petroleum pipeline systenfee. However, a substantial portion of the sysi® operated, constructed, and
maintained pursuant to rights-of-way, easementsnipg 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.
The North Pole Refinery is located on land leasethfthe state of Alaska under a long-term leasedwdled to expire in 2025 and renewable
at that time by Williams Energy. The Anchorage,9kia, terminal is located on land leased from treeské Railroad Corporation under two
long-term leases. The Memphis Refinery is locatethad owned by Williams Energy. Williams Energyrmiapproximately one-half of the
properties upon which its Retail Petroleum stored@cated and leases the remainder from thirdgsaVilliams Energy management
believes its assets are in such a condition andtaiaed in such a manner that they are adequateudficient for the conduct of business.

The primary assets of Williams Energy's energy mting and trading unit are its term contracts, eygés, related systems and technoloy
support, and 180 Thermogas retail outlets locatekBistates including Alabama, Arkansas, Color&ttrjda, Illinois, Indiana, Kansas,
Michigan, Minnesota, Missouri, Mississippi, Nortlai@lina, Ohio, Oklahoma, South Dakota, Tennessek\Wisconsin.

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 existing environmental legajuirements will not have a material adverse effedhe capital expenditures, earnings,
and competitive position of Williams Energy. Seetdld7 of Notes to Consolidated Financial Statements

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 siite on the National Priorities List in
July 1990. In April 1991 Williams Pipe Line and tB®A executed an administrative consent order uwtiezh Williams Pipe Line agreed to
conduct a remedial investigation and feasibilitydstfor this site. The EPA issued its "No Actionéddrd 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 lmetsecond quarter of 1997 and submitted a repoesoits to the EPA, which published a
Notice of Intent to delete the Sioux Falls sitéhia January 4, 1999, Federal Register. The pubfiteent
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period has ended with no significant comments megth be addressed. Williams Pipe Line expect®suck letter from the EPA in the near
future, which will effectively complete the EPAtgérest in the site.

Groundwater monitoring and remediation are ongainigoth refineries and air and water pollution colntquipment is operating at both
refineries to comply with applicable regulationfeTClean Air Act Amendments of 1990 continue toactpVilliams Energy's refining
businesses through a number of programs and poogisihe provisions include Maximum Achievable CohnTechnology rules which are
being developed for the refining industry, contratsindividual chemical substances, new operatargjt rules and new fuel specifications
reduce vehicle emissions. The provisions impaatrotompanies in the industry in similar ways arelrast expected to adversely impact
Williams Energy's competitive position.

WILLIAMS COMMUNICATIONS GROUP, INC.

Williams Communications is comprised of three bassunits: Network, which owns and operates Williddommunications' fiber optic
network; Solutions, which provides customer-premisiee and data equipment, sales, and servicesdimg) installation, integration, and
maintenance; and Applications, which provides vidervices and other multimedia services for thadcast industry, advertising
distribution, business television applications,iatjcand video-conferencing services for businedse€anada, Solutions operates through its
subsidiary, WilTel Communications (Canada), Inc1998 Williams Communications sold the product bass segment of Williams Learn
Network, Inc. and withdrew from the Business Champaetnership. See Note 5 of Notes to Consolid&iedncial Statements. Willian
Communications also enters into strategic alliamsesmakes strategic investments in order to sdongeterm, high volume customer
contracts and gain additional capabilities to betégve its customers.

Williams Communications and its subsidiaries owpragimately 19,000-route miles of fiber optic conmzations network (with an
additional 13,000-route miles planned or under toe§on), maintain 120 offices primarily acrossrifoAmerica, but also in London,
Singapore, and Australia, and service approximét@;,000 customer sites. In addition, Williams Caumications owns four teleports in the
United States and has rights to capacity on domastl international satellite transponders. WilkaGommunications employed
approximately 8,300 employees as of December 38.19

Consolidated segment revenues by business ungegrdent profit/loss for Williams Communications weas follows for 1998 (dollars in
millions):

Segment revenues:

SOIUtIONS . $1,366.8
NEWOIrK. oo i 194.9
Applications.......cccocvieiiiiiiieiieeees 206.5
Total oo $1,768.2
SegmeNt [0SS...ccovveiiieiiieeeeeeeeeeee $(175.0)

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

The Network unit of Williams Communications, thrdug/illiams Communications, Inc., owns and operafgsroximately 19,000eute mile:
of fiber optic communications network, 10,000-rootes of which are restricted until July 1, 2064 multi-media applications including
Internet services, and 4,300-route miles of whighreot restricted and were acquired from IXC Comitations. Network has constructed an
unrestricted network along a 1,600 mile route fidouston to Washington, D.C., in proximity to pipairight-of-way owned by an affiliated
company. In addition, Williams Communications, latso owns an interest in a joint venture consiingca 1,600-mile fiber optic network on
a route connecting Portland, Salt Lake City, ansl agas with a dark fiber agreement extending dteork to Los Angeles. "Dark fibers"
are optical fibers contained within fiber-optic tebinstalled along Williams' rights-of-way,
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which do not have transmission equipment attacRatthasers of the right to use dark fibers conteit own transmission equipment and
transmit their own communications signals overfibers. Williams Communications, Inc. has also acgflia 350-mile fiber network in
Florida and plans to construct additional fibecémnect the Florida network to its existing netwirithe Southeast and to construct a new
fiber route in the midwest region of the Unitedt&safrom Chicago westward. Network has ultimategl@r a 32,000-route mile network.

In January 1998, upon the expiration of the non et agreement related to Williams' 1995 salesafiétwork services operations, Williams
Communications announced that it was re-enteriadahg-distance communications market as a whagwalvider of telecommunications
services. Network serves companies that are conuatioins carriers, including long distance telephcorapanies, local telephone service
providers, Internet service providers, and utiitentering the telecommunications market. Netwodvides these customers with a full range
of carrier services, including nationwide transnaissf telecommunications signals, Internet trarssioin services, the origination and
termination of a long distance call, local accessises, consulting, and operational assistancgcss.

Customers. Network's customers are primarily otiaeriers. Network is a carrier to other telecomrmations companies, providing dedicated
line and switched services to other carriers otgeowned or leased fiber optic network facilititietwork's customers currently include
regional bell operating companies, Internet serpiciders, other local service providers, utibtiand competitive local access providers and
other providers who desire high speed connecttaithe Internet; asynchronous transfer mode (ATMich is a switching and transmission
technology based on sending various types of indbion, including voice, data, and video, in packetdrame relay; private lines; or long
distance voice services on a wholesale basis. aletermedia Communications Inc. accounted farapimately 82.5 percent of Network's
revenues in 1998. Sales to the next three largssbmers accounted for approximately 13.5 perceNetwork's revenues in 1998.

Strategic Alliances. Effective January 1998 Netwenkered into an agreement with US West, which ides/that the two companies will

work together to provide data networking serviaed @ertical applications to a variety of customé&fS. West has agreed to use Network on a
preferred provider basis through 2002 and is reglio purchase at least $36.6 million of serviceseguipment from Network over the five-
year term

Network also entered into an agreement with ComigeNetwork Corporation to provide wholesale comigations services. William
Communications owns approximately 16 percent ofd@atric. Under the agreement with Concentric, Cotraehas agreed to purchase
either services or equipment from Network or Solusi respectively, valued at a minimum of $21 willover the five-year contract term.
Concentric has also agreed that Network or Solaticespectively, will be its preferred provider these services and equipment.

In April 1998 Intermedia Communications Inc. purskd a 20-year indefeasible right of use for Netvgonitionwide transmission capacity
with a value of approximately $450 million. An irfdasible right of use is an exclusive, indefeasilgbt to use the specified property for a
term essentially representing the economic lifthefproperty. The $450 million represents the presalue of the minimum amount
Intermedia will pay over the life of the agreemetwork will provide Intermedia with transmissioapacity at rates up to 9.952 billion bits
per second.

In October 1998 Network purchased shares of pedestock of UniDial Communications, Inc. for a phase price of $27 million. Dividends
begin to accrue at the rate of ten percent perrartieginning October 1, 1999. The shares are cahlemto shares of common stock under
certain circumstances, with Network's resultingcpatage of UniDial being subject to various fornsudad timing elements. UniDial markets
a variety of long distance and other communicatfeslucts including frame relay, Internet, and eoafcing services. UniDial has agreed to
use Network as a preferred provider and has alseddo allow Solutions to sell UniDial's produatsl services at competitive prices and for
UniDial to handle the billing and collection relagito Solution's sales of their services.
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On December 17, 1998, Network entered into twoegents with WinStar Wireless, Inc., a provider afnenunications services that uses
wireless technology to provide high capacity lomathange and Internet access services to comgdanasd in buildings not served by fiber
optic cable. The agreements give Network a 25-sight to use approximately two percent of WinStariieless capacity in exchange for
installment payments totalling $400 million ovepagximately two years, and give WinStar a 25-yéghtrto use four strands of Network's
fiber over 15,000-route miles in exchange for aeseyear $476 million obligation.

In February 1999 Network entered into a stratetjiarece with SBC Communications under which Netwaik be SBC's preferred provider
for domestic voice and data long distance senfime20 years, SBC will be Network's preferred poarifor selected international wholesale
services, toll-free operator, calling card, anacliory assistance services for 20 years, Solutidihsell SBC's products to its customers, and
SBC may sell Network's services to its customedsdi#onally, SBC agreed to make an equity investnigrpurchasing the lesser of $500
million or ten percent of the common stock of Withhs Communications at the time of the initial pcllffering.

SOLUTIONS

The Solutions unit of Williams Communications, ogged primarily through Williams Communications Saluas, LLC (WCS), provides
services and sells and installs equipment for tieey video, and data networks of its customersSM@s formed in April 1997 following tt
merger of subsidiaries of Williams Communicationsl &dlorthern Telecom, Inc. Williams Communicatiomswholds a 70 percent interest in
WCS, and Northern Telecom owns the remaining 30qer Williams Communications continues to addodssdlenges following the
combination related to integration of software eyst, related processes, and business issues.

Williams Communications, through subsidiaries inlbthg WCS, serves customers at approximately 10h@8ihess locations throughout the
United States consisting of small, medium, andddrgsinesses and governmental, educational, angnodibinstitutions. Solutions' custorr
base ranges from large, publicly-held corporat@md the federal government to small, privately-ocdvagtities. Solutions' top 25 customers
combined accounted for approximately 12 perceitsatvenue in 1998. Solutions' employs approxitgedgl00 employees, including sales
employees, billable engineers, design speciabsig,service technicians.

Solutions also helps its customers reduce the caxitpland cost of their communications decisiongbmbining components from a variety
of manufacturers into the communications soluti@ugiired by its customers. Solutions' broad rarfg®ice, video, and data solutions allow
Solutions to serve as a single-source provideit§arustomers' communications needs. Solutionsiluliges the products and services of a
number of leading communications suppliers inclgditortel, SBC Communications, Cisco Systems, Lug@echnologies, NEC, US West,
and Bell Atlantic. Solutions also provides senéce maintenance support for these products.

Operating Statistics. The following table summasitee results of operations for the Solutions ahWilliams Communications for the
periods indicated (dollars in millions):

1998 1997 1996

Segment reVENUES...........ccveeeeeeenineenne $1,366.8 $12065 $ 568.1
Percentage of revenues by type of service:

New system sales........ccccccvvvereeeennnnnn. 43% 52% 40%

System modifications.............cccceeeeeenns 34 28 34

Maintenance..........cccccevvvieeiiniienenn. 22 19 24

Other.....cooiiiiiiieeiiiee e 1 1 2
Backlog........cooveeviieiiieciee e, $ 2270 $ 2025 $ 1122
Segment profit (10SS)......ccccvvveeirerennnnn. $ (541 $ 473 $ 143

In 1998 Solutions derived approximately 56 peradrits revenues from its existing customer baseuh system modifications and
maintenance and approximately 43 percent fromaled new
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telecommunications systems to its existing custdmase and new customers. Solutions' three largpgtiers accounted for approximately
percent of equipment sold in 1998. A single mantifi@e, Northern Telecom, supplied approximatelyp88cent of all equipment sold. In this
case, WCS is the largest independent distributtiveriJnited States of certain of this company'sipots. The distribution agreement with 1
supplier is scheduled to expire at the end of 280#hagement believes there is minimal risk as ¢cathailability of products from suppliers.

APPLICATIONS

Vyvx

Vyvx, an unincorporated business unit of Williamsn@nunications, Inc., offers broadcast-quality tedmn and multimedia transmission
services nationwide by means of Network's 19,00@-multimedia network, four satellite teleport fi¢@s located near Atlanta, Denver, Los
Angeles, and New York, and satellite transpondpaciy. Vyvx primarily provides backhaul or poimt-point transmission of sports, news,
and other programming between two or more custdocations. With satellite facilities, Vyvx providgeint- to-multipoint transmission
service. Vyvx's customers include all of the mdjmradcast and cable networks. Vyvx is also engagéte business of advertising
distribution and is exploring other multimedia coommitation opportunities.

Conferencing

Global Access, offers multi-point videoconferencargd audioconferencing, as well as single poimhtdti-point business television services.
Global Access enables Williams Communications tivjgle customers with integrated media conferenm@sging together voice and video
by utilizing Williams Communications' existing fibeptic and satellite services.

In 1998 Williams Communications withdrew from Thadiness Channel, a joint venture with the PubligaBlicast Services (PBS). See Nc
of Notes to Consolidated Financial Statements.

REGULATORY MATTERS

Network. Williams Communications, Inc. is subjeztfederal Communications Commission regulatiores @smmon carrier with regard
certain of its transmission services and is sulifetite laws of certain states governing publititigs. An FCC rulemaking to eliminate
domestic, common carrier tariffs has been stayedipg judicial review. In the interim, the FCC equiring such carriers to operate under
traditional tariff rules. Operations of intrastatécrowave communications, satellite earth statiansl certain other related transmission
facilities are also subject to FCC licensing arfteotregulations. These regulations do not signitigampact Williams Communications,
Inc.'s operations. In 1997 the FCC began implentiemtaf the Universal Service Fund contemplatethan Telecommunications Act of 1996.
Williams Communications, Inc. is required to cobtie to this fund based upon certain revenuesoAtth Williams Communications, Inc.
intends to pass on such charges to its custom€&G,rklings raise questions about the right of comgxalike Williams Communications, Inc.
to do so.

Solutions. The equipment WCS sells must meet theirements of Part 68 of the FCC rules governirgejuipment registration, labeling
and connection of equipment to telephone netwGS relies on the equipment manufacturers' comgdiavith these requirements for its
own compliance regarding the equipment it distésuiThese regulations have a minimal impact on Vég& ations.

COMPETITION

Network. In the market for network transmissiorvgas, Williams Communications faces competitiaanirthree major facilitie-based long
distance fiber optic network companies. In additeeveral other companies have just completedeninaihe process of constructing regional
and nationwide fiber optic networks that will congavith Williams Communications in the wholesalewsrk market. Because Williams
Communications has focused its efforts on the mddtevholesale network services, it does not
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compete with these networks in the retail sectdhefmarket. Network intends to compete by beimgldlvest cost provider in the market for
technologically advanced network services and brgying only wholesale opportunities. By avoiding ttail market, it seeks to avoid the
situation of competing with its customers who paswholesale services for resale in the retaiketar

Federal telecommunications reform legislation eedi February 1996 is designed to increase cotigeboth in the long distance market
and local exchange market by significantly liberialiy current restrictions on market entry. In gartér, the legislation establishes procedures
permitting Regional Bell Operating Companies toviite long distance services including, but not fedito, video transmission services,
subject to certain restrictions and conditions pdent. Moreover, electric and gas utilities mawjate 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. lis time, management cannot predict the impact Rgiklation may have on Networks'
operations.

The Regional Bell Operating companies continueeekgegulatory approval to provide national lorgfatice services. As courts or regula
remove restrictions on the Regional Bell Operatugnpanies, they will be both important potentiadtomers and important potential
competitors of Network. If Regional Bell Operati@gmpanies are permitted to compete in the markdofm-distance services, they will
require nationwide fiber networks to provide seegiclf any such Regional Bell Operating Companyosks to contract with Williams
Communications for use of its network, it couldateeopportunities for Williams Communications td &iber or to lease long distance, high
volume capacity. If any such Regional Bell Opemgtompany chooses either to construct its own nétwoto contract with one of Willian
Communications' competitors, it would be in a pgosito provide nationwide long distance servicediiect competition with Williams
Communications.

Solutions. For the Solutions business, Williams @amications is the largest independent providenteigrated communications solutions to
businesses throughout North America. Though 30gmtrewned by Northern Telecom, Solutions maintatneng relationships with other
manufacturers of products that it sells to its oostrs. Solutions' competitors include communicatiequipment distributors, network
integrators, and manufacturers of equipment (ifolyéh some instances those manufacturers whogkipt® Solutions also sells). WCS has
many competitors ranging from Lucent Technolog&emens, and Cisco Systems to small individuallyred companies that sell and ser
customer-premise equipment. Because WCS sellsnatalls equipment manufactured by third parties@ogdides maintenance services on
the equipment it sells, it seeks to compete byngiviustomers their choice of high quality, techgaally advanced equipment along with
high quality service.

Applications. Vyvx's video and multimedia transnossoperations compete primarily with companiegnffg video or multimedia
transmission services by means of satellite féesliand to a lesser degree with companies offéramgsmission services via microwave
facilities or fiber-optic cable. Vyvx competes bropiding high quality services in its niche market.

OWNERSHIP OF PROPERTY

Network. Williams Communications owns part of titeef-optic transmission facilities and leases the rewhai. Approximately 10,000-route
miles of its owned facilities are comprised of mgsé fiber, which is on a portion of the fiber aptietwork of MCI WorldCom, Inc. and is
restricted until July 1, 2001, to multimedia contasage. Williams Communications retained thisrfilvben a predecessor of MCI WorldC«
purchased Williams Communications' network servagsrations in 1995. Williams Communications carsgnals by means of its own
fiber-optics facilities, as well as carrying sighaler fiber-optic facilities leased from third-painterexchange carriers and the various local
exchange carriers. Williams Communications holgs#tellite transponder capacity under variouseageats. Williams Communications
owns part of its teleport facilities and holds thenainder under either a management agreemengitésm facilities leases.

Network intends to obtain capacity primarily by meaf the fiber optic networks Williams Communicat$ is constructing or plans
construct or acquire, as well as acquiring darkrfitights on fiber optic
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facilities of other carriers. Network obtains déilder rights in the form of the purchase or leattralefeasible rights of use" or "IRUs" in
specific fiber strands. Purchased IRUs have marnfieotharacteristics of ownership, including mahthe associated risks, but the owner of
the fiber optic cable retains legal title to thieefis. Specifically, an IRU is an exclusive, indefbke right to use the specified property for a
term essentially representing the economic lifehefproperty. The grant of an IRU transfers thksrand rewards of ownership but does not
convey title, ownership, or rights of possessiothinetwork, the individual fibers comprising tietwork, the related right-of-way
agreements, or any other real or personal propehty transferee of an IRU typically has a rightdtake possession at the end of the contract
term, which generally exceeds 20 years.

ENVIRONMENTAL MATTERS

Williams Communications is subject to federal, staind local laws and regulations relating to tdrenmental aspects of its business.
Management believes that Williams Communicatiopsrations are in substantial compliance with exgsgnvironmental legal requiremer
Management expects that compliance with such egighvironmental legal requirements will not haveaterial adverse effect on the car
expenditures, earnings, and competitive positiowdliams Communications.

WILLIAMS INTERNATIONAL COMPANY

Williams International Company, through subsidigfieas made direct investments in energy and telexmications projects primarily in
South America and Australia and continues to expéord develop additional projects for internatidneéstment. Williams International also
has investments in energy, telecommunicationsjrénaistructure development funds in Asia and Latmerica.

El Furrial. Williams International owns a 67 perteérierest in a venture near the El Furrial fiedlceastern Venezuela that constructed, owns,
and operates medium and high pressure gas congrdasilities for Petroleos de Venezuela (PDVSAg state owned petroleum corpora
of Venezuela.

The medium pressure facility compresses 130 MMcidag of raw natural gas from 100 to 1,200 p.sfogdelivery into a natural gas
processing plant owned by PDVSA. The high prestaagiity compresses 450 MMcf per day of processaiiral gas from 1,100 to 7,500
p.s.i.g. for injection into PDVSA's El Furrial pracing field.

The medium pressure facility began operations imddaber 1997. The high pressure facility began djmersiin September 1998. An
expansion of the high pressure facility to 650 MMef day is underway, and Williams Internationgl@pates that the expansion will be
complete in the second half of 1999.

Jose Terminal. In November 1998 a consortium irctviWilliams International owns 45 percent, entdérgd an agreement with PDVSA to
purchase the Jose Terminal, an 800,000 Bbp pepetagleum storage and shiploading facility in nedstern Venezuela, for a 20-year
renewable term. As part of the transaction, PDV@£ectly and indirectly through its partners, hammitted to store and shipload an avel
of 873,000 Bbp per day of crude oil during thetf#8 years of the transaction. The interim operatibegan in the first quarter of 1999, and
formal closing is expected in the second quartera®o.

Apco Argentina. Williams International also ownsiaterest in Apco Argentina Inc., an oil and gapleration and production company with
operations in Argentina. Apco Argentina's principakiness is its 47.6 percent interest in the Hmireas concession in southwest Argentina.
It also owns a 45 percent interest in the Canadamifez concession and a 1.5 percent interest iA¢henbuco concession.

At December 31, 1998, 1997, and 1996, estimatedldped, proved reserves net to Apco Argentina IBrB, 23.7, and 24.2 million barrels,
respectively, of oil, condensate, and plant proglienhd 26.8, 35.8, and 44.3 Bcf, respectively,atfiral gas. Estimated undeveloped, proved
reserves net to Apco Argentina were 5.1, 9.5, @8 tnillion barrels, respectively, of oil, condetesaand plant products, and 700 MMcf, 800
MMcf, and 2.5 Bcf, respectively, of natural gas.
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At December 31, 1998, the gross and net developedession acres owned by Apco Argentina totaleti4®7acres and 17,093 acres,
respectively, and the gross and net undevelopecession acres owned were 504,860 acres and 11&c488 respectively. At December 31,
1998, Apco Argentina owned interests in 452 grasslyicing wells and 212 net producing wells on @éaaession acreage.

Total net production sold during 1998, 1997, anél6l®as 1.7, 1.8, and 1.6 million barrels, respetivof oil, condensate, and plant prodt
and 7.7, 7.7, and 8.4 Bcf, respectively, of natges. The average production costs, includingaastscof operations such as remedial well
workovers and depreciation of property and equignzer barrel of oil produced were $9.09, $8.2d $8.15, respectively, and per Mcf of
natural gas produced were $.23, $.21, and $.2@ec#isely. The average wellhead sales price peebaf oil sold were $12.71, $19.52, and
$20.87, respectively, and per Mcf of natural gdd se@re $1.33, $1.34, and $1.33, respectivelytHersame periods.

Lightel and Brazilian Cellular Project. Williamstarnational owns a 20 percent equity interest ghtel, S.A., a company that owns interests
in a local exchange carrier, a cable televisiongamy, and cellular telephone companies in BraziApril 1998 Williams International
participated in Lightel's acquisition of licensegrovide cellular telephone service in the StafeSao Paulo, Rio de Janeiro, and Espirito
Santo by issuing convertible debt to Lightel tophieind the investment and by directly investinghifiL -- Algar Telecom Leste, S.A. which
holds the Rio de Janeiro and Espirito Santo commeds exchange for a 30 percent equity ownershii@rest in ATL. Construction on the
cellular network began in 1998 and is expectecetadmplete in the first quarter of 1999. In FebyuE#99 Williams International exercised
its right of first refusal to acquire an additior3® percent equity interest in ATL. Management@pétes completing the transaction before
the end of the first quarter of 1999.

PowerTel. In August 1998 Williams Internationalsdal a transaction under which it will eventuallynoan approximate 45 percent direct and
2.4 percent indirect interest in PowerTel LimitedpUblicly traded corporation in which three Aub#maelectric utilities will own a 30 perce
interest) to build, own, and operate a fiber opglecommunications network in Australia serving tites of Brisbane, Sydney, and
Melbourne, as well as other cities. Engineering emastruction work on the network began in the tioguarter of 1998, and commercial
operations are expected to commence midyear 1999.

MetroCom. In March 1999 Williams International paio acquire a 19.9 percent equity interest in dtatm, S.A., a Chilean company
formed by Metrogas, S.A., to build, own, and ope@atelecommunications network providing high-dyalow-cost local, Internet, data, and
voice services to businesses and residences Bahigago metropolitan area, focusing on the comialegind high-end residential markets.
Metrogas, S.A., whose shareholders consist of aklagge international and Chilean electric ugltiand energy companies, is installing a
natural gas distribution network in Santiago alevith telecommunications ducts for the installatafrthe fiber optic network. The estimated
cost of the investment is approximately U.S. $24ifion.
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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.

At December 31, 1998, Williams had approximately021 full-time employees, of whom approximately4R &vere represented by unions
and covered by collective bargaining agreementSejptember 1998 Williams created three new companierder to streamline payroll
processing and reduce costs. In connection with Williams transferred its employees to one o§¢heompanies, and the employees are now
jointly employed by Williams and one of these newmpanies. This change had no impact on Williamsiagament structure or on
employees' seniority and benefits. Williams consides relations with its employees to be genengdipd.

FORWARD-LOOKING INFORMATION

Certain matters discussed in this report, excludiistprical information, include forward-lookingaséments. Although Williams believes
these forwardeoking statements are based on reasonable assunsiticannot give any assurance that it will heaeery objective. William
is making these forward-looking statements in rel@on the safe harbor protections provided urdePtivate Securities Litigation Reform
Act of 1995.

As required by the Act, Williams identifies the lfaking important factors that could cause actuallts to differ materially from any results
projected, forecasted, estimated, or budgeted:

- changes in general economic conditions in thdddinbtates

- changes in laws and regulations to which Willidgmsubject, including tax, environmental, and esgpient laws and regulations
- the cost and effects of legal and administratieéms and proceedings against Williams or its slibges

- conditions of the capital markets Williams u&to access capital to finance operations

- the ability to raise capital in a cost effectivay

- Year 2000 readiness of Williams, its customens], iéss vendors

- the effect of changes in accounting policies

- the ability to manage rapid growth

- the ability to control costs

- changes in foreign economies, laws, and reguistiespecially in Brazil, Argentina, Venezuela, andtralia where Williams has made
direct investments

- political developments in foreign countries, esplly in Brazil, Argentina, Venezuela, and Ausiaalvhere Williams has made direct
investments

- the impact of future federal and state regulaiohbusiness activities, including allowed ratéseturn, the pace of deregulation in retail
natural gas and electricity markets, and the réismlwf other regulatory matters discussed herein

- fluctuating energy commodity prices
- fluctuating corn prices, which affect Williamghanol business
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- the ability of Williams' energy businesses toelep expanded markets and product offerings asasdleir ability to maintain existing
markets

- future utilization of pipeline capacity will depe on energy prices, competition from other pipediand alternate fuels, the general level of
natural gas and petroleum product demand, decibipsistomers not to renew expiring natural gassyartation contracts, and weather
conditions

- the accuracy of estimated hydrocarbon reservéseaismic data
- successful completion of the communications netviowild
- the ability to successfully market capacity oa tommunications network

- technological developments, high levels of comijmetj lack of customer diversification, and genenatertainties of governmental regula
in the communications industry

- significant competition on pricing and producterings for the Communications Solutions business u
- the ability of the Communications Solutions besis unit to introduce and market competitive prtglaod services
(D) FINANCIAL INFORMATION ABOUT FOREIGN AND DOMESTC OPERATIONS AND EXPORT SALES

Williams has no significant amounts of revenueegmsent profit or loss attributable to export satee Item 1(c) for a description of
Williams Energy's and Williams International's expsales activities.

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 Notaf Notes to Consolidated Financial
Statements. Williams is also subject to other adinmoutine litigation incidental to its businesses

Contract reformations and gas purchase deficiencies

Current FERC policy associated with Orders 436%0@ requires interstate gas pipelines to absorkesafrthe cost of reforming gas supply
contracts before allowing any recovery throughditsll or surcharges to transportation as wekaes commodity rates. Under Orders 636,
636-A, 636-B, 636-C, and 636-D costs incurred tmply with these rules are permitted to be recovarddll, although a percentage of the
costs must be allocated to interruptible transpiorteservice.

Pursuant to a stipulation and agreement approvedeofERC, Williams Gas Pipelines Central, Inc. imasle 15 filings to recover take-pay
and gas supply realignment costs of $78.9 milliomf its customers. An intervenor filed a protestidreg to have the FERC review the
prudence of certain of the costs covered by thiiegd. On July 31, 1996, the administrative lawige issued an initial decision rejecting the
intervenor's prudency challenge. On September3®7,ithe FERC, by a two-to-one vote, reversed dmaimistrative law judge's decision and
determined that three contracts were imprudentlgred into in 1982. Central has filed for reheayrisigd management is vigorously defent
the prudency of these contracts. An intervenor filsd a protest seeking to have the FERC decidetindr non-settlement costs are eligible
for recovery under Order No. 636. In January 19@/RERC held that none of the nseitlement costs and only 75 percent of settlermastt
could be recovered by Central if the costs wereetigible for recovery under Order No. 636. Thiderwas affirmed on rehearing in April
1997. On June 16, 1998, a FERC administrative lalgg issued an initial decision finding that Cdrttied not met all the tests necessary to
show that these costs were eligible for recovedeni©rder No. 636. On July 20, 1998, Central fdedeptions to the administrative law
judge's decision, which in turn must be acted uppthe FERC. If the FERC's final ruling on eligibyilis
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unfavorable, Central will appeal those orders ®dburts. On May 29, 1998, the FERC approved ariQutiich permitted Central to condt
a reverse auction of the gas purchase contracthveine the subject of the prudence challengeshedtiabove. No party bid less than the
reserve price in the approved auction and, asudtréise contracts were not assigned. In accordaiiitethe FERC's Orders, on September
1998, Central filed a request for authority to aactch second reverse auction of the contracts. kthéeapproved reverse auction, Central
granted authority to assign the contracts to bisldéor below an aggregate reserve price of $1h#lién. If no unaffiliated bidders were
willing to accept assignment on those terms, Centas authorized to assign the contracts to ahiaéfiand recover $112.6 million from its
customers subject to the outcome of the prudendebgibility cases described above. Central wae althorized to assign the contracts to
unaffiliated parties and then file to recover tbel cost of the assignment. The FERC also appramwesktension of the recovery mechanism
for non-settlement costs through February 1, 1999.

Through the end of the third quarter, Williams &@whtral were unable to reasonably estimate thmaté costs to be incurred because of the
uncertainties pertaining to the outcome of issweslmg at the FERC and the status of settlemerdtiaipns with producers. However, on
January 21, 1999, Central assigned its obligatimker the largest of the three contracts to anfilingdd third party and paid the third party
$100 million. Central also agreed to pay the tipiadty $18 million in equal installments over thetiéve years. Central received indemnities
from the third party and a release of its obligasioinder the contract. No parties submitted bidlseasecond reverse auction, and in
accordance with the tariff provisions for the reseesauction, Central assigned the two smaller cotstta an affiliate effective February 1,
1999. As a result of these assignments, Centrahti@asmaining market price gas contracts. Centilafile with the FERC to recover all

costs, approximately $126 million, relative to theee contracts. At December 31, 1998, Centrabloasued a liability related to these
contracts of $122.2 million.

During the fourth quarter and continuing into 19@@ntral has been negotiating with the FERC arte séjulators to resolve the amount of
costs which are recoverable from its customersa Assult of these negotiations, Central expens8ciibion of costs previously expected to
be recovered and capitalized as a regulatory assBtecember 31, 1998, Central has $61.4 millianaming regulatory asset representing an
estimate of costs to be recovered in the futur€elfitral does not reach a settlement and previikise FERC proceedings or any subsequent
appeals, the maximum loss could be the total ofegelatory asset and $40 million of previouslyowsred but protested costs. While Central
cannot predict the final outcome of the FERC'shggion contract prudency and cost recovery undeer@@36, Williams and Central contin

to believe that they entered into the gas purchasg&acts in a prudent manner under the FERC milpkce at the time, and that these costs
will ultimately be found prudent and eligible faaovery under Order No. 636.

The foregoing accruals are in accordance with Wfilk' accounting policies regarding the establishmithe 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 the @stsecovered from customers. The estimated poofibime costs recoverable from customers
is deferred or recorded as a regulatory asset lasad estimate of expected recovery of the amallwed by FERC policy. While

Williams believes that these accruals are adecradehe associated regulatory assets are appeprats actually incurred and amounts
actually recovered from customers will depend ughenoutcome of various court and FERC proceeditgssuccess of settlement
negotiations, and various other factors, not alvbich 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 toxic
and hazardous substances to determine to whatteikteny, remediation may be necessary. Transnental Gas Pipe Line has responded to
data requests regarding the potential contaminati@ertain of its sites. The costs of any reméaliatvill depend upon the scope of the
remediation. At December 31, 1998, these subsatidrad reserves totaling approximately $27 milf@rthese costs.
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Certain Williams subsidiaries, including Texas @ad Transcontinental Gas Pipe Line, have beenifiighas 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 nouaasces can be given, Williams does
not believe that these obligations or the PRP stafthese subsidiaries will have a material adveffect on its financial position, results of
operations or net cash flows.

Transcontinental Gas Pipe Line, Texas Gas, andr&@drave identified polychlorinated biphenyl (PGE#)ntamination in air compressor
systems, soils, and related properties at certaimpeessor station sites. Transcontinental Gas [Ripe Texas Gas, and Central have also
involved in negotiations with the EPA and staterajes to develop screening, sampling, and cleanagrams. In addition, negotiations with
certain environmental authorities and other prograoncerning investigative and remedial actiorating to potential mercury contaminati
at certain gas metering sites have been commenc€etiral, Texas Gas, and Transcontinental Gaslige As of December 31, 1998,
Central had recorded a liability for approximat$2 million, representing the current estimateutdife environmental cleanup costs to be
incurred over the next six to ten years. The Mimmtn Gas & Liquids unit of Energy Services has medran aggregate liability of
approximately $10 million, representing the currestimate of its future environmental and remediatiosts, including approximately $5
million relating to former Central facilities. Tex&as and Transcontinental Gas Pipe Line likewaserécorded liabilities for these costs
which are included in the $27 million reserve menéd above. Actual costs incurred will depend @nattual number of contaminated sites
identified, the actual amount and extent of contetion discovered, the final cleanup standards mu@adby the EPA and other governme
authorities, and other factors. Texas Gas, Traris@ntal Gas Pipe Line, and Central have defetnedd costs as incurred pending recovery
through future rates and other means.

Williams Energy also accrues environmental reméahiatosts for its petroleum products pipelinesaitgtetroleum, refining, and propane
marketing operations primarily related to soil @mdundwater contamination. At December 31, 1998liakfis Energy and its subsidiaries |
reserves, in addition to the reserves listed abm¥aling approximately $31 million. Williams Engrgecognizes receivables related to
environmental remediation costs from state funds esult of laws permitting states to reimburstaie expenses associated with
underground storage tank problems and repairs.e&eBber 31, 1998, Williams Energy and its subsikdnad receivables totaling $14
million.

In connection with the 1987 sale of the assetsgfc® Chemical Company, Williams agreed to indemttile purchaser for environmental
cleanup costs resulting from certain conditionspegcified locations to the extent the costs exeesgecified amount. At December 31, 1998,
Williams had approximately $12 million accrued fbe excess costs. The actual costs incurred wikde on the actual amount and extent of
contamination discovered, the final cleanup statglarandated by the EPA or other governmental aitiggyrand 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 exploratind development activities in portions of the Saan Basin have caused air, water,
other contamination. The plaintiffs in the casegdicertification of a plaintiff class. In June ¥9the lawsuit was dismissed for failure to join
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 d¢stesit with the appeals court's decision. Since 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 uthi 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.
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Other legal matters

On April 7, 1992, a liquefied petroleum gas expdosbccurred near an underground salt dome stoeagjéyf located near Brenham, Texas,
and owned by an affiliate of MAPCO Inc., Seminolpdfine Company. MAPCO Inc., as well as Seminolé&l-¥merica Pipeline Company,
MAPCO Natural Gas Liquids Inc., and other non-MAP@®@ities were named as defendants in civil adaersuits filed in state district
courts located in four Texas counties. Seminoletaachbovanentioned subsidiaries of MAPCO Inc. have settteebicess of 1,600 claims
these lawsuits. The only lawsuit remaining is ttaleyer case which was tried before a jury in i4a@ounty, Texas. In Dallmeyer, the
judgment rendered in March 1996 against defendd@sinole and MAPCO Inc. and its subsidiaries tadtalgproximately $72 million, whic
included nearly $65 million of punitive damages ateal to the 21 plaintiffs. Both plaintiffs and defants have appealed the Dallmeyer
judgment to the Court of Appeals for the Fourtedittrict of Texas in Harris County. The defendasgek to have the judgment modifiec
many respects, including the elimination of purEtdamages as well as a portion of the actual desreagarded. If the defendants prevail on
appeal, it will result in an award significantlysethan the judgment. The plaintiffs have crossafga and seek to modify the judgment to
increase the total award plus interest to exce&8 $iillion. In February and March 1998, the defertdantered into settlement agreements
involving 17 of the 21 plaintiffs to finally resaivtheir claims against all defendants for an aggeegayment of approximately $10 million.
These settlements have satisfied and reduced digenent on appeal by approximately $42 million. &shte remaining four plaintiffs, the
Court of Appeals issued its decision on Octoberl®®8, which, while denying all of the plaintiftgoss-appeal issues, affirmed in part and
reversed in part the trial court's judgment. Thizdeéants had entered into settlement agreemertighétremaining plaintiffs which, in light
of the decision, Williams believes will provide faggregate payments of approximately $13.6 millibe,full amount of which has been
previously accrued.

In 1991 the Southern Ute Indian Tribe filed a laivagainst Williams Production Company, a whollyr@d subsidiary of Williams, and ott
gas producers in the San Juan Basin area, alltgitgertain coal strata were reserved by the drStates for the benefit of the Tribe and
the extraction of coal-seam gas from the coalatrats wrongful. The Tribe sought compensationHentalue of the coaeam gas. The Tril
also sought an order transferring to the Tribe aalmip of all of the defendants' equipment and fizedl utilized in the extraction of the coal-
seam gas. In September 1994 the court granted siynjudgment in favor of the defendants and the & tdddged an interlocutory appeal with
the U.S. Court of Appeals for the Tenth Circuit.INdms Production agreed to indemnify the Willia@gal Seam Gas Royalty Trust against
any losses that may arise in respect of certaipeptis subject to the lawsuit. On July 16, 198&,Court of Appeals reversed the decision of
the District Court, held that the Tribe owns thaleseam gas produced from certain coal strata @tafeds within the exterior boundaries of
the Tribe's reservation, and remanded the casetDistrict Court for further proceedings. On Segtter 16, 1997, Amoco Production
Company, the class representative for the deferdass (of which Williams Production is a part)edi its motion for rehearing en banc be
the Court of Appeals. On July 20, 1998, the Cotikmgpeals sitting en banc affirmed the panel's sieai. The U.S. Supreme Court has
granted a writ of certiorari in respect of this idam.

In late March 1999 Williams Production, BP Amocodahe Tribe announced that they are in settlemegotiations to finalize the terms of
an agreement in connection with the claims assagethst Williams. Under the proposed settlementljamhs Production will convert its net
profits interest in the production from the oil agak leases in dispute into a working interestoA&ipn of Williams Production's working
interest will then be transferred to the Tribe efifiee January 1, 1999. The Tribe will release \itlis Production from all other claims
asserted in the lawsuit. This pending settlemergergent does not address key issues still beirgupdron appeal to the Supreme Court,
including the ownership of the natural gas in thaldormation, tribal severance tax payments, ghdranatters. The Supreme Court is
expected to render its decision by mid-1999. Thaildeof this settlement are still being negotiatad it must be approved by the District
Court after an opportunity for review and commaéniliams believes the parties will be successfuldaching a final agreement on the pa
settlement in principal and that it will be apprdvey the District Court.
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In 1998 the United States Department of Justicerméd Williams that Jack Grynberg, an individuadHiled claims in the United States
District Court for the District of Colorado undéet False Claims Act against Williams and certaiitsoivholly owned subsidiaries including
Williams Gas Pipeline Central, Kern River Gas Traission, Northwest Pipeline, Williams Gas Pipel@@mpany, Transcontinental Gas F
Line Corporation, Texas Gas, Williams Field Sergi@ompany, and Williams Production Company. Mr.ribegrg has also filed claims
against approximately 300 other energy companidsadlaeges that the defendants violated the FalaenSIAct in connection with the
measurement and purchase of hydrocarbons. Théselight is an unspecified amount of royaltiesgatdly not paid to the federal
government, treble damages, a civil penalty, atigshfees, and costs.

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 indemnificaiorangements, will have a materially
adverse effect upon Williams' future financial piosi, results of operations, or cash flow requiratae

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS
Not applicable
EXECUTIVE OFFICERS OF WILLIAMS

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

HELD OFFICE
NAME AGE P OSITIONS AND OFFICES HELD SINCE
Keith E. Bailey................ 56 Chairman of the Board, President, Chief Executive 05-19-94
Officer and Director (Principal Executive
Officer)
John C. Bumgarner, Jr.......... 56 Senior Vice President -- Corporate Development 01-01-79
and Planning ; President -- Williams International
Company
James R. Herbster.............. 57 Senior Vice President -- Administration 01-01-92
Jack D. McCarthy 56 Senior Vice President-- Finance (Principal 01-01-92
Financial Of ficer)
William G. von Glahn........... 55 Senior Vice President and General Counsel 08-01-96
Gary R. Belitz................. 49 Controller ( Principal Accounting Officer) 01-01-92
Steven J. Malcolm*............. 50 President -- Williams Energy Services 12-01-98
Howard E. Janzen............... 45 President an d Chief Operating Officer -- Williams 02-11-97
Communicatio ns, Inc.
Brian E. O'Neill............... 63 President -- Williams Gas Pipeline Company 01-01-88

* Mr. Malcolm assumed these responsibilities ontSeyoer 29, 1998, in connection with a leave of absdrom Williams by Mr. Stephen L.
Cropper. Upon Mr. Cropper's resignation on Decemih@&®98, Mr. Malcolm was elected to this position.

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 the 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, 1998, Williams had approximately 18,806lders of record of its Common Stock. The delitysing price ranges (composite
transactions) and dividends declared by quarteedch of the past two years are as follows:

1998 1997

QUARTER HIGH LOW DIVIDEND HIGH LOW DIVIDEND

$26.25 $.15 $23.38 $18.19 $.13
$28.81 $.15 $23.50 $20.00 $.13
$20.00 $.15 $24.59 $21.56 $.13
$24.88 $.15 $28.50 $23.09 $.15
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ITEM 6. SELECTED FINANCIAL DATA

The following financial data as of December 31,888d 1997 and for the three years ended Decembd98 are an integral part of, and
should be read in conjunction with, the consoliddteancial statements and notes thereto. All oimounts have been prepared from the
Company's financial records. Amounts below refteetcombined operations and financial position dfisvhs and MAPCO and the adopti

of the Statement of Financial Accounting Stand&tds131 (see Note 19). Information concerning sigant trends in the financial condition
and results of operations is contained in Managé&mBiscussion and Analysis of Financial Conditiord Results of Operations on pages F-1
through F-18 of this report.

1998 1997 1996 1995 1994
(MILLIONS, EXCEPT PER-SHARE AMOUNTS)

Revenues(1).......coooeeinuieeeenns $ 7,658.3 $8,2495 $6,849.0 $5,695.6 $4,397.5
Income from continuing operations(2)... 146.6 453.7 492.5 363.6 215.1
Income (loss) from discontinued

operations(3).......ccccveeeerinnns (14.3) (6.3) (32.7) 1,029.3 1229
Extraordinary 10SS(4)........cc.c..... (4.8) (79.1) - - (12.2)
Diluted earnings per share:

Income from continuing operations.... .32 1.05 1.14 .86 51

Income (loss) from discontinued

operations.........ccccceeeeene (.03) (.01) (.08) 2.49 .30

Extraordinary l0ss(4)................ (.01) (.19) - -- (.03)
Cash dividends per common share........ .60 .54 A7 .36 .28
Total assets at December 31............ 18,647.3 16,277.6 14,589.5 12,8439 7,341.7
Long-term obligations at December 31... 6,366.4 5,351.5 4,985.3 3,675.0 2,028.7
Stockholders' equity at December 31.... 4,257.4 4,2326 4,0148 3,819.6 2,118.3

(1) See Note 1 for discussion of the 1998 chandledeporting of certain marketing activities frarntigross" basis to a "net" basis consistent
with fair value accounting. See Note 2 for discagsf Williams' 1997 acquisition of Nortel's custenpremise equipment sales and service
operations.

(2) See Notes 2 and 5 for discussion of the gaigaba of interest in subsidiary, significant assées, write-offs and other accruals in 1998,
1997 and 1996. Income from continuing operations385 includes a $41.4 million pre-tax charge eglab the cancellation of a commercial
coal gasification venture and a $16 million aftex-gain related to the sale of Williams' 15 perdetarest in Texasgulf, Inc. Income from
continuing operations in 1994 includes a $22.7iamlpretax gain from the sale of a portion of Williamdérest in Northern Border Partne
L.P. and a $68.7 million prex charge related to the settlement of a dispitte tve state of Alaska related to royalty oil puaise agreement

(3) See Note 3 for the discussion of the lossas filiscontinued operations for 1998, 1997 and 1986.income from discontinued
operations for 1995 primarily relates to the gaonf the 1995 sale of Williams' network servicesrafiens, while the 1994 amount reflects
the operating results of the network services ders.and the MAPCO Coal operations.

(4) See Note 7 for discussion of the 1998 and E@aordinary losses. The 1994 loss also relatéldet@arly extinguishment of debt.
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ITEM 7. MANAGEMENT'S DISCUSSION & ANALYSIS OF FINAN CIAL CONDITIONS AND RESULTS OF OPERATIONS
RESULTS OF OPERATIONS
1998 vs. 1997

CONSOLIDATED OVERVIEW. Williams' revenues decreas®1 million, or 7 percent, due primarily to the88 million impact in 1998 ¢
reporting certain revenues net of costs within gpe&ervices (see Note 1 of Notes to Consolidatedrigial Statements) and lower petroleum
products and natural gas liquids sales prices. faélyp affecting revenues were higher revenues f@Bmmmunications' equipment sales and
services activities and excess fiber sales, higbeser services revenues and increased petroleudugiosales volumes.

Segment costs and expenses decreased $271 nollidmercent, due primarily to the $384 million iagpin 1998 of reporting certain costs
net in revenues within Energy Services (see Nonil)lower purchase prices for petroleum prodirastially offsetting these decreases w
higher costs and expenses within Communicatiorsts@ssociated with increased petroleum produles salumes, higher power services
costs and $143 million of higher charges in 1998amspared to 1997. The 1998 charges include $Mbmikelated to contractual and
regulatory issues, $37 million of asset impairmesfl million of MAPCO merger-related expenses, ai®B1 million accrual for
modification of an employee benefit program asdediavith vesting of paid time off. Included in 198 charges totaling $50 million for
asset impairments.

Operating income decreased $315 million, or 30gmaeflecting the change in revenues and segoosit and expenses discussed above
and comprised primarily of a $172 million decreas&nergy Services and a $117 million decreaseatr@unications. Income from
continuing operations before extraordinary loss iamdme taxes decreased $448 million, or 64 percier primarily to the lower operating
income, $44 million higher interest expense resglfrom continued expansion and new projects, fleeteof a $45 million gain in 1997 on
the sale of interest in subsidiary and the efféet $66 million gain in 1997 on the sale of assets.

GAS PIPELINE'S $4.7 million increase in revenued 4.3 million, or 1 percent, decrease in segmaufitdor 1998 as compared to 1997
includes increases (decreases) from the followipglimes:

INCREASE (DECREASE)

REVENUES  SEGMENT PROFIT

(MILLIONS)

Central...cococee e $ (5.3) $(56.6)
Kern River Gas Transmission.........cccceeceeeeeeee . (3.8) (6.2)
Northwest Pipeline........cccccoovvvevenncceeeee. L 14.3 12.3
Texas Gas TransmisSiON.....cccccvvveveeveveeneeees (19.7) 5.7
Transcontinental Gas Pipe Line (Transco)............ ... 19.0 40.5
Eliminations.......ccccovvvviieniiiicieiicees 2 -

Total Gas Pipeline.........ccoceeeeeeee. L $ 47 $(4.3)

Central's revenues decreased $5.3 million due pifirta the reversal in 1997 of a $12 million poti@hrefund associated with the sale of
working gas in a prior year and $4 million lowesgaipply realignment cost recovery, partially dffsgthe 1998 reversal of a $7 million
accrual for other regulatory issues initially red®d in 1997. Kern River's revenues decreased $liBmdue primarily to the effect of its
designed rate structure. Northwest Pipeline's neegiincreased $14.3 million due primarily to thendiftion effect of a new rate design
effective March 1, 1997, that enables greater sfeont firm and interruptible transportation volum#5§ million of favorable adjustments to
rate refund accruals and demand charge reseni@9Band the $10 million effect of unfavorable atfuents in 1997 to rate refund accruals
and demand charge reserves, partially offset 8.a &illion 1997 gain on the sale of system balaggas. Texas Gas' revenues decreased
$19.7 million due primarily to $21 million lowerirebursable costs passed through to customers gglpin Texas Gas' rates and the $4
million effect of the favorable resolution of cartaontractual issues in 1997, partially offsetd#iymillion higher revenues related to new
services and increased cost recovery in the current
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rate structure. Transco's revenues increased Jli@mdue primarily to the $26 million impact of pansion projects placed into service in

1998 and late 1997 and $4 million from new servioégted in the last half of 1997. Transco's mawves were also favorably impacted by a
1998 adjustment of $11 million related to the nates placed into effect May 1, 1997, partially effey $17 million lower reimbursable co

passed through to customers. Total throughput & Epeline decreased 23.5 TBtu, or 1 percent.

Costs and operating expenses decreased $46 mdlignpercent, due primarily to $33 million loweimbursable costs passed through to
customers by Texas Gas and Transco and $15 midlieer operation and maintenance expenses, partet by the effect of a $5.4 millic
settlement received in 1997 related to a prior 3carrate proceeding and a $4 million accrual rdlaaehe modification of an employee
benefit program associated with the vesting of piaie off.

Other (income) expense -- net in 1998 includes&4bhillion charge related to certain loteym gas supply contracts that Central enterec
in 1982. The charge represents an estimate, basegtent developments, of natural gas costs tHahetibe recoverable from customers (see
Note 17).

Central's segment profit decreased $56.6 milliom piimarily to the $58.4 million accrual for cosgdated to certain long-term gas supply
contracts. Kern River's segment profit decrease® $filion due primarily to its designed rate stture. Northwest Pipeline's segment profit
increased $12.3 million due primarily to a new r@¢sign and the $14 million combined favorable @ftd 1998 and 1997 rate refund accrual
adjustments, partially offset by the effect of a3illion gain in 1997 from the sale of systemdpaling gas. Texas Gas' segment profit
increased $5.7 million due primarily to $6 millibigher revenues related to new services and inegeesst recovery and $2 million lower
operating and maintenance expenses, partiallytdffséhe $4 million effect of the favorable resabmtin 1997 of certain contractual issues.
Transco's segment profit increased $40.5 millioa plamarily to the $26 million revenue impact opexsion projects placed into service in
1998 and late 1997, $4 million from new servicagated in the last half of 1997, an adjustmen$di million related to the 1998 settlement
of new rates placed into effect May 1, 1997, andrfifion lower operation and maintenance expengadijally offset by $6 million higher
depreciation related to expansions placed in se the effect of a $5.4 million settlement reediin 1997.

During 1998, the Federal Energy Regulatory Commis§FERC) issued several rulings that could raautigher tariff rates in future years
for Gas Pipeline. These FERC rulings are subjeapfmeal (see Note 17.)

ENERGY MARKETING & TRADING'S revenues decreased $33million, or 15 percent, due primarily to theB&3million impact in 1998
of reporting revenues on a net basis for certaiarahgas liquids trading operations previouslyartgd on a "gross” basis (see Note 1) and
$95 million lower crude and refined products marigiand trading revenues. In addition, revenuesdated with natural gas origination,
price-risk management and physical trading decce®56 million reflecting lower margins, the unfaabte market movement against the
natural gas portfolio and the adverse market apglgiconditions which resulted from Hurricane Gezwrdgn September 1998, partially offset
by the $24 million favorable effect of certain c@ut settlements and terminations. Retail propamernues decreased $59 million due to the
$35 million effect of lower volumes following unsEmably warm weather in 1998 as compared to 1987ren$24 million effect of lower
average propane sales prices. Partially offsettirge decreases were $243 million higher poweicgrvevenues including $220 million
from new power activity in southern California agdditional business growth.

Costs and operating expenses decreased $407 mdtid® percent, due primarily to the $384 milliarpact in 1998 of reporting revenues on
a net basis for certain natural gas liquids tradipgrations previously reported on a "gross" b@se Note 1) and $104 million lower product
purchases associated with the marketing and traafiogude and refined products. In addition, rgbadpane cost of sales decreased $55
million due to the $21 million effect of lower vahes and the $34 million effect of lower averageppree purchase costs. These decreases
were partially offset by $156 million of costs redd to new power activity in southern California.
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Segment profit decreased $14.4 million, or 27 peradue primarily to the $50 million decline in Bwes from natural gas trading activities
discussed above, $43 million of additional lossemfretail natural gas and electric activities #meleffect of a $6 million recovery in 1997
an account previously written off as a bad debe $#3 million of losses from retail natural gas atettric activities includes $17 million of
credit losses and $14 million of asset impairméimsiuded in other (income) expense -- net). Thé Milllion asset impairment is associated
with the company's decision to change focus frolimgeto small commercial and residential custonterkarge end users (see Note 5). The
retail natural gas and electric losses also reflests incurred to penetrate new markets. Offgettiese decreases were $60 million of higher
electric power marketing and trading profits, $1ifliom lower retail propane operating expenses $ndnillion higher natural gas liquids
trading profits.

EXPLORATION & PRODUCTION'S revenues increased $#8iltion, or 7 percent, due primarily to the recaipn of $22 million of
additional deferred income resulting from a 19%hsaction that transferred certain nonoperating@oic benefits to a third party and $8
million from a 14 percent increase in company- osvpeoduction, partially offset by the $25 millioffext of lower average natural gas sales
prices for company-owned production and for safemlumes from the Williams Coal Seam Gas Royaltyst (Royalty Trust) and royalty
interest owners.

Segment profit decreased $3.1 million, or 10 petrcdure primarily to $13 million higher depreciatjatepletion and amortization, $6 million
higher nonproducing leasehold amortization, $2iamlhigher dry hole costs and $2 million of leaddhmpairment costs, partially offset by
the $22 million increased recognition of defernacbime.

MIDSTREAM GAS & LIQUIDS' revenues decreased $158\iflion, or 15 percent, due primarily to $60 millidower natural gas liquids
sales from processing activities reflecting a dexln average liquids sales prices, and the $4dbmitffect of the shutdown of the Canadian
liquids marketing operations in late 1997. Reverales declined due to $18 million lower natural t@sids pipeline transportation revenues
reflecting 3 percent lower shipments, the passtiaf $9 million lower operating costs to customeadjustments of $14 million related to
new rates placed into effect in 1997 for Midstresaragulated gathering activities (offset in costd aperating expenses) and the effect of an
$8 million receipt in 1997 of business interruptiosurance proceeds, slightly offset by $7 milllegher gathering revenues and $8 million
associated with a 4 percent increase in naturaligasls sales volumes.

Costs and operating expenses decreased $107 mdlid® percent, due primarily to the $50 millidfeet of the shutdown of the Canadian
liquids marketing operations, $14 million of ratjustments related to Midstream's regulated gatgeactivities, $9 million lower costs
passed through to customers, $15 million lower &l replacement gas purchases, and lower naasdiqgids pipeline transportation costs.

Other (income) expense -- net in 1998 includesa & approximately $9 million related to the mivent of certain assets and $6 million of
unfavorable litigation loss provisions, partiallffset by a $6 million gain from the settlement obguct imbalances.

Segment profit decreased $56.6 million, or 20 peadue primarily to $45 million of lower per-udiguids margins, decreased pipeline
transportation shipments, the $9 million loss edab retirement of certain assets and the effie@h &8 million business interruption
insurance receipt in 1997, slightly offset by $1liom higher gathering revenues.

PETROLEUM SERVICES' revenues decreased $20.5 mjlbo 1 percent, due primarily to a $213 milliorcdzse in revenues from refining
operations and $17 million lower product sales ftommsportation activities, significantly offset 07 million higher pipeline construction
revenue, $54 million higher convenience store saled $37 million higher revenues from fleet mamaget and mobile computer technology
operations initiated in mid-1997. The $213 millidecline in refining revenues reflects $386 millfoom lower average sales prices, partially
offset by $173 million from a 13 percent increasedfined product volumes sold. The $54 millionréase in convenience store sales is due
primarily to the May 1997 EZ-Serve acquisition, giddal travel centers and increased per-store hardise sales. Increases of
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$101 million in gasoline and diesel sales voluntes $47 million higher merchandise sales were fdbrtidfset by a $94 million impact of
lower average retail gasoline and diesel saleggric

Costs and expenses increased $27 million, or Xeperdue primarily to $102 million of pipeline cdnstion costs, $46 million higher
convenience store merchandise purchases and oypgecatts resulting from the EZ-Serve acquisitiadigonal travel centers and increased
per-store sales, $41 million higher costs fromtflaanagement and mobile computer technology opest$24 million higher general and
administrative expenses and a $15.5 million acdiargbotential transportation rate refunds to costos (included in other (income) expense -
- net) (see Note 17). Substantially offsetting éhexreases were a $194 million decrease fromingfioperations and $15 million lower cost
of product sales from transportation activitiese 24 million increase in general and administeatixpenses is due, in part, to increased
activities in human resources development, invéasidia/customer relations and business developibrt$194 million decrease from
refining operations reflects a $343 million deceedse to lower average crude oil purchase pricsiafly offset by a $143 million increase
related to an increase in processed barrels soléamillion higher operating costs at the Memphiinery. Convenience store gasoline and
diesel cost of sales remained flat as a $90 millenease from higher sales volumes was offsebbet average purchase prices.

Segment profit decreased $47.5 million, or 24 peatue primarily to the $15.5 million accrual fostential refunds to transportation
customers, $13 million lower refinery gross margis million higher operating costs due to increlgseduction levels at the Memphis
refinery, approximately $24 million higher geneaald administrative expenses and a $4.4 millionuatdor modification of an employee
benefit program associated with vesting of paicktoff, partially offset by $6 million higher produransportation revenues, $7 million
increased profits from convenience store operatoms$5 million from pipeline construction actietsi

COMMUNICATIONS SOLUTIONS' revenues increased $16®i8ion, or 13 percent, due primarily to the Apsid, 1997, combination of t
Nortel customer premise equipment sales and sareigerations, which contributed an additional $&8iion of revenue during the first fo
months of 1998. A $30 million increase in maintesenontract revenues was more than offset by $#imiower new system sales and 4
million lower customer service orders due, in pEricompetitive pressures.

Costs and operating expenses increased $116 miflidi8 percent, and selling, general and admatistr expenses increased $138 millior
53 percent, due primarily to the combination witbrtél. Included in the overall increase in selliggneral and administrative expenses are
$23 million of increased information systems c@stsociated with expansion and enhancement of frasiructure and continued costs of
maintaining multiple systems while common systenmesteeing developed, $36 million higher selling sastluding the effects of large
increases in sales and support staff and highes saimmissions in anticipation of a higher revemase than actually achieved, $12 million
increased provision for bad debts, and a $6 milliocrual for modification of an employee benefiignam associated with vesting of paid
time off.

Segment profit decreased $101.4 million from a $4illion segment profit in 1997 to a $54.1 millisagment loss in 1998, due primarily to
the increase in selling, general and administratogts as described above, $6 million relatedfrimation systems cancellations and $7
million of obsolete equipment write-downs, severmand contract loss accruals.

NETWORK APPLICATIONS' revenues decreased $9.1 aiillior 4 percent, due primarily to the $14 milliefifiect of the decision to exit tt
learning content business in November 1997. Phriiffisetting this decline was a $9 million increas audio and video conferencing and
business television revenues.

Costs and operating expenses increased $9 mitiio percent, due primarily to $8 million higherst®of providing network services
following the transfer of fiber assets to Netwok8ces in October 1997 and the $7 million effdanoreased audio and video conferencing
and business television activities, partially offsg $8 million lower costs as a result of the dami to exit the learning content business in
November 1997. A $10 million, or 11 percent, deseeia selling, general and administrative expemsesalso due to the decision to exit
learning content business.
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Other (income) expense -- net in 1998 includes3aZillion write-down related to the abandonmefra @enture involved in the technology
and transmission of business information for nemg educational purposes (see Note

5). Other (income) expense -- net in 1997 incluterges totaling $49.8 million related to the diecisand formulation of a plan to sell the
learning content business ($28 million), and thiéeadown of assets and development costs assodidtiedertain advanced applications (see
Note 5). During 1998, a substantial portion of lésrning content business was sold at its appraeiroarrying value

Segment loss decreased $14.1 million from a $18@libn segment loss in 1997 to a $94.6 million st loss in 1998, due primarily to the
effect of $49.8 million of charges in 1997, paltiaffset by the $23.2 million write-down in 19987 million higher network access costs and
a $3 million accrual for modification of an empl@ybenefit program associated with vesting of piaie toff.

NETWORK SERVICES' revenues increased $151.9 milirom $43 million in 1997, due primarily to $64 fivh of revenue in 1998 frot
the sale of excess fiber capacity on the newly ttoated digital fiber-optic network, $49 million oévenues from providing fiber services to
new long-term customers and $27 million higher rexefollowing the transfer of fiber assets from etk Applications in October 1997.

Costs and operating expenses increased $136 milbon$32 million in 1997, due primarily to $38 ivh of cost of sales of excess fiber
capacity, $55 million of leased capacity costs eisged with providing customer services prior tonpbetion of the new network, and $17
million higher operating expenses. Selling, genaral administrative expenses increased $45 milimmprimarily to the expansion of the
infrastructure to support the new national didfitaér-optic network, including $8 million of incread information systems costs and $8
million for a new national advertising campaign.

Segment profit decreased $29.6 million from a $8ililon segment profit in 1997 to a $26.3 millioagnent loss in 1998, due primarily to
the cost of expanding the infrastructure in suppbthe network expansion and losses experienaed firoviding customer services prior to
completion of the new network, partially offset $86 million of profit from selling excess fiber capty.

As each phase of the ongoing construction of taargd 32,000 mile full-service wholesale commuicat network goes into service,
revenues and costs are expected to increase. DLABR) 9,000 miles of new network were added irgirgpthe network to 19,000 cable m
at December 31, 1998. The remaining 13,000 milegpknned to come online during 1999 and 2000. Blsness is expected to contribute
an increasing percentage of consolidated revenutds hot expected to contribute significantly egment profit until 2001. The February 8,
1999, announcement by Williams of a 20-year agregnvéh SBC Communications, under which Networkvszs will become the
preferred provider of nationwide long-distance eo@nd data services for SBC Communications, wilkidoute to the expected network
revenue increase in 2000. Additional sales of exdesk fiber capacity along the new network aresetgd to generate increasing revenues
and segment profit during 1999 and 2000.

OTHER segment loss of $15.5 million in 1998 compaoe$11.4 million of segment profit in 1997. TH#98 segment loss includes equity
losses of $14.8 million from investing activitiesa Brazilian communication business in which \&illis has a 30 percent interest. This
business is constructing a cellular phone netwohlegduled to be in operation during 1999. In additi®98 includes $8 million higher
general and administrative expenses as compark@Riband $5.6 million of write-downs of internatidiost investments to market.

GENERAL CORPORATE EXPENSES decreased $5.9 millasr§ percent, due primarily to expense savingszealfollowing the MAPCO
merger, largely offset by MAPCO merger-related s@gt$29 million in 1998 compared to $10 millioni897. An additional $51 million of
mergerrelated costs are included as a component of Erfgegyices' segment profit (see Note 19). Interestieed increased $51.6 million,
11 percent, due primarily to higher borrowing leviglcluding Williams Holdings' commercial paper gram and the issuance of additional
public debt, partially offset by the $52 millionfeft of lower average interest rates. The loweraye interest rate reflects the fourth-quarter
1997 debt restructuring and lower rates on new 188 wings as compared to previously outstandimgdwings. Interest capitalized
increased $7.3 million, or 31 percent, due priryanlincreased capital expenditures for the fibgtieonetwork, the
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Venezuelan gas injection plant and internationmagaiment activities. Investing income increased $b3llion to $25.8 million due primarily
to higher interest income on advances to affiliated long-term notes receivable. For informationogsning the $44.5 million gain on sale of
interest in subsidiary in 1997, see Note 2. The®8bon gain on sales of assets in 1997 resulimfthe sale of Williams' interest in the
liquids and condensate reserves in the West Patehfield of Texas (see Note 5). Minority interestincome) loss of consolidated
subsidiaries in 1998 is $27.8 million favorablecampared to 1997 due primarily to losses experighgeWilliams Communications
Solutions, LLC which has a 30 percent interest bglaninority shareholders. Other income (expensagt is $19.6 million unfavorable as
compared to 1997 due primarily to 1998 litigatimeraials and loss provisions totaling $11 milliofated to assets previously sold, and the
impact of a 1997 gain of $4 million on the termioatof interest-rate swap agreements.

The $140.8 million, or 56 percent, decrease imptfoeision for income taxes on continuing operatigngrimarily a result of lower pre-tax
income, partially offset by a higher effective inoe tax rate in 1998. The effective income tax matE998 exceeds the federal statutory rate
due primarily to the effects of state income taaxed the effects of non-deductible costs, inclugjogdwill. The effective tax rate in 1997
exceeds the federal statutory rate due primarithéoceffects of state income taxes, substantidfgebby the effect of the non-taxable gain
recognized in 1997 (see Note 2) and income taxitsrédm coal-seam gas production.

The 1998 and 1997 losses on discontinued operadi@nattributable to loss provisions for contractidigations related to the sale of the net
assets of the MAPCO coal business in 1996 (see Bjote

The 1998 and 1997 extraordinary losses result frmrearly extinguishment of debt (see Note 7).
1997 vs. 1996

CONSOLIDATED OVERVIEW. Williams' revenues increasgtl4 billion, or 20 percent, due primarily to inased marketing of crude oil
and refined products and higher revenues at Conwations reflecting increased business activity i@vénue contributed by acquisitions,
including the 1997 combination of the Nortel cusésmpremise equipment sales and services operafamsally offsetting these increases
was the $141 million impact in 1997 of reportingtaa revenues net of costs within Energy Serv(seg Note 1).

Segment costs and expenses increased $1.4 bdli@yg percent, due primarily to costs associatet thie increased marketing of crude oil
and refined products, higher costs and expenggsratmunications and $50 million of asset impairmepéstially offset by the $141 million
impact in 1997 of reporting certain costs net veraies within Energy Services (see Note 1).

Operating income decreased $64 million, or 6 pereeflecting the change in revenues and segmests @emd expenses discussed above and
comprised primarily of a $63 million decrease atfBaunications and a $37 million decrease at Eneggyi€es, partially offset by a $50
million increase at Gas Pipeline. Income from aauitig operations before extraordinary loss andrmetaxes decreased $54 million, or 7
percent, reflecting the lower operating incomeréased interest accrued resulting from higher abeipenditures and the effect of the $37
million gain in 1996 on sales of assets, partiaffget by a $45 million gain in 1997 on the salemtérest in subsidiary, and a $66 million g

in 1997 on the sale of assets.
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GAS PIPELINE'S $20.5 million, or 1 percent, increas revenues and $50.4 million, or 9 percent,@ase in segment profit for 1997 as
compared to 1996 includes increases (decreases)tfi® following pipelines:

INCREASE (DECREASE)

(MILLIONS)

LT $ 6.0 $12.2
Kern River Gas Transmission.........cccoeeeeeeeeeee 5.0 5.8
Northwest Pipeline.......ccccccoovviveenncceeeee. L 3.4 (.9)
Texas Gas TransmisSiON......ccccvvvevveevevenenees (13.1) 2.5
Transcontinental Gas Pipe Line (Transco)............ ... 6.0 30.8
Eliminations........cccoovvviiiniiiieiicee. 13.2

Total Gas Pipeline.........ccoceveeeee. L $20.5 $50.4

Central's revenues increased $6 million due prim&withe reversal in 1997 of a $12 million potahtiefund associated with the sale of
working gas in a prior year, partially offset b$sa million accrual for other regulatory issues. iK&iver's revenues increased $5 million due
primarily to a full year of revenues in 1997 as pamed to a partial year of revenues in 1996 anadbased transportation revenues. Results for
1996 reflect only operations from January 16, 198ten Williams acquired the remaining interest iriKRiver. Prior to January 16, 1996,
Kern River was accounted for on an equity basistiNgest Pipeline's revenues increased $3.4 mitlioa primarily to a new rate design,
effective March 1, 1997, that enabled greater steonh firm and interruptible transportation volumksgely offset by $7 million of
adjustments to rate refund accruals in 1997 aneéffleet of $9 million of revenue in 1996 associatéth favorable regulatory decisions.
Texas Gas' revenues decreased $13.1 million doeply to lower reimbursable costs passed throogtustomers as provided in Texas Gas'
rates, including $6 million related to the suspensf gas supply realignment cost recovery fromn firansportation customers. Transco's
revenues increased $6 million due primarily to$tid million effect of a 1996 downward adjustmerffqet in costs) to reflect a rate case
settlement, $10 million associated with new raféecéve May 1, 1997, to recover costs associatid iwcreased capital expenditures and $6
million related to a mainline expansion placed isg¢ovice in late 1996 and new services begun 1887, largely offset by $23 million of
lower reimbursable costs passed through to cus®aseprovided in Transco's rates. Total througfgpuBas Pipeline decreased 146.4 TBtu,
or 4 percent, as a result of the 1996 sale ofdhéhsend facilities by Northwest Pipeline.

Costs and operating expenses and general and athatiive expenses decreased $27.2 million, or @eperdue primarily to $34 million
lower reimbursable costs incurred by Texas GasTaadsco and passed through to their customerspi86n lower operation and
maintenance expenses and a $5.4 million favorattiement related to a prior Transco rate procegdiartially offset by the $14 million
effect of a 1996 downward adjustment (offset inerayes) to depreciation expense reflecting a Trarateccase settlement, $18 million hig
depreciation expense and a $5 million accrual & purchase contract settlement costs by Central.

Central's segment profit increased $12.2 millioe damarily to the 1997 reversal of a $12 milliootential refund associated with the sale of
working gas, a $7 million gain from the sale-inqéaf natural gas from a decommissioned storadrk (fiecluded in other (income) expense -
- net) and a $4 million increase in firm reservepazaty revenues, partially offset by the $7 milliaccrual for other regulatory issues and
million accrual for gas purchase contract settlengests. Kern River's segment profit increased $%ilBon due primarily to the full year of
Williams' ownership in 1997. Northwest Pipelineegment profit decreased $.9 million due primardttte combined effect of the $7 million
increase to rate refund accruals in 1997 and thaii®n recognition in 1996 of favorable regulagactions, significantly offset by $7 millic
lower operating and maintenance expenses, newpweasion rates effective in 1997 and a $3.5 millgain on the sale of system balancing
gas. Transco's segment profit increased $30.8amitlue primarily to $15 million lower operation améintenance expenses, $10 million
higher revenues associated with new rates effebayg 1, 1997, and the $5.4 million rate proceediatilement.
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ENERGY MARKETING & TRADING'S revenues increased $2# million, or 14 percent, due primarily to a $488lion increase in
marketing of crude oil and refined products frora Memphis refinery. This increase reflects incrdademand for petroleum products,
aggressive marketing in the Memphis and Ohio Riedley areas and $183 million from the inclusionLefas Oil operations, which prior to
July 1997 were unconsolidated. Partially offsettinig increase was a $125 million decrease in neesfrom energy trading and price-risk
management activities, $77 million lower marketofgatural gas liquids associated with Midstreamatural gas liquids transportation
activities and a $16 million decrease in revenues fthe propane marketing business. The $125 mitiecrease in revenues from energy
trading and price-risk management activities resuftom the 1997 reporting on a net margin basiedfin natural gas and gas liquids
marketing operations previously not consideredetdnioluded in trading operations. Excluding thisréase, energy trading and price-risk
management revenues increased $16 million due phynta the initial income recognition from longfta electric power contracts, increased
physical and notional natural gas volumes of 22gm®rand 44 percent, respectively, higher petrolerading volumes, revenues from new
project financing services for energy producerstaedsale of excess transportation capacity, plgroéset by lower natural gas trading
margins as a result of decreased price volatilibe $77 million decrease in marketing of natura liguids results mainly from significantly
lower natural gas liquids sales prices. The $1@onidecrease in revenues from the propane maikétisiness resulted from the $24 million
effect of the sale of certain propane and liquitilieer assets in 1996, partially offset by incsed propane sales volumes primarily from
acquisitions.

Costs and operating expenses increased $335 mitlidtd percent, due primarily to $526 million afditional costs associated with the
marketing of crude oil and refined products frora Memphis refinery, $23 million of increased opegexpenses associated with propane
marketing acquisitions and growth initiatives ar@tlé million increase in propane purchase costting to increased volumes, partially
offset by the $141 million effect of the 1997 rejpug on a net margin basis of certain natural gesgas liquids marketing operations
previously not considered to be included in tracipgrations, $73 million lower costs of marketiregural gas liquids associated with
Midstream's natural gas liquids transportationva@s and $21 million associated with the sale@tain propane and liquid fertilizer assets.
Selling, general and administrative expenses ise@&32 million, or 52 percent, due primarily togeine business acquisitions and the
expenses associated with expansion of certain éssigrowth platforms.

Segment profit decreased $85.1 million, or 61 peradue primarily to $38 million lower gross margion the marketing of crude oil and
refined products from the Memphis refinery, $32lianil higher selling, general and administrative enges, $23 million of increased
operating expenses associated with propane magkatiquisitions and growth initiatives, and $10 ioilllower gross margins on propane
marketing operations, partially offset by the $1iliom increase in net energy trading and pricé-risanagement revenues and a $6 million
recovery of an account previously written off dsaal debt.

EXPLORATION & PRODUCTION'S revenues increased $4iillion, or 58 percent, due primarily to the $2@lion effect of higher

average natural gas sales prices for company-oywraetliction, the $14 million effect of higher avesatatural gas sales prices from the sale
of volumes from the Royalty Trust and royalty irstrowners, and the $9 million effect of a 21 perdecrease in company-owned
production volumes.

Costs and operating expenses increased $23 midlid32 percent, due primarily to higher Royalty Stroatural gas purchase prices, increasec
production activities and higher dry hole costs.

Segment profit increased $27.5 million, from $2.8iam in 1996, due primarily to the increase ineaage natural gas sales prices and
company-owned production volumes, partially oftsghigher expenses associated with increased tyclidviels.

MIDSTREAM GAS & LIQUIDS' revenues increased $12in#lion, or 13 percent, due primarily to $53 miltigelated to a full year of
Canadian marketing operations in 1997 as comparéxut months in 1996, $44 million of higher nafuyas liquids sales from processing
activities, the receipt of $8 million of businesserruption insurance proceeds related to a 1%ifh¢clnd higher gathering, processing and
condensate revenues of $7 million, $5 million atd #illion, respectively. These increases werehtljgoffset by the impact of the January
1997 sale of the West Panhandle operations. Therfiidn increase in natural gas
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liquids sales from processing activities is dua 87 percent increase in volumes, slightly offsefdwer average sales prices.

Costs and operating expenses increased $138.5midli 26 percent, due primarily to $56 million lnéy fuel and replacement gas purchases
associated with gathering and processing activities$52 million impact of a full year of Canadiasarketing operations, and higher
operating and maintenance and depreciation expenses

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.

Segment profit decreased $39.7 million, or 12 peradue primarily to the $30 million effect of lowper-unit liquids margins, an $18 million
impact of the sale of the West Panhandle operatam$ $12 million lower insurance recoveries in 288 compared to 1996, partially offset
by the $24 million effect of increased liquids vales sold.

PETROLEUM SERVICES' revenues increased $100.8anillor 4 percent, due primarily to a $27 milliogrnease in ethanol sales, $25
million from new fleet management and mobile corepchnology operations, a $24 million increasproduct sales from transportation
activities and $18 million higher retail sales newes. Ethanol sales increased as a result of 22menigher sales volumes, partially offset by
lower average ethanol sales prices. Ethanol pramuetas reduced during the second half of 1996tdumfavorable market conditions. The
retail sales increase reflects higher gasolinenaecthandise sales following the EZ-Serve convemiatares acquisition, partially offset by
lower diesel sales. A 5 percent increase in preckgslumes sold was offset by slightly lower averegfined product sales prices. Products
pipeline shipments and average rates were compgai@iil996.

Costs and operating expenses increased $33.6 mitlial percent, due primarily to a $35 millionri@ase in retail costs following the EZ-
Serve convenience stores acquisition, $33 millgsoaiated with the new fleet management and mobitgputer technology operations, $23
million higher product purchases associated wahgportation activities, $15 million higher opengtexpenses associated with increased
refinery throughput and maintenance activity, a@dllion higher costs from increased ethanol paiitun, largely offset by $84 million
lower crude oil costs at the refineries.

Segment profit increased $60.8 million, or 43 petcdue primarily to a $71 million increase fromtnpéeum refining operations and a $15
million increase related to increased ethanol sadismes and per-unit margins, partially offsetany$18 million decrease from retail
operations and $9 million of losses associated thighnew fleet management and mobile computer tdobp operations. The $71 million
petroleum refining increase reflects higher pet-omargins and 5 percent higher volumes processetially offset by $10 million of higher
costs associated with increased maintenance gcfiie retail operations decrease reflects thetiatidil costs associated with the
implementation of strategic growth initiatives doder per-unit margins on gasoline sales.

COMMUNICATIONS SOLUTIONS' revenues increased $638itlion, or 112 percent, due primarily to acqusits which contributed
revenues of approximately $556 million, includirgB$ million from the April 30, 1997, combination thfe Nortel customer premise
equipment sales and services operations. Addifipriatreased business activity resulted in a $hilion revenue increase in new system
sales, partially offset by a $46 million decreassystem modification revenues.

Costs and operating expenses increased $460 mitlidtD5 percent, due primarily to the $393 millimpact of the combination with Nortel.
In addition, costs and operating expenses incregisedo $50 million of higher costs associated withieased new systems sales activity and
$16 million of higher costs related to system migdiion activity. Selling, general and administvatexpenses increased $148 million, or 129
percent, due primarily to the combination with Mbih addition to costs associated with expandirggimfrastructure for future growth.
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Segment profit increased $33 million from $14.3lionl in 1996, due primarily to the combination wittortel, partially offset by increased
expenses associated with expanding the infrasteictu

NETWORK APPLICATIONS' revenues increased $84.7 iomill or 65 percent, due primarily to 1997 acquisiti which contributed revenu
of approximately $81 million.

Costs and operating expenses increased $83 mitlid36 percent, due primarily to the $68 millionpiact of acquisitions and higher expenses
for developing and expanding video transmissiomises. Selling, general and administrative expensgeased $46 million, or 94 percent,
due primarily to acquisitions and higher expense€kpanding the infrastructure for future growth.

Other (income) expense -- net in 1997 includesgematotaling $49.8 million related to the decis@om formulation of a plan to sell the
learning content business ($28 million), and thi#éeadown of assets and development expenses atsbeigh certain advanced applications
(see Note 5).

Segment loss increased $93.6 million to $108.7ianilldue primarily to the $49.8 million in charg#esscribed above and the expense of
developing infrastructure while integrating the m@zent acquisitions.

NETWORK SERVICES' revenues increased $31.9 millo$43 million in 1997, reflecting $14 million caiiduted by a March 199
acquisition, $11 million from fiber assets transéer from Network Applications in late 1997 and i growth.

Costs and operating expenses increased $27 mitbom $5 million in 1996, reflecting a $15 milliorifect of the transfer of fiber assets from
Network Applications late in 1997 and $8 milliofn the March 1997 acquisitio

Segment profit decreased $2.5 million, or 43 petadue primarily to an increase in selling, genarad administrative expenses.

GENERAL CORPORATE EXPENSES increased $22.6 millmm31 percent, due primarily to higher employempensation expense, $10
million of costs related to the MAPCO acquisitiamdahigher consulting fees. Interest accrued ine@&g5.4 million, or 11 percent, due
primarily to higher borrowing levels including irr@sed borrowing under the $1 billion bank-creditlity and Williams Holdings'
commercial paper program, partially offset by adowaverage interest rate. The lower average iriteatsreflects lower rates on new 1997
borrowings as compared to previously outstandimgdvangs. Interest capitalized increased $15. liamlto $23.3 million due primarily to
capital expenditures for the Discovery pipelinejpcoand Communications' fibeptic network. For information concerning the $4¢hiflion
1997 gain on sale of interest in subsidiary, se/20The $66 million 1997 gain on sales of assedslts from the sale of Williams' interes
the liquids and condensate reserves in the Westdpalhe field of Texas (see Note 5). The $36.5 arilll996 gain on sales of assets results
from the sale of the fertilizer and lowa propansess and the sale of certain communication rigggs Note 5). The $18.2 million minority
interest in (income) loss of consolidated subsidgin 1997 is related primarily to the 30 perdetgrest held by Williams Communications
Solutions, LLC's minority shareholder (see NoteT2)e $12.7 million unfavorable change in other meo(expense) -- net in 1997 is due
primarily to the costs associated with expansiothefsale of receivables program in 1997 and tfeeiedf $10 million of favorable accrual
adjustments in 1996, partially offset by lower eomimental accruals in 1997.

The provision for income taxes on continuing opgeret decreased $14.7 million, or 6 percent. Theotiffe income tax rate in 1997 exceeds
the federal statutory rate due primarily to theeef§ of state income taxes, substantially offsetbyeffect of the non-taxable gain recognized
in 1997 (see Note 2) and income tax credits froal-seam gas production. The effective tax rate9@6lapproximates the federal statutory
rate as income tax credits from research activitiebcoal-seam gas production are offset by tleeefiof state income taxes. In addition, the
1996 tax provision includes recognition of favombtjustments totaling $13 million related to poesly provided deferred income taxes on
certain regulated capital projects and state incaxadjustments.
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On September 10, 1996, Williams sold the net asgdtee MAPCO coal business to Alliance Coal Cogbion for $236 million in cash. The
sale yielded losses in 1997 and 1996 which arertep@s discontinued operations along with the atpeg results for 1996 (see Note 3).

The 1997 extraordinary loss results from the eextjnguishment of debt (see Note 7).
FINANCIAL CONDITION AND LIQUIDITY
MAPCO Acquisition

On March 28, 1998, Williams completed the acquisitof MAPCO Inc. by exchanging 1.665 shares of Mfills common stock for each
outstanding share of MAPCO common stock. In addjtautstanding MAPCO employee stock options werevedted into 5.7 million shares
of Williams common stock. Upon completion, 98.8liit shares of Williams common stock were issueldoAn connection with the merg:
8.4 million shares of MAPCO common stock previoustyd in treasury were retired. These shares hwarging value of $253.8 million.
MAPCO was engaged in the NGL pipeline, petroleufimireg and marketing and propane marketing busegsand became part of the
Energy Services business unit.

The merger constituted a tax-free reorganizatiahlas been accounted for as a pooling of interdstordingly, all prior period financial
information presented includes the combined residltperations, financial condition and liquidity MAPCO and Williams.

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' commercjgper program, which can be utiliz
without limitation under existing loan covenants,aanended in January 1999. At December 31, 1998aWé had access to $738 million of
liquidity including $306 million available undesit1 billion bank-credit facility and $377 milliaf cash-equivalent investments. This
compares with liquidity of $166 million at Decemtsdr, 1997, and $630 million at December 31, 19%& [Bwer liquidity level at December
31, 1997, reflected the use of the $1 billion basrkedit facility to provide interim financing retd to a debt restructuring program. This
restructuring program was completed during the §jtarter of 1998, and a significant portion of $ebillion bank-credit facility was repaid
with the proceeds from long-term financings.

During 1998, Williams Holdings increased its comai@rpaper program to $1 billion from $650 milliochhe commercial paper program is
backed by short-term bartdtedit facilities totaling $1 billion. At Decembgd, 1998, $903 million of commercial paper was tantding unde
the program. In January 1999, Williams Holdingshowercial paper program was increased to $1.4 bilkdgh the short-term bank-credit
facilities increased to the same amount.

Registration statements have been filed with treutes and Exchange Commission by Williams andlisiins Holdings of Delaware,
Northwest Pipeline, Texas Gas Transmission andsE@tinental Gas Pipe Line (each a wholly ownedisligry of Williams). At Decembe
31, 1998, approximately $1.1 billion of shelf aaaility remains under these outstanding registnasimtements and may be used to issue a
variety of debt or equity securities. The registrabf an additional $975 million of debt or equétgcurities by Williams is currently in
process. Interest rates and market conditionsaffidict amounts borrowed, if any, under these agarents. In addition, short-term
uncommitted bank lines are utilized in managingitiity. Williams believes any additional financiagrangements can be obtained on
reasonable terms if required.

On November 19, 1998, Williams announced thatténds to sell a minority interest in its communimas business. The initial equity
offering is expected to be filed in the second tprasf 1999 and yield proceeds of $500 million @@ million. In addition, Williams expects
Communications to issue high-yield public debt df3billion to $1.5 billion in 1999. On February99, Williams announced that,
simultaneously with the public equity offering, SBX®@mmunications plans to acquire up to a 10 pericéatest in Williams' communications
business for an investment of up to $500 milliorod@eds from these
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transactions will be reinvested in the continuedstauction of Williams' national fiber-optic netvwoand other expansion opportunities.

During 1998, Williams entered into an agreementdiesed as a securitized asset lease program deksigrfend up to $750 million of capital
expenditures for the fiber-optic network. A tot&l$463 million remains available under this agrertn8ee Note 13 for additional
information.

Williams had a net workingapital deficit of $907 million at December 31, 898ompared with $729 million at December 31, 19%iliams
manages its borrowings to keep cash and cash éepisat a minimum and has relied on bank-credit@mmercial paper facilities to
provide flexibility for its cash needs. As a resitlhistorically has reported negative working italp

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 igsls requirements in the future.

During 1999, Williams expects to finance capitgbenditures, investments and working-capital reeuéets through cash generated from
operations, Communications' initial equity and higéld debt offerings, and the use of the availgmeion of its $1 billion bank-credit
facility and asset lease program, commercial pagbent-term uncommitted bank lines, private borraysi and debt or equity public offerings.

Operating Activities

Cash provided by continuing operating activitieswiE998 -- $613 million; 1997 -- $988 million; ah@96 -- $951 million. Energy trading
assets and liabilities increased in 1998 due pilyntr increased physical power trading activity.

Financing Activities

Net cash provided by financing activities was: 1-- $1.8 billion; 1997 -- $424 million; and 1996$429 million. Long-term debt proceeds,
net of principal payments, were $1.8 billion, $18lion and $592 million during 1998, 1997 and 198&spectively. Notes payable payments,
net of notes payable proceeds, were $139 millioindul998. Notes payable proceeds, net of noteatpaypayments, were $622 million and
$108 million during 1997 and 1996, respectivelyeTiicrease in net new borrowings during 1998, 188¥ 1996 reflects borrowings to fund
capital expenditures, investments and acquisitfdrmusinesses.

The proceeds from issuance of common stock in 18987 and 1996 include benefit plan stock purchasdsexercise of stock options under
the stock plans.

The purchases of treasury stock in 1997 and 1996de 2.7 million shares of common stock in theroperket for $50 million and 6.2
million shares of common stock in the open marke®fL30 million, respectively. In 1996 the Williantward of directors authorized up to
$800 million of purchases of common stock on theromarket. That repurchase program was terminatedgithe fourth quarter of 1997.

During 1998, Williams received proceeds totalin@%3nillion from the sale of limited partnershipgddmited-liability company member
minority interests to outside investors (see Nete 1

During the first quarter of 1998, Williams completéne restructuring of a portion of its debt pditidhat was initiated in September 1997.
of December 31, 1997, Williams had paid approxiityeké .4 billion to redeem approximately $1.3 billiof debt with stated interest rates in
excess of 8.8 percent, resulting in an extraorgitess of $79.1 million. During first quarter of 48, Williams paid an additional $54.4
million to redeem higher interest rate debt fodaB3million extraordinary loss (see Note 7). Thetmecturing was temporarily financed with a
combination of borrowings under the $1 billion baorkdit facility, commercial paper and short-teramk agreements with commitments
totaling $1.2 billion. The restructuring was contpbwith the fourth-quarter 1997 and first-qua®88 issuance of approximately $1.5
billion of debentures and notes with interest rateging from 5.91 percent to 6.625 percent andirias from 2000 to 2008.
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Long-term debt at December 31, 1998, was $6.%hilcompared with $5.4 billion at December 31, 198W $5 billion at December 31,
1996. At December 31, 1997 and 1996, $696 millioth $329 million, respectively, of current debt ghlions were classified as non-current
obligations based on Williams' intent and abildyréfinance on a long-term basis. The 1998 incraakmg-term debt is due primarily to $1
billion of public debt issued by Williams, $425 ioh of public debt issued by Williams Holdings,@Bmillion of public debt issued by
Transcontinental Gas Pipe Line and new borrowings908 under the bank-credit facility, partiallfsat by the repayment of approximately
$900 million of interim financings related to theld restructuring program and the repayment osifleation as current of $750 million of
long-term debt. The long-term debt to debt-plusiygatio was 59.9 percent at December 31, 1998paved to 55.8 percent and 55.3
percent at December 31, 1997 and 1996, respectifalyort-term notes payable and long-term delet @ithin one year are included in the
calculations, these ratios would be 64.7 percéhf, percent and 57.1 percent, respectively.

Investing Activities

Net cash used by investing activities was: 1-- $2 billion; 1997 -- $1.5 billion; and 1996 -- 8lbillion. Capital expenditures of Gas
Pipeline, primarily to expand and modernize systemese $472 million in 1998, $419 million in 19%hd $441 million in 1996. Capital
expenditures of Energy Services, primarily to expand modernize gathering and processing facil#resrefineries, were $707 million in
1998, $469 million in 1997, and $406 million in BT apital expenditures of Communications were $804on in 1998, $276 million in
1997, and $67 million in 1996. The 1998 and 199%¥eexlitures include the expansion of the fiber-op&twork. Budgeted capital
expenditures and investments for all business tmit$999 are estimated to be approximately $3l®bj including $2.2 billion for the fiber-
optic network expansion and expenditures to ex@antimodernize pipeline systems, gathering and psireg facilities, refineries and other
international investment activities. Capital expénmes for 1999 and 2000 for the fiber-optic netivare expected to total $3.4 billion.

Subsequent to December 31, 1998, Williams exer@seaption to increase its investment in the Biazitellular phone venture. Negotiatit
are currently underway, and the company could inwpgo $265 million, which is included in budgetxpenditures above, during the first
quarter of 1999.

During 1998, Williams made a $100 million advanod a $150 million investment in a telecommunicatibnsiness in Brazil. In addition,
during 1998 Williams made an $85 million investmena Texas refined petroleum products pipelinatjgenture.

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. In addition, Williams paid $68 niilh to Nortel. See Note 2 for
additional information. During 1997, Williams alparchased a 20 percent interest in a foreign tetewonications business for $65 million in
cash and made a $59 million cash investment ib€hgercent owned Discovery pipeline project. Durli®§6, Williams acquired the
remaining interest in Kern River for $206 milliam¢ash (see Note 2). In addition, during 1996 \Afilis acquired various communications
technology businesses totaling $165 million in cash

During 1997, Williams received proceeds of $66 imillfrom the sale of interests in the West Panhafidld. During 1996, Williams receiv
proceeds of $236 million from the sale of its MAPC@al operations (see Note 3).

Other Commitments

During 1998, Energy Marketing & Trading enterediat15-year contract giving Williams the right exeive fuel conversion services for
purposes of generating electricity. This contrdsb @ives Williams the right to receive installezpacity as well as certain ancillary services.
Annual committed payments under the contract rdraye $140 million to $165 million, resulting in &itcommitted payments of
approximately $2.3 billion. Williams' intent is tesell power generated as a result of this semtcemarkets in the western region of the
United States. Williams also intends to resell cityaand ancillary services into such markets asapportunities arise.
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NEW ACCOUNTING STANDARDS

See Note 1 for the effects of Statement of Finddaaounting Standards No. 133, "Accounting for Dative Instruments and Hedging
Activities," Statement of Position 98-5, "Reportiog the Costs of Start-Up Activities" and Emergisgues Task Force Issue No. 98-10,
"Accounting for Contracts Involved in Energy Tragliand Risk Management Activities."

EFFECTS OF INFLATION

Williams' cost increases in recent years have hiedefrom relatively low inflation rates during thi@me. Approximately 50 percent of
Williams' property, plant and equipment is at Gggeklhe, and approximately 50 percent is at En@ggvices and Communications.
Approximately 80 percent of Gas Pipeline's propgstgnt and equipment has been acquired or corsttwsince 1995, a period of relatively
low inflation. Gas Pipeline is subject to regulatiavhich limits recovery to historical cost. Whdenounts in excess of historical cost are not
recoverable under current FERC practices, Willidbegeves it will be allowed to recover and earetam based on increased actual cost
incurred to replace existing assets. Cost-basadatgn along with competition and other marketdas may limit the ability to recover such
increased costs. Within Energy Services, operatirggs are influenced to a greater extent by spagifce changes in oil and gas and related
commodities than by changes in general inflatiod@, refined product, natural gas and naturaligagls prices are particularly sensitive to
OPEC production levels and/or the market perceptammcerning the supply and demand balance indhefature. See Market Risk
Disclosures on page 35 for additional information@erning the impact of specific price changes. dttevities of Communications have
historically not been significantly affected by tigects of inflation.

ENVIRONMENTAL

Williams is a participant in certain environmeraativities in various stages involving assessmeutiss, cleanup operations and/or remedial
processes. The sites, some of which are not clyrewned by Williams (see Note 17), are being maratl by Williams, other potentially
responsible parties, the U.S. Environmental Pritecdigency (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 andseeal liability in some of these activities andesoésponsibility in others. Current estimates of
the most likely costs of such cleanup activitidergpayments by other parties, are approximat8® @illion, all of which is accrued at
December 31, 1998. Williams expects to seek regoekapproximately $39 million of the accrued castough future natural gas
transmission rates and approximately $14 milliomadrued costs from states in accordance with fessitting reimbursement of certain
expenses associated with underground storage tamiiioment problems and repairs. Williams will fuhése costs from operations and/or
available bank-credit facilities. The actual castsurred will depend on the final amount, type amtent of contamination discovered at these
sites, the final cleanup standards mandated bi®#eor other governmental authorities, and othefofs.

Williams is subject to the federal Clean Air Actdatio the federal Clean Air Act Amendments of 19%tlaki require the EPA to issue new
regulations. In September 1998, the EPA promulgaé¥drules designed to mitigate the migration @ugnd-level ozone in certain states.
Williams estimates that capital expenditures neangs® install emission control devices over thetriwe years to comply with these new
rules will be between $145 million and $190 millidrhe actual costs incurred will depend on thelfimglementation plans developed by
each state to comply with these regulations.

YEAR 2000 COMPLIANCE

Williams initiated an enterprise-wide project in9I/Sto address the year 2000 compliance issue fortbaditional information technology
areas and non-traditional areas, including embetiethology which is prevalent throughout the conypd his project focuses on all
technology hardware and software, external inteagith customers and suppliers, operations praaagsol, automation and
instrumentation systems,
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and facility items. The phases of the project avaraness, inventory and assessment, renovatioregafatement, testing and validation. The
awareness and inventory/assessment phases ofdfestmas they relate to both traditional and rteaditional information technology areas
have been substantially completed. During the itorgrand assessment phase, all systems with pesahk 2000 implications were
inventoried and classified into five categorieshiphest, business critical, 2) high, complianceassary within a short period of time
following January 1, 2000, 3) medium, complianceassary within 30 days from January 1, 2000, 4) kmpliance desirable but not
required, and 5) unnecessary. Categories 1 thrdwgére designated as critical and are the majarsfod this project.
Renovation/replacement and testing/validation ticedl systems is expected to be completed by 304999, except for replacement of
certain critical systems scheduled for completigrSeptember 1, 1999. Some non-critical systemsmape compliant by January 1, 2000.

Testing and validation activities have begun antia@ntinue throughout the process. Year 2000l&dst are in place and operational. As
expected, few problems have been detected durstiggefor items believed to be compliant. The foliog table indicates the project status
for traditional information technology and non-iteghal areas by business unit. The tested cateigdigates the percentage that has been
fully tested or otherwise validated as compliarte Tintested category includes items that are legligw be compliant but which have not yet
been validated. The not compliant category inclutégas which have been identified as not year 2Gfiipliant. The unknown category
includes items identified during the assessmens@ich require additional follow-up to determimeether they are compliant.

BUSINESS UNIT TEST ED UNTESTED NOT COMPLIANT UNKNOWN

Traditional Information Technology:

Gas Pipeline........cccccoeviiieeinnnnns % 28% 19% 0%
Energy Services.......coccccvvveeeennnnnn. 49 13 6
Communications.... 47 21 0
Corporate/Other........cccccooviieeeenne 21 7 1
Non-Traditional Information Technology:
Gas Pipeline..........coooeiviviiiinnnnns 50 33 17 0
Energy Services.......ccccccvvveeeennnnnn. 32 63 2 3
CommunNiCationsS.........c.ueveeeriireeeenn. 21 57 17 5
Corporate/Other........cccccooviieeeenne 84 12 2 2

Williams initiated a formal communications procegth other companies in 1998 to determine the extewhich those companies are
addressing year 2000 compliance. In connection thithprocess, Williams has sent approximately @3 Jeétters and questionnaires to third
parties including customers, vendors and serviogigers. Additional communications are being madeding 1999. Williams is evaluating
responses as they are received or otherwise igadisij) the status of these companies' year 200@icamee efforts. As of December 31,
1998, approximately 33 percent of the companiesamded have responded and virtually all of thesestiadicated that they are already
compliant or will be compliant on a timely basish&e necessary, Williams will be working with kaysiness partners to reduce the risk of a
break in service or supply and with non-compliasrhpanies to mitigate any material adverse effedMiliams.

Williams expects to utilize both internal resoure@sl external contractors to complete the year 200@pliance project. Williams has a core
group of 270 people involved in this enterprise-evoject. This includes 16 individuals responsfblecoordinating, organizing, managing,
communicating, and monitoring the project and aeofb4 staff members responsible for completingotiogect. Depending on which phase
the project is in and what area is being focusedtamy given point in time, there can be an aoldéti 500 to 1,200 employees who are also
contributing a portion of their time to the comjiet of this project. The Communications business s contracted with an external
contractor at a cost of approximately $3 millioregsist in all phases and various areas of thegrdpas Pipeline has contracted with an
external contractor for a cost of up to $6 millfon the remediation of the customer service sofews¥ithin Energy Services, two external
contractors are being utilized at a total costpgfraximately $1 million.
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Several previously planned system implementatioeseheduled for completion on or before Septerip&899, which will lessen possible
year 2000 impacts. For example, a new year 200(pkam payroll/human resources system, was impléetedanuary 1, 1999. It replac
multiple human resources administration and paymatessing systems previously in place. The Conications business unit has a major
service information management system implememtatiad other system implementations currently irc@ss necessary to integrate the
operations of its many components acquired in pegtisitions. These systems will address the y@@® 2ompliance issues in certain areas.
Within the Energy Services business unit, majoliagpons had been replaced or were being replagedd APCO prior to its acquisition by
Williams. Those applications have been incorporateulthe enterprise-wide project, and remainingtay replacements are proceeding on
schedule. Gas Pipeline completed implementatianredw telephone system in 1998, and a new commandial system is scheduled for
completion July 1, 1999. In situations where plahsgstem implementations will not be in serviceeiyn alternative steps are being taken to
make existing systems compliant.

Although all critical systems over which Williamascontrol are planned to be compliant and testéatd the year 2000, Williams has
identified two areas that would equate to a masseaably likely worst case scenario. First is thespbility of service interruptions due to
non-compliance by third parties. For example, powdufas along the communications network or trangian systems would cause sen
interruptions. This risk should be minimized by #eerprise-wide communication effort and evaluatid third-party compliance plans.
Another area of risk for nocempliance is the delay of system replacementsdstbé for completion during 1999. The status ofthsystem
is being closely monitored to reduce the chanadetdys in completion dates. It is not possibleuardify the possible financial impact if this
most reasonably likely worst case scenario wemmioe to fruition.

Initial contingency planning began during 1998; kwer, significant focus on that phase of the ptojélt take place in 1999. Guidelines for
that process were issued in January 1999 in time édra formal business continuity plan. Contingeptans are being developed for critical
business processes, critical business partnerglisigpand system replacements that experiencéismmt delays. These plans are expecte
be defined by August 31, 1999, and implemented &appropriate.

Costs incurred for new software and hardware pwehare being capitalized, and other costs arg legipensed as incurred. Williams
currently estimates the total cost of the entegpwide project, including any accelerated systephacements, to be approximately $55
million. Prior to 1998 and during the first quart#r1998, Williams was conducting the project awass and inventory/assessment phases of
the project and incurred costs totaling $3 milliBaring the second quarter of 1998, $2 million wpent on the renovation/replacement and
testing/validation phases and completion of themery/assessment phase. The third and fourthepsast 1998 focused on the
renovation/replacement and testing/validation phiaaed $10 million was incurred. During the firstagter 1999, renovation/replacement and
testing/validation will continue, contingency plamam will begin and $15 million is expected to besp During the second quarter of 1999,
the primary focus is expected to shift to testimdjtlation and contingency planning, and $13 millisexpected to be spent. The third and
fourth quarters of 1999 will focus mainly on comgmcy planning and final testing with $12 millioxpected to be spent. Of the $15 million
incurred to date, approximately $12 million hasrbegpensed, and approximately $3 million has beitalized. Of the $40 million of futui
costs necessary to complete the project withirsthedule described, approximately $36 million Wwélexpensed and the remainder
capitalized. This estimate does not include Wilkapotential share of year 2000 costs that mayeéried by partnerships and joint ventures
in which the company participates but is not therafor. The costs of previously planned systemagsphents are not considered to be year
2000 costs and are, therefore, excluded from theuats discussed above.

The preceding discussion contains forward-lookiagesnents including, without limitation, statemergkating to the company's plans,
strategies, objectives, expectations, intentiond,alequate resources, that are made pursuar teafe harbor" provisions of the Private
Securities Litigation Reform Act of 1995. Readems eautioned that such forward-looking statemeoigained in the year 2000 update are
based on certain assumptions which may vary frammeacesults. Specifically, the dates on whiche¢bmpany believes the year 2000 project
will be completed and computer systems will be ienpénted are based on
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management's best estimates, which were deriviézinginumerous assumptions of future events, idiclg the continued availability of
certain resources, third-party modification pland ather factors. However, there can be no guasahet these estimates will be achieved, or
that there will not be a delay in, or increasedsassociated with, the implementation of the Y0 project. Other specific factors that
might cause differences between the estimates@undlaesults include, but are not limited to, #wailability and cost of personnel trained in
these areas, the ability to locate and correaeldivant computer code, timely responses to angctions by third parties and suppliers, the
ability to implement interfaces between the neweys and the systems not being replaced, and sinmtzrtainties. Due to the general
uncertainty inherent in the year 2000 problem, ltegpin large part from the uncertainty of the y2800 readiness of third parties, the
company cannot ensure its ability to timely and effectively resolve problems associated withytbar 2000 issue that may affect its
operations and business, or expose it to thirdypebility.
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ITEM 7A. MARKET RISK DISCLOSURES
INTEREST RATE RISK

Williams' interest rate risk exposure primarilyuks from its debt portfolio which is influenced biiort-term rates, primarily LIBOR-based
borrowings from commercial banks and the issuaficemmercial paper, and long-term U.S. Treasurgsato mitigate the impact of
fluctuations in interest rates, Williams targetsrtaintain a significant portion of its debt portéoin fixed rate debt. Williams also utilizes
interest-rate swaps to change the ratio of itefixed variable rate debt portfolio based on manag¢massessment of future interest rates,
volatility of the yield curve and Williams' abilitip access the capital markets in a timely manvdliams periodically enters into interesdte
forward contracts to establish an effective borrayiate for anticipated long-term debt issuancés. Maturity of Williams' long-term debt
portfolio is influenced by the life of its operagimssets.

At December 31, 1998, the amount of Williams' fiedt variable rate debt was at targeted levelRe&ember 31, 1997, the amount of
Williams' fixed and variable rate debt was appraadefy the same as a result of a debt restructymiogram initiated in 1997 where Williams
extinguished higher cost long-term debt. In eall98, the percent of Williams' fixed rate debt iraged to targeted levels as Williams
completed issuing long-term debt under the reatrirgg program and reduced its variable rate intdiirancing. Williams has traditionally
maintained an investment grade credit rating asaspect of managing its interest rate risk. In ptddund its 1999 capital expenditure plan,
Williams will need to access various sources dfitiity, which will likely include traditional bornwing and leasing markets, while for its
telecommunications business, Williams also antieipaccessing high-yield debt markets and equitkets

The following tables provide information as of Dedger 31, 1998 and 1997, about Williams' notes pay#ding-term debt, interest-rate
swaps and interest-rate forward contracts thasapgect to interest rate risk. For notes payabtelang-term debt, the table presents principal
cash flows and weighted-average interest ratexpgated maturity dates. For interest-rate swapdraedest-rate forward contracts, the table
presents notional amounts and weighted-averageegiteates by contractual maturity dates. Noti@mabunts are used to calculate the
contractual cash flows to be exchanged under tieedst-rate swaps and the settlement amounts timelarterest-rate forward contracts.

FAI R VALUE
DECE MBER 31,
1999 2000 2001 2002 2003 THEREAFTER TOTAL 1998
(DOLLARS IN MILLIONS)
Notes payable $1,053 $-- $ - $- % - $ - $1053 $ 1,053
Interest rate.................... 5.9%
Long-term debt, including current
portion:
Fixed rate..........cccccueee. $ 260 $563 $1,082 $995 $ 268 $2,615 $5,783 $ 5,922
Interest rate.................. 6.9% 6.9% 6.9% 7.0% 7.1% 7.5%
Variable rate.................. $ 130 $-- $ - $844 $ - $ - $974 S 974

Interest rate(1)
Interest-rate swaps:

Pay variable/receive fixed..... $ 42 $47 $ 461 $240 $ - $ 450 $1,240 $ 21
Pay rate(2)

Receive rate................... 6.3% 6.3% 6.3% 6.8% 6.8% 6.4%

Pay fixed/receive

variable(3).....cccccceevee. $ 172 $47 $ 53 $59 $ 65 $ 284 $680 $ (67)
Pay rate........cccccevnne 7.8% 7.8% 7.8% 8.0% 8.0% 8.0%

Receive rate(4)
Interest-rate forward contracts
purchased related to
anticipated long-term debt
issuances(5).......ccevvenne.. $ 50 $-- $ - %$-% - $ - $5 %



FAI R VALUE

DECE MBER 31,
1998 1999 2000 2001 2002 THEREAFTER TOTAL 1997

Notes payable.................... $ 693 $-- $ - %$-8% - $ - $693 % 693
Interest rate.................... 6.6%
Long-term debt, including current

portion:

Fixed rate..........cceeunee. $ 78 $251 $ 274 $834 $ 498 $1,855 $3,790 $ 3,921
Interest rate.................. 7.4% 7.4% 74% 7.4% 7.4% 7.5%

Variable rate.................. $ -- $130 $ -- $276 $1,207 $ 28 $1641 $ 1,641
Interest rate(1)
Interest-rate swaps:

Pay variable/receive fixed..... $ 36 $42 $ 47 $461 $ -- $ 450 $1,036 $ 9
Pay rate(2)

Receive rate................... 6.3% 6.3% 6.4% 6.4% 6.8% 6.5%

Pay fixed/receive

variable(3)........cccc..... $ 36 $172 $ 47 $53 $ 59 $ 349 $ 716 $ (56)
Payrate.....ccccccceevvninne 7.8% 7.8% 7.8% 8.0% 8.0% 8.0%

Receive rate(4)
Interest-rate forward contracts

purchased related to

anticipated long-term debt

issuances(5).......ccccveee.. $1,150 $-- $ - $- % - $ - $1150 $ (8)

(1) LIBOR plus .30 percent and .33 percent for 1888 1997, respectively.

(2) LIBOR, except $250 million notional amount mag after 2003 is at LIBOR less 1.04 percent apdmillion (effective 1998) notional
amount maturing in 2002 is at LIBOR plus .26 petcen

(3) Counterparties have an option to cancel abtaniding swaps in 2001.
(4) LIBOR.

(5) Average locked in rate of 4.8 percent and ®@@nt referenced to underlying Treasury seculiittesng a weightedwverage maturity of 1
years and 6 years for 1998 and 1997, respecti

COMMODITY PRICE RISK

Energy Marketing & Trading has trading operatidmst incur commodity price risk as a consequenge@fiding price risk management
services to third-party customers. The trading afi@ns have commaodity price risk exposure assatiaith the crude oil, natural gas, refined
products, natural gas liquids and electricity egergirkets in the United States and the naturahgam&ets in Canada. The trading operations
enter into energy contracts which include forwasdtcacts, futures contracts, option contracts, ssgapements, commaodity inventories and
short- and long-term purchase and sale commitnveimitsh involve the physical delivery of an energyreoodity. These energy contracts are
valued at fair value and unrealized gains and Bf®sen changes in fair value are recognized innmeoThe trading operations are subject to
risk from changes in energy commodity market pritles portfolio position of its financial instrumsrand physical commitments, the
liquidity of the market in which the contract iamisacted, changes in interest rates and creditgiskgy Marketing & Trading continues to
manage market risk on a portfolio basis subjetiéoparameters established in its trading policyisiA control group, independent of the
trading operations, monitors compliance with thialgisshed trading policy and measures the risk@ated with the trading portfolio.

Energy Marketing & Trading measures the marketinsks trading portfolio on a daily basis utiligjra value at risk methodology to estimate
the potential one day loss from adverse chang#wifair value of its trading operations. At Dec&mB1, 1998 and 1997, the value at risk for
the trading operations was $8 million and $4 millicespectively. The change in the value at riglvben 1998 and 1997 reflects that the
market risk of the trading portfolio has changedaase of increases in the size of the portfolianges in market prices and changes in the
commodity product composition of the portfolio. sispplemental quantitative information to furthedarstand the general risk levels of the
trading portfolio, the average of the actual montthanges in the fair value of the trading portfdbr 1998 was an increase of $8 million.
Value at risk
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requires a number of key assumptions and is nassecily representative of actual losses in fdinevghat could be incurred from the trading
portfolio. Energy Marketing & Trading's value atkimodel includes all financial instruments andgit® positions and commitments in its
trading portfolio and assumes that as a resulhahges in commaodity prices, there is a 97.5 peqmeitability that the one day loss in the -
value of the trading portfolio will not exceed th@ue at risk. The value-at-risk model uses histrsimulation to estimate hypothetical
movements in future market prices assuming nornzakket conditions based upon historical market gris&lue-at-risk does not consider
that changing our trading portfolio in responsentarket conditions could affect market prices andatake longer to execute than the one-
day holding period assumed in the value-at-risk @hod

FOREIGN CURRENCY RISK

Williams has investments in companies whose operatare located in foreign countries, of which $8Bion is accounted for using the cost
method. Fair value for the cost-method investmanteemed to approximate their carrying amountabse estimating cash flows by year is
not practicable given that the time frame for sgllihese investments is uncertain. Williams' finanesults could be affected if the
investments incur a permanent decline in valuerasualt of changes in foreign currency exchangesrahd the economic conditions in fore
countries. Williams attempts to mitigate thesesibl investing in different countries and businesgments. Approximately 69 percent of the
cost-method investments are in Asian countries2anplercent in South American countries. Approxinyad® percent of the Asian
investments and approximately 25 percent of thélSAmerican investments is in countries whose awies have recently suffered
significant devaluations and volatility. The ultiteaduration and severity of the conditions in Al South America remain uncertain as
the long-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, 1998 and 1997, and the
related consolidated statements of income, stodins| equity, and cash flows for each of the tlyese's in the period ended December 31,
1998. Our audits also included the financial statienschedule 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 did not audit the financial staats and schedules of MAPCO Inc., a wholly ownéubsgliary (see Note 2), which
statements reflect total assets constituting 15%efelated consolidated financial statement fotal 997, and which reflect net income
constituting approximately 26% and 21% of the edatonsolidated financial statement totals foryisars ended December 31, 1997 and
1996, respectively. Those statements and schedelesaudited by other auditors whose report has heaished to us, and our opinion,
insofar as it relates to data included for MAPCG®. fior those periods, is based solely on the regfatte other auditors.

We conducted our audits in accordance with geneaaltepted auditing standards. Those standardgeedbhat we plan and perform the audit
to obtain reasonable assurance about whethemthedial statements are free of material misstaterdenaudit includes examining, on a test
basis, evidence supporting the amounts and dis@lssn the financial statements. An audit alsoudek assessing the accounting principles
used and significant estimates made by managememiell as evaluating the overall financial statetpeesentation. We believe that our
audits and the report of other auditors provideasonable basis for our opinion.

In our opinion, based on our audits and the repioother auditors, the consolidated financial steets referred to above present fairly, in all
material respects, the consolidated financial posibf The Williams Companies, Inc. at December198 and 1997, and the consolidated
results of its operations and its cash flows faheaf the three years in the period ended DeceR®ibet998, in conformity with generally
accepted accounting principles. Also, in our opinioased on our audits and the report of othertensdithe financial statement schedule
referred to above, when considered in relatiom#oltasic financial statements taken as a wholegpts fairly in all material respects the
information set forth therein.

ERNST & YOUNG LLP

Tulsa, Oklahoma
February 26, 1999
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THE WILLIAMS COMPANIES, INC.
CONSOLIDATED STATEMENT OF INCOME

YEARS ENDED DECEMBER 31

1998 1997* 1996*

(MILLIONS, EXCEPT PER-SHARE AMOUNTS)

Revenues (Note 19):

Gas Pipeline......cccoevvvevvieiiiiccceeeeee $16848 $1,680.1 $1,659.6
Energy Services* .......ccovveviviveeenneeees 5,592.8 6,100.5 5,554.2
Communications (NOte 2).......cccocevevvcces 1,768.2 1,465.1 710.1
Other..coiiieeee 64.8 53.4 58.3
Intercompany eliminations........ccccccceeeeeee. L (1,452.3) (1,049.6) (1,133.2)
Total revenues.......ccocceevvceeeeeneeee 7,658.3 8,249.5 6,849.0
Segment costs and expenses:
Costs and operating expenses**.........ccceeeeeee. 5,532.4 6,227.2 5,063.9
Selling, general and administrative expenses 1,115.7 848.9 629.0
Other (income) expense -- net (Notes 2 and 5).... ... 195.8 38.6 (19.8)
Total segment costs and expenses........... ... 6,843.9 7,114.7 5,673.1
General corporate eXpenses.....ccoevveeevvceeees e, 89.2 95.1 72.5
Operating income (loss) (Notes 5 and 19):
Gas Pipeline......ccoooeevvciiiiiieee 610.4 614.7 564.3
Energy Services (NOt€ 2).....ccovvvvevevvceees 394.5 566.8 603.3
Communications (Note 2).....cccccocvvvvevvenenes L (175.0) (58.1) 5.0
Other..cciii e (15.5) 11.4 3.3
General corporate expenses (Note 2).....ccc....... . (89.2) (95.1) (72.5)
Total operating income.......cccccoeeeeee. . 725.2 1,039.7 1,103.4
Interest accrued.......ccoocoevviieeenncciees L (515.1) (463.5) (418.1)
Interest capitalized........... o 30.6 23.3 8.2
Investing income (Note 4).......cccocvvvvevveeeee 25.8 12.6 16.6
Gain on sale of interest in subsidiary (Note 2).... ... -- 44.5 --
Gain on sales of assets (Note 5).....ccccceveeeeee. Ll - 66.0 36.5
Minority interest in (income) loss of consolidated
subsidiaries (NOte 2).....ccovveveeeeeveveiieeeee 9.6 (18.2) (1.4)
Other income (expense) -- Net.......ccccvcvvveeeeee L. (19.1) 5 13.2
Income from continuing operations before extraordin ary loss
and iNCOMEe taXeS......covvvvveevccnieennieeeee 257.0 704.9 758.4
Provision for income taxes (Note 6)......cccoeeeee. .. 1104 251.2 265.9
Income from continuing operations before extraordin ary
0SS it 146.6 453.7 4925
Loss from discontinued operations (Note 3).......... ... (14.3) (6.3) (32.7)
Income before extraordinary loss.......cccoceeeeeee. Ll 132.3 447.4 459.8
Extraordinary loss (Note 7)....ccceeeeeeveveeeeees (4.8) (79.1) --
NetinCome......oocovvviiviiiie e 127.5 368.3 459.8
Preferred stock dividends (Note 15)........cccc.... .. 7.1 9.8 104
Income applicable to common stock..........coo.... L $ 1204 $ 3585 $ 4494
Basic earnings per common share (Note 8):
Income from continuing operations before extraord inary
[0SS i $ 32 $ 108 $ 116
Loss from discontinued operations (Note 3)....... ... (.03) (.02) (.08)
Income before extraordinary loss.......ccooeeee. Ll .29 1.06 1.08
Extraordinary loss (Note 7)....ccceveeveveeee. L (.01) (.19) --
NetinCOME....cceeeviiiiiiie e $ 28 $ 87 $ 108
Diluted earnings per common share (Note 8):
Income from continuing operations before extraord inary
0SS i $ 32 $ 105 $ 114
Loss from discontinued operations (Note 3)....... ... (.03) (.01) (.08)
Income before extraordinary loss......cccoeeeeee. L .29 1.04 1.06
Extraordinary loss (Note 7) (.01) (.19) -
Net income $ 28 $ 85 $ 106




* Reclassified as described in Note 1. ** Includessumer excise taxes of $192.9 million, $157.8ioniland $155.9 million in 1998, 1997
and 1996, respectively.

See accompanying notes.
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THE WILLIAMS COMPANIES, INC.

CONSOLIDATED BALANCE SHEET

ASSETS

(DOLLARS IN MILLIONS, EXCEPT PER-SHARE AMOUNTS)

Current assets:
Cash and cash equivalents..............c.co......
Receivables less allowance of $30.5 ($21.5 in 199
Transportation and exchange gas receivable.......

Total current assets............coe.....

Investments (Note 4)........cccoevveeeeniinennn.

Property, plant and equipment -- net (Note 11).....
Goodwill and other intangible assets -- net (Note 1
Other assets and deferred charges..................

Total assetS......cccccveveeeeieriennnns

LIABILITIES AND STOCKHOLDERS

Current liabilities:

Notes payable (Note 13).........ccceeevviinnnne

Accounts payable (Note 12)..........ccccceeueeee

Transportation and exchange gas payable..........

Accrued liabilities (Note 12)....................

Energy trading liabilities.......................

Long-term debt due within one year (Note 13).....

Total current liabilities................

Long-term debt (Note 13)........cceeviivveeeennnee
Deferred income taxes (Note 6)...
Other liabilities.........ccccceercveveiiinenenn.

Minority interest in consolidated subsidiaries (Not

Contingent liabilities and commitments (Notes 11 an
Stockholders' equity (Note 15):
Preferred stock, $1 per share par value, 30 milli
authorized, 1.8 million issued in 1998, 2.5 mi

Capital in excess of par value..................
Retained earnings..........cccocvveeeeniinnnn.

Accumulated other comprehensive income (loss) (No

Less treasury stock (at cost), 4.0 million shares
common stock in 1998 and 18.9 million in 1997.

Total stockholders' equity...............

Total liabilities and stockholders' equit

See accompanying notes.
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DECEMBER 31,

......... $ 5033 $ 1221

7). 1,628.2 11,5845
96.4 130.4
497.5 433.9
v 3545 180.3
......... 239.9 236.6
......... 212.3 176.2
......... 3,532.1 2,864.0
866.1 388.1
12,604.6 11,536.8
583.6 600.6

1,060.9 888.1

'EQUITY

$1,052.7 $ 693.0

1,158.2 11,2885
47.1 67.7
1,500.5 1,281.6
290.1 182.0
390.6 80.3
......... 4,439.2 3,593.1
......... 6,366.4 5,351.5
2,060.8 2,009.1
1,015.2 946.5
es 2 and
......... 508.3 144.8
d17)
on shares
llion in
......... 102.2 142.2
shares
5 million
......... 432.3 431.5
......... 982.4 1,041.6
......... 2,849.5 2,983.3
te 18)... 16.7 (2.5)
......... (78.5)  (51.6)
4,304.6 4,544.5
of
......... (47.2) (311.9)
......... 4,257.4 4,232.6




CONSOLIDATED STATEMENT OF STOCKHOLDERS' EQUITY

PREFERRED CO
STOCK S

Balance, December 31, 1995.......... $173.5
Net income -- 1996 --

Cash dividends --

Common stock ($.47 per share)...... -
Common stock of pooled company..... --
Preferred stock (Note 15).......... --
MAPCO stock split effected in the

form of a stock dividend from

treasury shares...........c.c...... --

Issuance of shares -- 5.8 million

Purchase of treasury stock --

6.2 million common -
96,300 preferred....
Retirement of treasury stock --

497,900 preferred............c..... (12.5)
Proceeds from sale of equity put
options...

Transfer of exercise prlce for

equity put options.................

Tax benefit of stock-based awards -
ESOP loan repayment................. -
Amortization of deferred

Balance, December 31, 1996.......... 161.0
Comprehensive income:
Net income -- 1997...
Other comprehensive income (Note
18):
Unrealized depreciation on
marketable equity securities...  --
Foreign currency translation
adjustments...........c.cee... --

Total other comprehensive

Total comprehensive income..........

Cash dividends --

Common stock ($.54 per share)...... -
Common stock of pooled company..... --
Preferred stock (Note 15)..........
Issuance of shares -- 6.7 m|II|0n
COMMON....ceiiiiiiiiiiiiiiias -
Purchase of treasury stock -- 2.7
million common..................... -
Conversion of preferred

stock -- 2,528 shares.............. (.3)
Redemption of preferred

stock -- 741,552 shares (Note

15) i (18.5)
Treasury shares utilized for
acquisition of business...

Expiration of equity put optlons -
Tax benefit of stock-based awards .-
ESOP loan repayment................. --
Amortization of deferred

Balance, December 31, 1997.......... $142.2
Comprehensive income:
Net income -- 1998................. --
Other comprehensive income (Note
18):
Unrealized appreciation on
marketable equity securities...  --
Foreign currency translation
adjustments...........c.cee... --

Total other comprehensive
income........ccoevnnns

Total comprehensive income..........

Cash dividends --

Common stock ($.60 per share)...... -
Common stock of pooled company..... --
Preferred stock (Note 15).......... -
Issuance of shares -- 12.4 million
COMMON.....oviiiiiieirirneee -

THE WILLIAMS COMPANIES, INC.

CAPITAL IN ACCUMULATED
EXCESS OF OTHER
MMON  PAR  RETAINED COMPREHENSIVE
TOCK VALUE EARNINGS INCOME (LOSS) OT
(DOLLARS IN MILLIONS, EXCEPT PER-SHARE AMOU
$4 20.7 $1,001.7 $3,307.6  $ -  $(
- -~ 4598 -
- -~ (148.0) -
- —~  (30.1) -
- —~  (10.4) -
—~  (93.1) (750.5) -
4.6 33.9 - -
- (.3) - -
- 6 - -
—-  (16.7) - -
- 16.0 - -
- 1 3 -
4 253 9422 28287 -
- -~ 3683 -
- - - 2.4)
- - - (1)
- —-  (17L7) -
- -~ (32.9) -
- - (9.8) -
6.2 66.4 - -
- 3 - -
- 9 - -
- 4.9 - -
~- 267 - -
- 2 7 -
$4 315 $1,041.6 $2,983.3  $(25)
- —~ 1275 -
- - - 24.1
- - - (4.9
- -~ (240.3) -
- -~ (14.0) -
- - (7.1) -
115  47.4 - -

TREASURY

HER

NTS)

STOCK

61.1) $(1,022.8) $3,819.6

(29

- 4598
- (148.0)
- (30.1)
- (10.4)

843.6 -
120 495

(129.6) (129.6)
(2.6) (2.6)

12.8 -

(286.6) 4,014.8

-- 368.3

—- any
~  (329)
- (98

7.1 76.8

(50.2) (50.2)

~ (185

17.8 18.7
- 4.9
- 26.7

- 5.8

(311.9) $4,232.6

- 1275

'
'
—_
»
©
L

~  (240.3)
~  (14.0)
- (71

10.7 69.3



Stockholders' notes issued (Note
15).... - - - - - (
Convel preferred
stock -- 704,190 shares............ (40.0). 3.3 36.7 - - - -- -
Retirement of treasury stock -- 14.0
million common..............coe... ¢ 14.0) (239.8) - - - 253.8 -
Expiration of equity put options.... - - 12.3 - - - -- 12.3
Tax benefit of stock-based awards... - - 83.9 - - - - 83.9
ESOP loan repayment................. - - - - - 6.3 - 6.3
Amortization of deferred
- - - - 2.8 - 2.8
- 3 1 -- - 2 .6
$4 32.3 $ 9824 $2,8495 $16.7 $( 78.5) $ (47.2) $4,257.4

See accompanying notes.
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THE WILLIAMS COMPANIES, INC.

CONSOLIDATED STATEMENT OF CASH FLOWS

Operating Activities:
Net iNnCOMe.......ccevveiiriiieeeee e
Adjustments to reconcile to cash provided from oper

Discontinued operations.............cccccceeuee

Extraordinary l0SS..........ccooovvviiiviinnnnns

Premium on early extinguishment of debt..........

Depreciation, depletion and amortization.........

Provision for deferred income taxes..............

Provision for loss on property and other assets..

(Gain) loss on dispositions of property and inter
subsidiary.......ccccceeveiiiieeeeiiniinnns

Provision for uncollectible accounts.............

Minority interest in income (loss) of consolidate
subsidiaries.........coeeeevrcrieeeininnnen.

Cash provided (used) by changes in assets and lia
Receivables sold.............ccccoeuieeeenne
Receivables...........ccociiiiiiiinnnns
Inventories.............. .
Other current assets.........ccccceeveveeenn.

Accounts payable............ccccooiiienen.
Accrued liabilities.............cccceeeennnes

Changes in current energy trading assets and
liabilities. ..o

Changes in non-current energy trading assets and
liabilities.......ccooviiieiiiiiiiecs

Other, including changes in non-current assets an
liabilitieS. ...

Net cash provided by continuing operation
Net cash provided by discontinued operati

Net cash provided by operating activities

Financing Activities:

Proceeds from notes payable...............c........

Payments of notes payable...

Proceeds from long-term debt.......................

Payments of long-term debt.........................

Proceeds from issuance of common stock.............

Purchases of treasury stock..

Dividends paid...........ccoveeeiniiinienninnen.

Proceeds from sale of limited partnership and LLC m
INErestS.......ovevvviiieieiere e

Other -- Net......ocviiiiiiiieiees

Net cash provided by financing activities

Investing Activities:
Property, plant and equipment:

Capital expenditures...........ccccceeevuveeenn.

Proceeds from dispositions.......................

Changes in accounts payable and accrued liabiliti
Acquisition of businesses, net of cash acquired....
Proceeds from sales of businesses..................
Income tax and other payments related to discontinu

OPErationS.......ccceeeeeeeeeieeiiiiiiieeeeenn
Proceeds from sales of assets............ccc.c..e..
Purchase of investments/advances to affiliates.....
Other -- Net......ocviiiiiiiieeeeees

Net cash used by investing activities....
Increase (decrease) in cash and cash
equivalents.......ccccceeeeeeeienienns

Cash and cash equivalents at beginning of year.....

Cash and cash equivalents at end of year...........

See accompanying note

YEARS ENDED DECEMBER 31,

1998 1997 1996

(MILLIONS)
......... $ 1275 $ 368.3 $ 459.8
ations:
......... 14.3 6.3 32.7
......... 4.8 79.1 -
......... (8.9) (171.2) -
......... 646.3 585.9 500.3
......... 42.9 104.3 92.7
......... 126.8 49.8 -
estin
......... 59 (121.0) (68.9)
......... 39.8 13.3 5.3
d
......... (9.6) 18.2 1.4
bilities:
......... (41.8) 188.6 (13.1)
......... (1.1) (180.5) (361.0)
......... (61.6) (89.5) (11.9)
......... (58.5) 16.7 7.6
......... (199.7) 188.0 347.2
......... 91.9 (37.6) (7.4)
......... (66.2) 11.0 (29.7)
......... (44.6) (47.7) (37.7)
d
......... 4.5 6.2 34.0
Seeeenn 612.7 988.2 951.3
ons...... -- -- 21.8
......... 612.7 988.2 973.1
......... 806.9 1,927.4 406.8
......... (946.0) (1,305.5) (298.6)
......... 3,597.0 2,217.4 2,000.5
......... (1,776.5) (2,199.0) (1,408.5)
......... 78.2 72,5 56.1
......... - (50.2) (132.2)
......... (261.4) (214.4) (188.5)
ember
......... 335.1 - -
......... (24.7)  (24.3) (6.2)
......... 1,808.6 423.9 429.4
......... (1,708.2) (1,340.5) (970.4)
......... 43.1 104.2 73.8
€s....... 87.9 (7.5) 9.3
......... (9.6) (146.7) (371.8)
......... - - 236.4
ed

......... (9.9) (9.7) (261.7)
......... 116 712  66.0
......... (470.3) (205.6) (100.0)
......... 153 245 123

......... (2,040.1) (1,510.1) (1,306.1)

......... 381.2  (98.0) 96.4
......... 1221 2201 1237

......... $ 5033 $ 1221 $ 220.1
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THE WILLIAMS COMPANIES, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
NOTE 1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
Description of business

Operations of The Williams Companies, Inc. (Willisinare located principally in the United States arelorganized into three industry
groups:
Gas Pipeline, Energy Services and Communications.

Gas Pipeline is comprised of five interstate natgaa pipelines located in the eastern, midsouthf Goast, midwest and northwest region
the United States. The five Gas Pipeline operaggggnents have been aggregated for reporting pupaskinclude Williams Gas Pipelines
Central, Kern River Gas Transmission, NorthweseRig, Texas Gas Transmission and Transcontin&#alPipe Line.

Energy Services includes four operating segmemtsrdy Marketing & Trading, Exploration & Productiddidstream Gas & Liquids, and
Petroleum Services. Energy Marketing & Trading ffprice-risk management services and buys, sallsaeranges for
transportation/transmission of energy commoditiéscluding natural gas and gas liquids, crudeand refined products, and electricity -- to
local distribution companies and large industriad @ommercial customers in North America and rgapane marketing in the upper
midwest and southeast regions. Exploration & Prtidndncludes hydrocarbon exploration and produchgtivities in the Rocky Mountain
and Gulf Coast regions. Midstream Gas & Liquidsamprised of natural gas gathering and processicitittes in the Rocky Mountain,
midwest and Gulf Coast regions, natural gas ligpigslines in the Rocky Mountain, southwest, midweesl Gulf Coast regions and an
anhydrous ammonia pipeline in the midwest. Petral&ervices includes petroleum refining and markgitinAlaska and the southeast, a
petroleum products pipeline and ethanol productioth marketing operations in the midwest region.

Communications consists of three operating segme@asmunications Solutions, Network ApplicationsddNetwork Services.
Communications Solutions includes consulting, ittestian and maintenance of customer-premise valatéa and video equipment and
services for customers throughout North Americawsdek Applications' operations are located printipan the United States and include
video, advertising distribution, and other multirsettansmission services (via terrestrial and Begdinks) for the broadcast industry as well
as business audio and video conferencing senditasiork Services provides fiber-optic constructitapnsmission and management services
throughout the United States.

Basis of presentation

Williams adopted Statement of Financial Account8igndards (SFAS) No. 131, "Disclosures about Setprdran Enterprise and Related
Information," during the fourth quarter of 1998.A8%-No. 131 establishes standards for reportingrimédion about operating segments and
related disclosures about products and servicegirgphic areas, and major customers. Prior yean{ial statements and notes have been
reclassified to conform to the requirements of SPKE 131. (See Note 19 for segment disclosures).

On March 28, 1998, Williams completed the acquisitbf MAPCO Inc. (see Note 2). The transactionlteen accounted for as a pooling of
interests and, accordingly, the consolidated firerstatements and notes reflect the results ofatjpes, financial position and cash flows as
if the companies had been combined throughout ¢niegs presented. The restated 1997 annual finlastai@ments were filed with the
Securities and Exchange Commission in a Form 8tkdiay 18, 1998. MAPCO was engaged in the nagaslliquids pipeline, petroleum
refining and marketing and propane marketing bissies, and became part of the Energy Services Isssimé. Effective April 1, 1998,
certain marketing activities of natural gas liqufdseviously reported in Midstream Gas & Liquidsdgpetroleum refining (previously
reported in Petroleum Services) were transferrdehtergy Marketing & Trading and combined with iteeggy risk trading operations. As a
result, revenues and segment profit amounts fo7 5@ 1996 have been reclassified and reportedmnviihergy Marketing & Trading. These
marketing activities are reported through first4@al1998 on a "gross" basis in the Consolidatete®ient of Income as revenues and
segment costs within
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THE WILLIAMS COMPANIES, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS -- (CONT INUED)

Energy Marketing & Trading. Concurrent with compigtthe combination of such activities with the igyerisk trading operations of Energy
Marketing & Trading, the related contract rightslabligations of certain of these operations wermrded in the Consolidated Balance S

on a market-value basis consistent with Energy kamg & Trading's accounting policy, and the incostetement presentation relating to
these operations was changed effective April 18188 a prospective basis, to reflect these rev&natof the related costs to purchase such
items.

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) (see Note 2). Communicatiorduions' revenues and segment
profit amounts for 1997 include the operating resaf the LLC beginning May 1, 1997.

Principles of consolidation

The consolidated financial statements include tw@ants of Williams and its majority-owned subsiiia. Companies in which Williams and
its subsidiaries own 20 percent to 50 percent@fibting common stock, or otherwise exercise sigfficinfluence 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 reportdtkigonsolidated financial statements and accopipamotes. Actual results could differ
from those estimates.

Cash and cash equivalents

Cash and cash equivalents include demand and gpesds, certificates of deposit and other marketabcurities with maturities of three
months or less when acquired.

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 qitéed of gas on their behalf than the quantitiegas received. These transactions result in
gas transportation and exchange imbalance recewalnld payables, which are recovered or repaidsh or through the receipt or delivery
gas in the future. Settlement of imbalances requigreement between the pipelines and shippecsadi®tations of volumes to specific
transportation contracts and timing of deliverygaf based on operational conditions.

Inventory valuation

Inventories are stated at cost, which is not ireex®f market, except for certain assets heldrfergy trading activities by Energy Marketing
& Trading, which are primarily stated at fair valtiée cost of inventories is primarily determinesing the average-cost method, except for
certain natural gas inventories held by Transcential Gas Pipe Line and certain crude oil, refipemtiucts and general merchandise
inventories which are determined using the lasfiist-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

F-29



THE WILLIAMS COMPANIES, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS -- (CONT INUED)
equipment for regulated pipelines are creditedharged to accumulated depreciation; other gaihgsses are recorded in net income.
Goodwill 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
from 10 to 30 years. Other intangible assets am@riaad on a straight-line basis over periods fthnee to 11 years. Accumulated
amortization at December 31, 1998 and 1997 was.81f8lion and $72.2 million, respectively. Amorditton was $49.7 million, $29.2

million and $15.2 million in 1998, 1997 and 199€spectively.

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 servicestiemreperformed or products have been delivered P@edine recognizes revenues based
upon contractual terms and the related transpontatlumes through month-end. These pipelines#rgst to Federal Energy Regulatory
Commission (FERC) regulations and, accordinglytaierevenues are subject to possible refunds pgrfiial resolution of FERC orders.
Williams records rate refund accruals based on gemant's estimate of the expected outcome of freeeedings. Communications
Solutions primarily uses the percentage-of-comptethethod of recognizing revenues for servicesigaeml: Network Services records
revenues related to the sale of portions of itsrfityptic network upon completion of the construttid the respective network segments and
upon acceptance of the fiber by the purchaseraesf Energy Marketing & Trading's activities aecounted for at fair value as describe
Energy Trading Activities.

Energy trading activities

Energy Marketing & Trading has trading operatidmst nter into energy contracts to provide prisg-management services to its thiraity
customers. Energy contracts include forward cotgrdatures contracts, option contracts, swap agee¢s, commodity inventories and short-
and long-term purchase and sale commitments, whialive physical delivery of an energy commodityheEe energy contracts are valued at
fair value and, with the exception of commodityéntories, are recorded in energy trading assdtsr assets and deferred charges, energy
trading liabilities and other liabilities in the @solidated Balance Sheet. The net change in faleva&presenting unrealized gains and losses
is recognized in income currently and is recordedeaenues in the Consolidated Statement of Inc&iaievalue, which is subject to change
in the near term, reflects management's estimaiag waluation techniques that reflect the besirimftion available in the circumstances.
This information includes various factors such astgd market prices, estimates of market pricésérabsence of quoted market prices,
contractual volumes, estimated volumes under ogti@hother arrangements that result in varyingmels, other contract terms, liquidity of
the market in which the contract is transactedjitensiderations, time value and volatility fasteinderlying the positions. Energy
Marketing & Trading reports its trading operatiopisysical sales transactions, net of the relatedhase costs, consistent with fair value
accounting for such trading activities.

Williams also enters into energy derivative finaténstruments and derivative commodity instruméptsmarily futures contracts, option
contracts and swap agreements) to hedge againkenpaice fluctuations of certain commodity invenigs and sales and purchase
commitments. Unrealized and realized gains andfes these hedge contracts are deferred and izeddn income in the same manner as
the hedged
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THE WILLIAMS COMPANIES, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS -- (CONT INUED)

item. These contracts are initially and regulasigleated to determine that there is a high coilimeidtetween changes in the fair value of the
hedge contract and fair value of the hedged item.

Impairment of long-lived assets

Williams evaluates the long-lived assets, includieigited intangibles, of identifiable business\aiigis for impairment when events or
changes in circumstances indicate, in managenjadgsnent, that the carrying value of such assetsmofibe recoverable. The determina
of whether an impairment has occurred is based amagement's estimate of undiscounted future casls fittributable to the assets as
compared to the carrying value of the assets. lfrgrairment has occurred, the amount of the impamtmecognized is determined by
estimating the fair value for the assets and rangrd provision for loss if the carrying value iggter than fair value.

For assets identified to be disposed of in ther&ytthe carrying value of these assets is compartite estimated fair value less the cost to
to determine if an impairment is required. Unti thssets are disposed of, an estimate of thedhie s redetermined when related events or
circumstances change.

Interest-rate derivatives

Williams enters into interest-rate swap agreemenisodify the interest characteristics of its laegn 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 variatiérest 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&rse. Gains and losses from terminat

of interestrate swap agreements are deferred and amortizand adjustment of the interest expense on the owlistg debt over the remaini
original term of the terminated swap agreementhénevent the designated debt is extinguishedsgaid losses from terminations of interest-
rate swap agreements are recognized in income.

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 arectsg to be recovered in transportation
rates.

Williams enters into interest-rate forward contsattt lock in underlying treasury rates on anticiabng-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 referenced security underlying theeetiorward 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 the averdgeest rate on related debt. Interest capitalizethternally generated funds is includec
non-operating other income (expense) -- net.

Employee stock-based awards

Employee stock-based awards are accounted for Wabeunting Principles Board Opinion No. 25, "Acating for Stock Issued to
Employees" and related interpretations. Fixed ptammon stock options do not result in compensatigrense, because the exercise price of
the stock options equals the market price of ttdetging stock on the date of grant.
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Income taxes

For certain of the periods presented, Williams B#dPCO separately included the operations of thespective subsidiaries in consolidated
federal income tax returns. Williams and MAPCO Wigin filing a single consolidated federal incaotawe return as of the date of the merger.
This consolidated return will include the operatiaf Williams' subsidiaries. Deferred income taaies computed using the liability method
and are provided on all temporary differences betwibe financial basis and the tax basis of Willaassets and liabilities.

Earnings per share

Basic earnings per share are based on the sum a/é#rage number of common shares outstandingsandkble restricted and deferred sh:
Diluted earnings per share include any dilutiveeeffiof stock options, restricted stock and conblertpreferred stock.

New accounting standar

The Financial Accounting Standards Board issuedSSRA. 133, "Accounting for Derivative InstrumentalaHedging Activities." SFAS No.
133 is effective for fiscal years beginning aftend 15, 1999. This standard requires that all dévies be recognized as assets or liabilities in
the balance sheet and that those instruments beuneebat fair value. The effect of this standard\dtiams' results of operations and
financial position will be evaluated in 1999.

The American Institute of Certified Public Accountsiissued Statement of Position (SOP) 98-5, "Raypon the Costs of Start-Up
Activities," effective for fiscal years beginninfter December 15, 1998. The SOP requires thatat-ap costs be expensed and that the
effect of adopting the SOP be reported as the catimal effect of a change in accounting principléllms will adopt this SOP effective
January 1, 1999. The effect of adopting the SOWadliams' results of operations and financial psitis not expected to be material.

The Emerging Issues Task Force (EITF) reached sermus on Issue No. 98-10, "Accounting for Corgréotolved in Energy Trading and
Risk Management Activities," which is effective fiigscal years beginning after December 15, 199& dffiect of initially applying the
Consensus must be reported as a cumulative effactlmange in accounting principle, and financiatements for periods prior to initial
application of the Consensus may not be restateel ETTF concluded that energy trading contractsilshbe recorded at fair value in the
balance sheet, with changes in fair value includezhrnings. Energy Marketing & Trading recordseit&rgy contracts at estimated fair va
except for certain types of contracts that arecnotently considered to be trading in nature. Tifiece of the Consensus on Williams' result
operations and financial position has yet to bemeined.

NOTE 2. ACQUISITIONS
MAPCO

On March 28, 1998, Williams completed the acquisitof MAPCO Inc. by exchanging 1.665 shares of Mfills common stock for each
outstanding share of MAPCO common stock. In addjtautstanding MAPCO employee stock options werevetted into 5.7 million shares
of Williams common stock. Upon completion, 98.8lmil shares of Williams common stock valued at $8ltlon, based on the closing price
of Williams common stock on March 27, 1998, wemied. Also in connection with the merger, 8.4 willshares of MAPCO $1 par value
common stock previously held in treasury were eetilThese shares had a carrying value of $2531&mil
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The merger constituted a tfvee reorganization and has been accounted fopaslang of interests. Accordingly, all prior pediconsolidate
financial statements presented include the combiesdlts of operations, financial position and céeivs of MAPCO and Williams.
Intercompany transactions between Williams and M@Rgior to the merger have been eliminated, anthaterial adjustments were
necessary to conform MAPCQO's accounting policies.

In connection with the merger, Williams has recagdiapproximately $80 million in merger-relatedtsas 1998, comprised primarily of
outside professional fees and early retirementsawveérance costs. Approximately $51 million of themeger-related costs are included in
other (income) expense-net as a component of seagnait within Energy Services for 1998 (see N©8), and approximately $29 million,
unrelated to segments, is included in general aatp@xpenses. During 1997, payments of $32.6anillvere made for non-compete
agreements. These costs are being amortized oedandhree years from the merger completion date.

The results of operations for the separate companier to the merger date and the combined amaondiisded in the Consolidated Staten
of Income follow:

YEARS ENDED
THREE MONTHS ENDED  DECEMBER 31,

MARCH 31, -
1998 1997 1996
(MILLIONS)
Revenues:
WIillI@MS....coeiiiiiieiiieie e $1,136.3 $4,417.5 $3,537.3
MAPCO......cciiiiiiiec e 823.8 3,847.5 3,353.1
Intercompany eliminations........................ (1.3) (15.5) (41.9)
Combined.........cccoveeiiiiiiie e $1,958.8 $8,249.5 $6,849.0
Net income:
Williams $ 59.7 $ 2714 $ 362.3
MAPCO 8.4 96.9 97.5
Combined.........cccovieiiiiiie e $ 68.1 $ 368.3 $ 459.8

Nortel

On April 30, 1997, Williams and Nortel combined itheustomer-premise equipment sales and serviceatipas into a limited liability
company, Williams Communications Solutions, LLC akidition, Williams paid $68 million to Nortel. Wikms has accounted for its 70
percent interest in the operations that Nortel oated 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 accountsceivable, $68 million in accounts payable anctaed liabilities, and $150 million in debt
obligations, were recorded based on an allocatidheopurchase price, with substantially all of thost 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 thnty shareholder of the LLC. Williams
recognized a gain of $44.5 million based on theeseg®f the fair value over the net book value (@pprately $71 million) of its operations
conveyed to the LLC minority interest. Income taxese not provided on the gain, because the tréinsadid not affect the difference
between the financial and tax bases of identifialsigets and liabilities.

If the transaction had occurred on January 1, 19@Biams' unaudited pro forma revenues for thergeanded 1997 and 1996 would have
been $8,498 million and $7,586 million, respectivdlhe pro forma effect of the transaction on Véitis' net income is not significant. Pro
forma financial information is not necessarily
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indicative of results of operations that would haceurred if the transaction had occurred on Janiiat 996, or of future results of operatit
of the combined companies.

Kern River

On January 16, 1996, Williams acquired the remgimterest 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 carryadue allocated to property, plant and equipment.

NOTE 3. DISCONTINUED OPERATIONS

On September 10, 1996, substantially all of theaseets of the MAPCO coal business were sold fafdé Coal Corporation, a corporation
formed by The Beacon Group Energy Investment Furil, ("Beacon"), for $236 million in cash. The sedsulted in losses of $14.3 million,
$6.3 million and $47.2 million in 1998, 1997 and®&9respectively, (net of income tax benefits odmillion, $.7 million and $30 million,
respectively). The losses in 1998 and 1997 inctigd# accruals for contractual obligations relatefirtancial performance of the assets so
Beacon and a 1997 income tax adjustment to the [b&36amount.

NOTE 4. INVESTING ACTIVITIES

Investments at December 31, 1998 and 1997, adlaw/$:

1998 1997
(MILLIONS)
Equity:
Brazilian Telecommunications:
Algar Telecom Leste S.A. - 30%....ccccceceeeeeee e, $1427 $ -
Lightel -- S.A. Tecnologia da Informacao -- 20%.. ... 68.7 68.5
Longhorn Partners Pipeline, L.P. -- 48%............ ... 90.0 5.0
Discovery Pipeline -- 50%.......ccccccccveveeeees 78.0 59.3
Other. i 1476 1227
527.0 255.5
COSteiiiiiiee e 157.0 1139
Advances to affiliates and other................... .~ .. 182.1 18.7

Earnings related to equity investments are includedvenues (see Note 19).

Dividends and distributions received from investisazarried on an equity basis were $16 million998 and $7 million in both 1997 and
1996.

At December 31, 1998, certain equity investmentith) w carrying value of $45 million, have a markatue of $100 million.
Investing income for all of the years presentecbimprised primarily of interest income.
NOTE 5. ASSET SALES, WRITE-OFFS AND OTHER ACCRUALS

Included in the 1998 segment profit for all of tiespective business units and general corpora&nsgg are accruals totaling approximately
$31 million related to the modification of Williarmmsmployee benefit program associated with vesiingaid time off.
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Other (income) expense -- net and Gas Pipelingtsaet profit for 1998 include a charge of $58 ruillirelated to certain long-term gas
supply contracts that Williams Gas Pipelines Cémtndéered into in 1982. The charge represents ima&te, based on recent developments, of
natural gas costs that will not be recoverable fomustomers (see Note 17 for additional information)

Included in the 1998 other (income) expense -anetsegment profit for Energy Marketing & Tradimg asset impairments totaling
approximately $14 million related to the decisiorfdcus its retail natural gas and electric busirfesm sales to small commercial and
residential customers to large end users. The imgait primarily reflects the reduction in valueso$oftware system and certain intangible
assets associated specifically with retail enemplieations that will no longer be utilized by EggMarketing & Trading and for which
management estimates the fair value to be insapnifi

Included in the 1998 other (income) expense -anetsegment profit for Petroleum Services is aStillion loss provision, including
interest, for potential refunds to customers from@ent order from the FERC (see Note 17 for amfutii information).

Included in 1998 other (income) expense -- neegnsent costs and expenses and Network Applicasegshent loss is a $23.2 million loss
related to a venture involved in the technology xadsmission of business information for news eidcational purposes. The loss occurred
as a result of Williams' re-evaluation and decigmexit the venture as Williams decided againstinafurther investments in the venture.
The loss was recorded in the third quarter, andiditis abandoned the venture during the fourth guafhe loss primarily consists of $17
million from impairing the total carrying amount thfe investment and $5 million from recognitioncohtractual obligations that will contin
after the abandonment. During the fourth quarter@¥8, $2 million of contractual obligations wer@g Williams' share of losses from the
venture is not significant to consolidated net medfor any periods presented.

Included in 1997 other (income) expense -- neegngent costs and expenses and Network Applicatsegshent loss are impairments and
other charges totaling $49.8 million. In the fougtirarter of 1997, Communications made the decisimhcommitted to a plan to sell the
learning content business, which resulted in add§28 million. The loss consisted of a $21 millionpairment of the assets to fair value less
cost to sell and recognition of $7 million in egdsts primarily consisting of employeelated costs and contractual obligations. Fauealas
based on management's estimate of the expectgdaneteds to be received. During 1998, the learoamdent business was sold with a
resulting $2 million reduction in 1998 expensesriby 1998, $5 million of exit costs were paid. Tiesults of operations and the effect of
suspending amortization for the learning contesiress included in consolidated net income arssigaificant for any of the periods
presented.

Additionally, in the fourth quarter of 1997, Comnications' management evaluated certain Network isapbns' business activities because
of indications that their carrying values may netrbcoverable. This resulted in impairments of §illlion, based upon management's
estimate as to the ultimate recovery of these ewvadliactivities.

In 1997, Williams sold its interest in the natugak liquids and condensate reserves in the WesaRdle field of Texas for $66 million in
cash. The sale resulted in a $66 million pre-tér ga the transaction, because the related reseaego book value.

In 1996, Williams recognized a pre-tax gain of FLfillion from the sale of certain communicatioghis for approximately $38 million.

Also in 1996, Williams sold its lowa propane amglid fertilizer assets as well as its remainingiligfertilizer assets in Arkansas, lllinois,
Indiana, Minnesota, Ohio and Wisconsin for $43ianillin cash, resulting in a pre-tax gain of $20i8iom.
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NOTE 6. PROVISION FOR INCOME TAXES

The provision for income taxes from continuing @tems includes:

1998 1997 1996

(MILLIONS)
Current:
Federal......ccvveveeeiiiiiiiiiiiciiiiees .. $57.8 $1215 $154.1
5.1 23.1 19.1
4.6 2.3 -

Deferred:
Federal......ccccovveeeeieiiiiiiiiees 32.2 90.4 76.5
State...ccvveee e 10.7 13.9 16.2
42.9 104.3 92.7
Total provision...........cccccceeenee. .. $110.4  $251.2  $265.9

Reconciliations from the provision for income takesn continuing operations at the federal statutate to the provision for income taxes
are as follows:

1998 1997 1996

(MILLIONS)
Provision at statutory rate........................ . $89.9 $246.7 $265.4
Increases (reductions) in taxes resulting from:
State income taxes (net of federal benefit)...... .. 10.3 24.8 24.8
Non-deductible costs, including goodwill
amortization.........cccovcveeeeiiiiieeenne .o 117 8.8 3.8
Income tax creditS.......ccccvvveeeeeeriiicnnns .. (4.0) (16.5 (19.0)
Non-taxable gain from sale of interest in
subsidiary (NOte 2).........ccceeeerinnnenn. P (15.6) -
Other--Net...ccceveeieeieieiieees . 25 3.0 (9.1)
Provision for income taxes...........c.ccccccuee.. .. $110.4  $251.2  $265.9

Significant components of deferred tax liabiliteesd assets as of December 31 are as follows:

1998 1997*

(MILLIONS)
Deferred tax liabilities:
......... $2,322.4  $2,135.1
(@131 U 166.5 238.5

Total deferred tax liabilities...........

Deferred tax assets:

Rate refunds........ccccoovvvvvivinviiiee. L 126.1 120.7
Accrued liabilities.........cccoovvvvcvcccvceee. 209.1 158.3
Minimum tax creditS......cccocvvveveeveneenn. L 178.5 131.3
(@13 T O OUI 154.3 190.8
Total deferred tax assets.......ccceeeeee. L 668.0 601.1

Net deferred tax liabilities........c..cccceeeee.. . $1,820.9 $1,7725

* Reclassified to conform to current classificagon
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Cash payments for income taxes (net of refundsg W20 million, $126 million and $472 million in 1891997 and 1996, respectively.
NOTE 7. EXTRAORDINARY LOSS

During 1998, Williams paid $54.4 million to rededngher interest rate debt for a $4.8 million nestsignet of a $2.6 million benefit for
income taxes).

During 1997, Williams paid approximately $1.4 liti to redeem approximately $1.3 billion of debthwstated interest rates in excess of 8.8
percent, for a net loss of $79.1 million (net &46.6 million benefit for income taxes). In additj@pproximately $30 million of costs to
redeem the debt have been deferred as a regukstsey for rate recovery and are being amortizedtbeeoriginal term of the related debt.

NOTE 8. EARNINGS PER SHARE
Basic and diluted earnings per common share ar@utad for the years ended December 31, 1998, 19971896, as follows:

1998 1997 1996

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

Income from continuing operations.................. .. $146.6 $453.7 $492.5
Preferred stock dividends...........ccccccee..... (7.2) (9.8) (10.4)
Income from continuing operations available to comm on

stockholders for basic earnings per share........ ... 1395 443.9 482.1

Effect of dilutive securities:

Convertible preferred stock dividends............ - 8.7 8.8
Income from continuing operations available to comm on

stockholders for diluted earnings per share...... $139.5 $452.6 $490.9
Basic weighted-average shares...................... . 425,681 412,380 414,417
Effect of dilutive securities:

Convertible preferred stock...................... -- 11,717 11,718

Stock OptioNnS.......coovviiieiiiiiiee e, 6,135 6,097 5,828

6,135 17,814 17,546

Diluted weighted-average shares.................... . 431,816 430,194 431,963
Earnings per share from continuing operations:

BaSIC.evvveieeeie e . $.32 $1.08 $1.16

Diluted.......cveeiiiiiiieeieeee . $.32 $1.05 $1.14

During 1998, approximately 9.6 million shares rethto the assumed conversion of $3.50 convertitglfeped stock have been excluded fi
the computation of diluted earnings per commoneshaclusion of these shares would be antidilutimeaddition, options to purchase
approximately 5 million shares of common stock atedghted-average exercise price of $32.20 werstanding at December 31, 1998, but
were not included in the computation of dilutedné@gs per common share. Inclusion of these shaoesdvwalso be antidilutive, as the
exercise prices of the options exceeded the 1988ge market price of the common shares.

Options to purchase approximately 3.1 million skafecommon stock at a weighted-average exercise pf $27.93 were outstanding at
December 31, 1997, but were not included in the/X@fnputation of
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diluted earnings per common share. Inclusion cfereghares would have been antidilutive, as theceseeprices of the options exceeded the
1997 average market price of the common shares.

NOTE 9. EMPLOYEE BENEFIT PLANS

The following table presents the changes in beoéligations and plan assets for pension beneiidsagher postretirement benefits for the
years indicated. It also presents a reconciliadibtihe funded status of these benefits to the am@aoognized in the Consolidated Balal

Sheet at December 31 of each year indicated.

OTHER
POSTRETIREMENT
PENSION BENEFITS BENEFITS

1998 1997 1998 1997

(MILLIONS)

Change in benefit obligation:
Benefit obligation at beginning of year..........
SErVICe COSt.....ccuvriiiiiiiiiiiieciies
Interest CoSt.........coocvvviiiiinnnnne

. $ 969.8 $794.1 $389.8 $3214
419 349 8.9 7.1
70.0 63.6 29.1 24.4

Plan participants' contributions................. . - -- 1.6 1.7
Amendments.........cccooeceieeennnnns . (65.2) 2 2.2 -
ACQUISItION......cuveeieriiieene . . - 302 - 2.3
Settlement/curtailment gain...................... (29.5) -- -- --
35.1 - 3.6 -

Special termination benefit cost................. .
Actuarial 10SS.........ccccceveeiiinnen. . 1346 109.1 32.3 48.7

Benefits paid.........ccccooiiiiiiiiiiiieeee (111.0) (62.3) (18.5) (15.8)

Benefit obligation at end of year................ . 1,045.7 969.8 449.0 389.8

Change in plan assets:

Fair value of plan assets at beginning of year... 975.7 845.0 1845 155.0
Actual return on plan assets..........ccc........ 120.7 134.0 17.2 19.4
Acquisition................. . 1 341 - -
Employer contributions............cccccceeeene 53.6 249 24.9 24.2

Plan participants' contributions................. -- -- 1.6 1.7

Benefits paid.........cccoveviiiiiiieniiee (83.0) (62.3) (18.5) (15.8)

Settlement benefits paid............cccccueeee. (28.0) - - -

Fair value of plan assets at end of year......... 1,039.1 975.7  209.7 184.5
Funded status..........cocoeeeiiiieiineniiens (6.6) 5.9 (239.3) (205.3)
Unrecognized net actuarial (gain) loss............. 97.4 7.3 7.4 (18.1)
Unrecognized prior service cost (credit)........... (54.8) 6.7 (.2) (3.4)
Unrecognized transition (asset) obligation......... (1.7) (25) 57.0 61.1
Prepaid (accrued) benefit cost..................... $ 343 $17.4 $(175.1) $(165.7)
Prepaid benefit Cost............ccovevveereenne. $ 830 $610 $ - $ -
Accrued benefit cost (48.7) (43.6) (175.1) (165.7)

$ 343 $17.4 $(175.1) $(165.7)
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Net pension and other postretirement benefit expenssists of the following

PENSION BENEFITS

1998 1997 1996

(MILLIONS)
Components of net periodic pension expense:

SEIVICE COSt..eiiiiiiiiiieiie e $419 $349 $36.6
INterest CoSt....vvvvvvciiiiiiiieeeeieee 70.0 63.6 56.5
Expected return on plan assets.......c..cccce.... .. (89.5) (76.9) (68.3)
Amortization of transition asset................. . ... 7 (7 @49
Amortization of prior service cost (credit)...... ... 41 10 11
Recognized net actuarial loss... — 65 36 22
Regulatory asset amortization.........ccccece.... . 122 53 6.3
Settlement/curtailment (gain) loss............... . .. (22.2) - 45
Special termination benefit cost................. -

Net periodic pension expense...........ccccoe......

OTHER POSTRETIREMENT BENEFITS

1998 1997 1996

(MILLIONS)
Components of net periodic postretirement benefit e xpense:
SeIVICE COSt.ccivviniiiiiiie e $89 $71 $64
INterest COSt..uvvmmiiiiiiiiiiiiiiiiee 29.1 24.4 22.7
Expected return on plan assets.......ccccoeeeeee.. Ll (12.1) (9.9 (7.9
Amortization of transition obligation.. - 4.1 4.1 5.0

Amortization of prior service cost..... - 4 -- 7
Recognized net actuarial loss (gain).............. ... 2 (1.0) (1.2)
Regulatory asset amortization...........ccooee... L. 5.4 125 11.7
Special termination benefit cost................. . .. 3.6 - -

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

In connection with the MAPCO merger, Williams ofdran early retirement incentive program to a @egeoup of employees during 1998.
Texas Gas Transmission also offered an early neéing incentive program to certain employees duti®@g.

The following are the weighted-average assumptitiiged as of December 31 of the year indicated.

OTHER
POSTRETIREMENT
PENSION BENEFITS BENEFITS

1998 1997 1998 1997

Discount rate.........cccovcvvveeeiineeeeenninnen. e 71.0%  7.25% T7.0% 7.25%
Expected return on plan assets..................... 10 10 10 10
Expected return on plan assets (after tax)......... . N/A N/A 6 6
Rate of compensation increase...................... 5 5 NA NA

The annual assumed rate of increase in the hemlthoost trend rate for 1999 is 8.1 percent t@8r8ent, systematically decreasing to 5
percent by 2006.

Williams sponsors various nonpension postretirerhengefit plans. The plans provide for retiree dbotions and contain other cost-sharing
features such as deductibles and coinsurance.doeiating for
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the plans anticipates future cost-sharing chang#setwritten plans that are consistent with Wiliigl expressed intent to increase the retiree
contribution rate annually, generally in line withalth care cost increases, except for certaireestiwhose premiums are fixed.

The health care cost trend rate assumption hagdisant effect on the amounts reported. A onesprtage-point change in assumed health
care cost trend rates would have the followingaffe

1-PERCENTAGE- 1-PERCENTAGE-
POINT INCREASE POINT DECREASE

(MILLIONS)
Effect on total of service and interest cost compon ents... $538 $4.7)
Effect on postretirement benefit obligation........ ... 56.3 (46.2)

The amount of postretirement benefit costs defemeed regulatory asset at December 31, 1998 arid 29101 million and $107 million,
respectively, and is expected to be recovered fivoates over approximately 17 years.

Williams maintains various defined-contribution ma Williams recognized costs of $42 million in 89$33 million in 1997 and $26 million
in 1996 for those plans.

NOTE 10. INVENTORIES

1998 1997
(MILLIONS)
Raw materials:
Crude Oilcoceeeiiiiiiieiieeeeeeeees $43.2 $305
Other. i 20 52
452 357
Finished goods:
Refined productS.....cccocvvveveveeeeennians 104.1 122.3
Natural gas liquids.......ccoooevevvceeennee 58.6 43.8
General merchandise and communications equipment. ... 99.1 90.0
261.8 256.1
Materials and supplies.......c.cccocvvveevvcceee. L 93.4 825
Natural gas in underground storage........cccceeee. 95.7 57.8
Other. i 14 138

As of December 31, 1998 and 1997, approximatelge&?8ent and 17 percent of inventories, respectivedye stated at market. As of
December 31, 1998 and 1997, approximately 19 pesreh28 percent of inventories, respectively, wikstermined using the last-in, first-out
(LIFO) method. The remaining inventories were priitgaletermined using the average-cost method.

If inventories valued on the LIFO method at Decenfife 1998 and 1997, were valued at current average the amounts would increase by
approximately $14 million and $20 million, respeetyy.

During 1998, lower-of-cost or market reductiongpproximately $10 million were recognized with respto certain crude oil and refined
products inventories.
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NOTE 11. PROPERTY, PLANT AND EQUIPMENT

1998 1997
(MILLIONS)
Cost:
Gas Pipeline......ccocoevvvevvieiiiiccieeeeee $8,151.5 $7,684.2

Energy Services:
Energy Marketing & Trading........ccccoeeeeee.
Exploration & Production...........ccccceeeeee. L
Midstream Gas & Liquids.......cccocvveeeee. L
Petroleum Services........ccocvvvevveeeeee.
Communications:

434.0 345.2
368.3 318.5
3,808.0 3,541.9
2,114.7 1,826.7

Communications Solutions...........ccceeeeeee.. L 161.2 121.1
Network ApplicationS.......cccccceeevevveeeeee L 203.6 178.2
Network Services.......ccoovvevvvvvevene. 541.2 235.7

443.1 353.6

16,225.6 14,605.1
(3,621.0) (3,068.3)

$12,604.6 $11,536.8

Commitments for construction and acquisition ofgandy, plant and equipment are approximately $ilibm at December 31, 1998. Includ
in this amount is $316 million for the purchasenifeless network capacity.

NOTE 12. ACCOUNTS PAYABLE AND ACCRUED LIABILITIES

Under Williams' cash-management system, certaisidisinies' cash accounts reflect credit balancéise@xtent checks written have not been
presented for payment. The amounts of these dratiinces included in accounts payable are $12/{bméit December 31, 1998, and $112

million at December 31, 1997.

1998 1997

(MILLIONS)

Accrued liabilities:

Rate refunds.......cccccovvveeicecvieecieee $ 358.7 $ 337.5

Employee COoStS.....ocovveiiiiiiiieiiiieeeeeee 259.6 205.4
Taxes other than income taxes........ccoeeeveeeee. L 127.4 112.7
INtEIeSt. i 127.0 89.5
Income taxes payable......cccccoovveeeeeeneenees L 31.3 69.6

Other. i 596.5 466.9

$1,500.5 $1,281.6

NOTE 13. DEBT, LEASES AND BANKING ARRANGEMENTS

Notes payabli

During 1998, Williams Holdings of Delaware, IndWilliams Holdings) commercial paper program wasr@ased to $1 billion. At December
31, 1998 and 1997, $903 million and $645 milli@spectively, of commercial paper was outstandirdguthe program. In January 1999, the
commercial paper program was increased to $1.iémilln addition, Williams has entered into vari@miker shorterm credit agreements wi
amounts outstanding totaling $150 million and $4Ban at December 31, 1998 and 1997, respectively.
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The weighted-average interest rate on the outstgretiort-term borrowings at December 31, 1998 &8 lwas 5.92 percent and 6.56
percent, respectively.

Debt
DECEMBER 31,
INTEREST RATE* 1998 1997
(MILLIONS)
The Williams Companies, Inc.
Revolving credit loans........cccccoevvevveeeee. 5.8% $ 1440 $ 383.0
Debentures, 8.875% -- 10.25%, payable 2012, 2020 and
2021 e 8.3 137.0 137.0
Notes, 5.1% -- 9.625%, payable through 2012**.... ... 6.3 2,159.5 1,042.1
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..... ... 6.7 549.9 586.4
Northwest Pipeline
Debentures, 7.125% -- 10.65%, payable through 202 5. 7.6 1174 1516
Notes, 6.625%, payable 2007.........ccccceeeeeeee . 6.6 250.0 250.0
Other, payable through 2002...........ccooceeee. 9.0 6.7 8.3
Texas Gas Transmission
Debentures, 7.25%, payable 2027................... ... 7.3 99.1 99.0
Notes, 8.625%, payable 2004.........cccccceeeeeee . 8.6 152.1 1524
Transcontinental Gas Pipe Line
Revolving creditloans........cccccoevvcceees Ll - -~ 160.0
Debentures, 7.08% and 7.25%, payable 2026**...... ... 7.2 399.7 399.7
Notes, 6.125% -- 8.875%, payable 2002, 2005 and 2 008...... 7.0 426.1 128.2
Adjustable rate note, payable 2002............. ... 5.2 150.0 150.0
Williams Holdings of Delaware
Revolving credit loans.........cccoevvevcceeeeee. L 5.7 550.0 200.0
Debentures, 6.25% and 7.7%, payable 2006 and 2027 ... 5.6 3519 351.8
Notes, 6.013% -- 8.87%, payable through 2022..... ... 7.1 960.1 625.3
MAPCO Inc.
Commercial paper and bank money market lines..... ... -- -- 135.8
MAPCO Natural Gas Liquids, Inc.
Notes, 6.67% -- 8.95%, payable through 2022...... ... 7.8 165.0 165.0
Williams Communications Solutions, LLC
Revolving credit loans..........ccooevvevcceeeeee. L -- -- 125.0
Other, payable through 2005...........ccceeveeeeee. L 8.3 8.5 51.2
6,757.0 5,431.8
Current portion of long-term debt.................. ..~ ... (390.6) (80.3)

$6,366.4 $5,351.5

* Weighted-average at December 31, 1998, incluthegeffects of interest-rate swaps.

** $300 million, 5.95% notes, payable 2010; $200lion, 7.08% debentures, payable 2026; and $240am|l6.125% notes, payable 2012,
are subject to redemption at par at the optiomefdebtholder in 2000, 2001 and 2002, respectively.
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Pursuant to a debt restructuring initiated durifg7, Williams redeemed approximately $1.3 billidrdebt with stated interest rates in excess
of 8.8 percent in 1997. In January 1998, Williarmdeemed $40 million of additional debt obligatiofise restructuring was completed with
the fourth-quarter 1997 and first-quarter 1998asme of approximately $1.5 billion of debentured antes with interest rates ranging from
5.91 percent to 6.625 percent (see Note 7 for imthdik information).

Under Williams' $1 billion credit agreement, Nortst Pipeline, Transcontinental Gas Pipe Line, T&as Transmission, and Williams
Communications Solutions, LLC have access to varauounts of the facility, while Williams (pareat)d Williams Holdings have access to
all unborrowed amounts. Interest rates vary wittient market conditions. In January 1999, the $libhibank credit agreement was
amended, adding Williams Communications Group, ia¢he subsidiaries with access to the facility.

Interest-rate swaps with a notional value of $6%an are currently being utilized to convert cart fixed-rate debt obligations to variable-
rate obligations resulting in an effective weightaetrage floating rate of 5.24 percent at DecerBthefl998. Interest-rate swaps with a
notional value of $130 million are currently beintijized to convert certain variable-rate debt gations to fixed-rate obligations resulting in
an effective weighted-average fixed rate of 7.7@@et at December 31, 1998.

Certain interest-rate swap agreements relatingetm River, which preceded the January 1996 purcbiern 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 interestsatsp agreements. As described in Note 1, theseesttrate swap agreements are not
designated with the Kern River debt, but when carabiwith interest on the debt obligations, KerneRiv effective interest rate is 8.5 perc

Aggregate minimum maturities and sinking-fund reguoients, excluding lease payments, for each afi¢lxefive years are as follows:

(MILLIONS)
$ 390
563
1,082
1,839
268

Cash payments for interest (net of amounts capédliare as follows:
1998 -- $414 million; 1997 -- $450 million; and 19 $406 million.

Leases

Future minimum annual rentals under non-cancelapégating leases are $181 million in 1999, $19%anilin 2000, $152 million in 2001,
$129 million in 2002, $83 million in 2003 and $1#4tillion thereafter.

Total rent expense was $200 million in 1998, $13fan in 1997 and $97 million in 1996.

During 1998, Williams entered into an operatingskeagreement covering a portion of its fiber-opgtwork. The total estimated cost of the
network assets to be covered by the lease agreasn®r0 million. The lease term will include ameirim term, during which the covered
network assets will be constructed, that is anigig to end no later than December 31, 1999 ardaterm. The interim and base terms are
expected to total five years and, if renewed, cooldl seven years.

Williams has an option to purchase the covered odtassets during the lease term at an amount @ppaiing the lessor's cost. Williams
provides a residual value guarantee, the presédunt wd which is
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equal to a maximum of 89.9 percent of the coshefassets under lease. The residual value guaiantstuced by the present value of actual
lease payments. In the event that Williams doe®xelcise its purchase option, Williams expectdairemarket value of the covered netw:
assets to substantially reduce Williams' obligatioder the residual value guarantee. Williams'ld&aes for future minimum annual rentals
under noneancelable operating leases do not include amdontke residual value guarantee. As of Decembed 398, $287 million of cos
have been incurred by the lessor.

NOTE 14. MINORITY INTEREST

During 1998, Williams formed separate legal endidd contributed various assets to a newly-forlingited partnership, Castle Associates
L.P. ("Castle"), and to a limited liability companyilliams Risk Holdings Company, LLC ("Holdings'gs a part of transactions that
generated funds for Williams' general corporate @agside investors obtained from Williams non-coliing preferred interests in the newly
formed entities for $335 million through purchasel/ar contribution. The assets and liabilities es@e and Holdings are consolidated for
financial reporting purposes. The outside investatsrests of $335 million are reflected in "Mirtgrinterest in consolidated subsidiaries” in
the Consolidated Balance Sheet. The transacti@ghsaliresult in any gain or loss for Williams.

The preferred interest holders in both Castle aaldliHgs are entitled to a priority return basedaorariable rate structure, currently ranging
from approximately seven to 10 percent, in additmtheir participation in the operating resultsto# partnership and LLC.

The Castle limited partnership agreement and assatbperating documents included certain resteatovenants and guarantees of Willi
and certain of its subsidiaries. These restrictemassimilar to those in the Williams' credit agnemt and other debt instruments.

NOTE 15. STOCKHOLDERS' EQUITY

Williams' $3.50 cumulative convertible preferredcit is redeemable by Williams beginning in Novemb@®9, at an initial price of $51.40
per share. Each share of $3.50 preferred stoakigertible at the option of the holder into 4.68Tares of Williams common stock.
Dividends per share of $3.50 were recorded in 19987 and 1996.

The remaining shares of $2.21 cumulative prefestedk were redeemed by Williams at par ($25) int&aper 1997 for a total of $18.5
million. Dividends per share of $1.47 were recoraeti997, and $2.21 in 1996.

In 1996, the Williams' board of directors adoptestackholder Rights Plan (the Rights Plan). UntlerRights Plan, each outstanding shai
Williams common stock has one-third of a prefestmtk purchase right attached. Under certain cimmdit each right may be exercised to
purchase, at an exercise price of $140 (subjeatijiostment), one two-hundredth of a share of jupaticipating preferred stock. The rights
may be exercised only if an Acquiring Person a@sg{or obtains the right to acquire) 15 percemhore of Williams common stock; or
commences an offer for 15 percent or more of Wilkacommon stock; or the board of directors deteemam Adverse Person has becomi
owner of 10 percent or more of Williams common ktddhe rights, which do not have voting rights, iegpn 2006 and may be redeemed at a
price of $.01 per right prior to their expiratiam, within a specified period of time after the ogemce of certain events. In the event a person
becomes the owner of more than 15 percent of Wili@ommon stock or the board of directors detersiihat a person is an Adverse Per
each holder of a right (except an Acquiring Pemsoan Adverse Person) shall have the right to vegeipon exercise, Williams common
stock having a value equal to two times the exerpigce of the right. In the event Williams is eggd in a merger, business combination or
50 percent or more of Williams' assets, cash flowarnings power is sold or transferred, each haltla right (except an Acquiring Persor
an Adverse Person) shall have the right to
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receive, upon exercise, common stock of the agguitompany having a value equal to two times tlease 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 forior and future services or based on certaanfiial performance targets being
achieved. The purchase price per share for stotkrgpand the grant price for stock-appreciatigits may not be less than the market price
of the underlying stock on the date of grant. Dejrem upon terms of the respective plans, stockoogtbecome exercisable after three or five
years, subject to accelerated vesting if certainréustock prices or if specific financial performca targets are achieved. Stock options e

10 years after grant. At December 31, 1998, 43IBomishares of Williams common stock were reserf@@dssuance pursuant to existing and
future stock awards, of which 18.7 million sharesevavailable for future grants (21.4 million att®ember 31, 1997).

Certain of these plans have stock option loan progrfor the participants, whereby, at the timehefdption exercise, the participant may
elect to receive a loan from Williams in an amoalimited to 80 percent of the market value of tharsls associated with the exercise. A
portion of the stock acquired is held as collatexadr the term of the loan, which can be threewvar years. Interest rates are based on the
minimum applicable federal rates, and interestid pnnually. The amount of loans made during 1®88ed approximately $36 million.

The following summary reflects stock option acthéind related information for 1998, 1997 and 1996:

1 998 1997 1996
WEIGHTED- WEIGHTED- WEIGH TED-
AVERAGE AVERAGE AVER AGE
EXERCISE EXERCISE EXERC ISE
OPTIONS PRICE OPTIONS PRICE OPTIONS PRI CE
(OPTIONS IN MILLIONS)
Outstanding -- beginning of year......... 35.2 $17.29 29.2 $14.18 244  $l12. 41
Granted........cccceevvereennenieenne. 5.2 31.82 129 2257 105 16. 77
EXEICISE. ..o (4.9) 1256 (6.1) 13.46 (4.7) 10. 44
MAPCO option conversions (Note 2)........ (12.9) 18.38 - - - -
Canceled.......cccooeveeiieniinnienns (.4) 28.93 (.8) 18.32 (1.0) 17. 77
Outstanding -- end of year............... 22.2 $20.94 352 $17.29 29.2 $14. 18
Exercisable at end of year............... 17.3 $17.85 18.8 $13.83 154  $12. 26

Weighted-average grant date fair value of
options granted during the year........ $8.19 $7.15 $4. 80

The following summary provides information abowtcst options outstanding and exercisable at Deceibhet998:

STOCK OPTIONS STOCK OPTIONS
OUTSTANDING EXERCISABLE
WEIGHTED-
WEIGHTED- AVERAGE WEIGHTED -
RANGE OF AVERAGE REMAINING AVERAGE
EXERCISE EXERCISE CONTRACTUAL EXERCISE
PRICES OPTIONS PRICE LIFE OPTIONS PRICE
(MILLIONS ) (MILLIONS)

$4.62 10 $27.37...eoeiviiiiieeenn 17.1 $17.62 7.4 years 17.1 $17.62
$28.7510 $49.38...cvviiiiieiiins 5.1 32.20 9.5years 2 39.73

Total....ooeeiieeiieee 22.2 $20.94 7.9 years 17.3 $17.85

F-45



THE WILLIAMS COMPANIES, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS -- (CONT INUED)

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 approximately 5 years; volatility of thepected market price of Williams common
stock of 25 percent (26 percent in 1997 and 22qmrio 1996); risk-free interest rate of 5.3 petd@rl percent in 1997 and 6.0 percent in
1996); and a dividend yield of 2.0 percent (1.7cpat in 1997 and 2.0 percent in 1996).

Pro forma net income and earnings per share, asgiilliams had applied the fair-value method oASFNo. 123, "Accounting for Stock-
Based Compensation,” in measuring compensatiorbegshning with 1996 employee stock-based awardsas follows:

1998 1997 1996
PRO PRO PRO
FORMA REPORTED FORMA REPORTED FORMA REPORTED
Net income (Millions)............ $73.2 $127.5 $331.0 $368.3 $452.9 $459.8
Earnings per share:
BasSiC......ccovvrieiiiniens $.16 $ .28 $ .78 $ .87 $1.07 $1.08
Diluted.......cccoovvriennne $.15 $ .28 $ .77 $ .8 $105 $1.06

Pro forma amounts for 1998 include the previousiseaognized compensation expense related to the@®@Aptions converted at the time
of the merger and the remaining total compensatiqrense from the awards made in 1997, as theselsudly vested in 1998 as a result of
the accelerated vesting provision. Pro forma an®ofort1997 include compensation expense from 78guerof the awards made in 1996, as
these awards fully vested in 1997 as a result®btttelerated vesting provisions. Since compemsaipense from stock options is
recognized over the future years' vesting periogfo forma disclosure purposes, and additionalrdsvgenerally are made each year, pro
forma amounts may not be representative of futeas/ amounts.

Williams granted approximately 800,000 deferredrsban 1998. Deferred shares are valued at theodi@aeard and the weighted-average
grant date fair value of the shares granted wass@3RApproximately 15 percent of the deferred shamanted in 1998 was expensed in 1998,
while the value of remaining deferred shares grhigdeing amortized over the vesting period. 188,9Villiams issued approximately
119,000 deferred shares previously granted. Graati in prior years were not significant.

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 appedr fair value due to the short-term
maturity of these instruments.

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

Investments-cost, advances to affiliates and otfer:value is estimated to approximate historjcedicorded amounts as the operations
underlying these investments are in their developgai@hases.

Long-term debt: The fair value of Williams' longitedebt is valued using indicative year-end tradead market prices for publicly traded
issues, while private debt is valued based on tivep of similar securities with similar terms asrddit ratings. At December 31, 1998 and
1997, 74 percent and 57 percent, respectively, iblfanis' long-term debt was publicly traded. Witlia used the expertise of an outside
investment banking firm to estimate the fair vabiéong-term debt.
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Interest-rate swaps: Fair value is determined bgaiinting 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 ®dtvaps

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: Energy-relatading includes forwards, options, swaps and mseland sales commitments. Energy-
related hedging includes options and swaps. Faiev&flects management's estimates using valusgmmiques that reflect the best
information available in the circumstances. Thisimation includes various factors such as quotadket prices, estimates of market prices
in absence of quoted market prices, contractuaimes, estimated volumes under option and othengeraents that result in varying
volumes, other contract terms, liquidity of the kedrin which the contract is transacted, creditsid@rations, time value and volatility factors
underlying the positions.

Carrying amounts and fair values of Williams' fioa instruments

1998 1997
CARRYING FAIR  CARRYING FAIR
ASSET (LIABILITY) AMOUNT VALUE  AMOUNT VALUE
(MILLIONS)

Cash and cash equivalents................ $ 503. 3 $ 5033 $ 1221 $ 122.1
Notes and other non-current
receivables.........cccoocieene 45, 2 45.2 33.5 33.5
Investments-cost, advances to affiliates
and other.......ccccceveeiiieenn. 325. 6 325.6 102.8 102.8
Notes payable...........c.ccocuvernnene (2,052. 7) (1,052.7) (693.0) (693.0)
Long-term debt, including current
POrtioN....ccviiiiiiiiie e (6,756. 9) (6,896.2) (5,430.8) (5,561.5)
Interest-rate swapsS.......ccccceeeeenn. (50. 7) (45.6) (51.1) (46.8)
Interest-rate locks...................... - - (.3) -- (8.3)
Energy-related trading:
ASSELS...iiiiiieie e 548 1 548.1 324.9 324.9
Liabilities........ccocvvvierinienne (491 6) (491.6) (383.7) (383.7)
Energy-related hedging:
ASSEtS....coiiiiee - - 7.0 .9 13.3
Liabilities........cccceeveeeiiiene (. 7)  (10.2) (:3) (8.8)

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

The 1998 average fair value of the energhated trading assets and liabilities is $485iarilland $518 million, respectively. The 1997 ave
fair value of the energy-related trading assetslianhdities is $258 million and $345 million, resgtively.

Williams has recorded liabilities of $18 million@®$21 million at December 31, 1998 and 1997, retsydyg, for certain guarantees that
represent the estimated fair value of these firmestruments.

Off-balance-sheet credit and market risk

Williams is a participant in the following transits and arrangements that involve financial imarnts 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.
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In 1997, Williams entered into agreements to s&llan ongoing basis, certain of their accountsivabée. At December 31, 1998 and 1997,
$302 million and $343 million have been sold, respely.

In connection with the 1995 sale of Williams' netlwservices operations, Williams has been inderadiby LDDS against any losses related
to retained guarantees of $113 million and $13%ionilat December 31, 1998 and 1997, respectivelylelase rental obligations.

Williams has issued other guarantees and lettecsedlit with off-balance-sheet risk that total appmately $83 million and $56 million at
December 31, 1998 and 1997, respectively. Williklgeves it will not have to perform under thesecagents, because the likelihood of
default by the primary party is remote and/or beeanf certain indemnifications received from ottérd parties.

Energy trading activities

Williams, through Energy Marketing & Trading, prdeis price-risk management services associatedhéthnergy industry to its customers.
These services are provided through a variety efg@ncontracts including forward contracts, futucestracts, option contracts, swap
agreements and purchase and sale commitments.dded Ifbr a description of the accounting for thigading activities. The net gain from
trading activities was $112.6 million, $125.8 naitliand $99.2 million in 1998, 1997 and 1996, retpely.

Energy Marketing & Trading enters into contractsckhinvolve physical delivery of an energy commgdRrices under these contracts are
both fixed and variable. These contracts involvenlfiom commitments requiring fixed volumes andioptand other arrangements that result
in varying volumes. Swap arrangements call for Bpddarketing & Trading to make payments to (or reegayments from) counterparties
based upon the differential between a fixed anéhisbe price or variable prices for different locats. Energy Marketing & Trading buys and
sells financial option contracts which give the dughe right to exercise the option and receivedifference between a predetermined strike
price and a market price at the date of exercibe.prices for forwards, swap, option and physicaltacts consider exchange quoted prices
or management's estimates based on the best irtfomaaailable. Energy Marketing & Trading alsoenstinto futures contracts, which are
commitments to either purchase or sell a commaity future date for a specified price and are gdiyesettled in cash, but may be settled
through delivery of the underlying commodity. Tharnket prices for futures contracts are based ohange 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 transactédnges in interest rates and credit risk.

Energy Marketing & Trading manages market risk qrodfolio basis through established trading poticydelines which are monitored on
ongoing basis. Energy Marketing & Trading attentptminimize credit-risk exposure to trading coupseties and brokers through formal
credit policies and monitoring procedures. In tbenmal course of business, collateral is not reglioe financial instruments with credit risk.
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The notional quantities for trading activities a&d@mber 31 are as follows:

1998 1997*

PAYOR RECEIVER PAYOR RECEIVER

Fixed price:
Natural gas (TBtU).......cccevvereeneereenne . 1,310.1 1,4139 1,262.5 1,400.4
Refined products, NGL's and crude (MMBbIS)....... . 185.2 167.5 68.7 59.6
Power (Terawatt HIS)...........ocoevvvvinnnnns . 286 236 15.0 14.0
Variable price:
Natural gas (TBtu)..........coovvvvrvieneennns . 1,7494 15374 1,898.3 1,322.4
Refined products, NGL's and crude (MMBbIS)....... . 485 448 1.9 1.9
Power (Terawatt HrS)........cceeeeviiiieennns . - .8 A 1.6

* Restated

The net cash inflow related to these contractseateinber 31, 1998, was $96 million, and the net ceghirement at December 31, 1997, was
$92 million. At December 31, 1998, the cash inflaxsend primarily through 2007.

Concentration of credit risk

Williams' cash equivalents consist of high-quadigcurities placed with various major financial itsgtons with high credit ratings. Williams'
investment policy limits its credit exposure to ame issuer/obligor.

At December 31, 1998 and 1997, approximately 38gydrand 48 percent, respectively, of receivable$a the sale or transportation of
natural gas and related products or services. Auppiately 19 percent and 22 percent of receivakii&@eaember 31, 1998 and 1997,
respectively, are for the sale or transportatiopaifoleum products. Approximately 39 percent ahg@rcent of receivables at December 31,
1998 and 1997, respectively, are for communicatansrelated services. Natural gas customers iaghifgelines, distribution companies,
producers, gas marketers and industrial users phynacated in the eastern, northwestern and mitem United States. Petroleum products
customers include wholesale, commercial, governabeinidustrial and individual consumers and indejeer dealers located primarily in
Alaska and the mid-south and southeastern Unitatt&tCommunications' customers include numeroymcations. As a general policy,
collateral is not required for receivables, buttoaeers' financial condition and credit worthiness @evaluated regularly.

NOTE 17. 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. The natural gas pipeline
subsidiaries have reserved $343 million for pot#méfund as of December 31, 1998.

In 1997, the Federal Energy Regulatory Commissi&R(C) issued orders addressing, among other thingsuthorized rates of return for
three of the Williams' interstate natural gas pipebkubsidiaries. All of the orders involve ratsesthat became effective between 1993 and
1995 and, in each instance, these cases have lygersaeded by more recently filed rate cases. Ithtfee orders, the FERC continued its
practice of utilizing a methodology for calculatirgtes of return that incorporates a long-term ginonate component. However, the lotggm
growth rate component used by the FERC is now gegtion of U.S. gross domestic product growth ra@snerally, calculating rates of
return utilizing a methodology which includes adeterm growth rate component results in rates twfrrethat are lower than they would be if
the long-term growth rate component were not inetliosh the methodology. Each of the three pipelidesiliaries challenged its
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respective FERC order in an effort to have the FEER&hge its rate-of-return methodology with respe¢hese and other rate cases. In
October 1997, the FERC voted not to reconsiderdarassued in one of the three pipeline proceeslihgt convened a conference on Jar
30, 1998, to consider, on an industry-wide bas®jes with respect to pipeline rates of returduly 1998, the FERC issued orders in the
other two pipeline rate cases, again modifyingats-of-return methodology by adopting a formulattjives less weight to the long-term
growth component. This most recent formula modifararesults in somewhat higher rates of return gairad to the rates of return calculated
under the FERC's prior formula. Neither pipelinse hzade any changes to its accounting reservesmeresolution of the issues discussed
above.

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. Coluiapeals for the D.C. Circuit, required interstgtes pipeline companies to change the
manner in which they provide services. Williamss gépelines subsidiaries implemented restructuring993.

The only appeal challenging Northwest Pipelinestrueturing has been dismissed. On April 14, 1898&ppeals concerning Transcontine!
Gas Pipe Line's restructuring were denied by th&. Rircuit. Williams Gas Pipeline Central's resturing appeal was remanded to FERC.
The appeal of Texas Gas' restructuring remainsipgn®n February 27, 1997, the FERC issued Orde686-C in response to the D.C.
Circuit's partial remand of the three previous 68fers. In that order, the FERC reaffirmed thaefiiges should be exempt from sharing gas
supply realignment costs. Rehearing of Order 63@a€ denied in Order 636-D. Orders 636-C and 63@lbeen appealed.

Recently, the FERC issued a Notice of ProposedrRalténg (NOPR) and a Notice of Inquiry (NOI), propasrevisions to regulatory polici
for interstate natural gas transportation sentit¢he NOPR, the FERC proposes to eliminate treegap on shorierm transportation servic
and implement regulatory policies that are inteniechaximize competition in the short-term transatbon market, mitigate the ability of
firms to exercise residual monopoly power and pievopportunities for greater flexibility in the pision of pipeline services and to revise
certain other rate and certificate policies. Inl@l, the FERC seeks comments on its pricing patiéh the existing long-term market and
pricing policies for new capacity. The deadline domments on the NOPR and NOI has been extendédhensecond quarter of 1999.

As a result of the Order 636 decisions describadh @f the natural gas pipeline subsidiaries hagtaken the reformation or termination of
its respective gas supply contracts. None of thelpies has any significant pending supplier takeay, ratable-take or minimum-take
claims. Central is continuing efforts to recovertaim gas supply realignment costs which arose sapplier take-or-pay contracts.

Current FERC policy associated with Orders 436%0@ requires interstate gas pipelines to absorlesafrthe cost of reforming gas supply
contracts before allowing any recovery throughditsll or surcharges to transportation as wekaes commaodity rates. Under Orders 636,
636-A, 636-B, 636-C and 636-D, costs incurred tmply with these rules are permitted to be recovarddll, although a percentage of such
costs must be allocated to interruptible transpiortsservice.

Pursuant to a stipulation and agreement approvedebfERC, Williams Gas Pipeline Central (Centnaly made 15 filings to recover take-or-
pay and gas supply realignment costs of $78.9 fterwustomers. An intervenor filed a protest segkmhave the FERC review the prudence
of certain of the costs covered by these filings.JOly 31, 1996, the administrative law judge iskae initial decision rejecting the
intervenor's prudency challenge. On September @7 ,ithe FERC, by a two-to-one vote, reversed dmaimistrative law judge's decision and
determined that three contracts were imprudentlgred into in 1982. Central has filed for reheayrisigd management is vigorously defenc
the prudency of these contracts. An intervenor fillsd a protest seeking to have the FERC decidetidr non-settlement costs are eligible
for recovery under Order No. 636. In January 199& FERC held that none of the non-settlement @sisonly 75 percent of settlement
costs could be recovered by Central if the costewet eligible for recovery
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under Order No. 636. This order was affirmed oreegimg in April 1997. On June 16, 1998, a FERC adstriative law judge issued an initial
decision finding that Central had not met all thgt$ necessary to show that these costs werelelfgitrecovery under Order No. 636. On
July 20, 1998, Central filed exceptions to the adstiative law judge's decision, which in turn mhbstacted upon by the FERC. If the FEF
final ruling on eligibility is unfavorable, Centralill appeal those orders to the courts. On May1288, FERC approved an Order which
permitted Central to conduct a reverse auctiomefgas purchase contracts which are the subjelsegirudence challenges outlined above.
No party bid less than the fixed maximum pricehia &pproved auction and, as a result, the contnaerts not assigned. In accordance \
FERC's Orders, on September 30, 1998, Central dilegtjuest for authority to conduct a second revaustion of the contracts. Under the
approved reverse auction, Central was granted atytho assign the contracts to bidders at or bedovaggregate reserve price of $112.6
million. If no unaffiliated bidders were willing taccept assignment on those terms, Central wasrizet to assign the contracts to an
affiliate or a third party and recover $112.6 moitlifrom its customers subject to the outcome optiuelence and eligibility cases described
above. The FERC also approved an extension oktt@/ery mechanism for non-settlement costs thréiggmuary 1, 1999.

Through the end of the third quarter, Williams &htral were unable to reasonably estimate theaté costs to be incurred because of the
uncertainties pertaining to the outcome of issweeglmg at FERC and the status of settlement negwttawith producers. However, on
January 21, 1999, Central assigned its obligatimater the largest of the three contracts to anfiliatdd third party and paid the third party
$100 million. Central also agreed to pay the tiiadty a total of $18 million in installments ovéetnext five years. Central received
indemnities from the third party and a releasdbbligations under the contract. No parties sttieahibids at the second reverse auction, and
in accordance with the tariff provisions for theeese auction, Central assigned the two smalletracts to an affiliate effective February 1,
1999. As a result of these assignments, Centrahd@asmaining market price gas contracts. Centilhfile with the FERC to recover all cos
relative to the three contracts. At December 3981 Zentral has accrued a liability related to ¢hesntracts of $122.2 million.

During the fourth quarter and continuing into 19@@ntral has been negotiating with the FERC arte séjulators to resolve the amount of
costs which are recoverable from its customersa Assult of these negotiations, Central expens8diibion of costs previously expected to
be recovered and capitalized as a regulatory assBtecember 31, 1998, Central has $61.4 milliana@ing regulatory asset representing an
estimate of costs to be recovered in the futur€elfitral does not reach a settlement and previikise FERC proceedings or any subsequent
appeals, the maximum loss could be the total ofegelatory asset and $40 million of previouslyowsred but protested costs. While Central
cannot predict the final outcome of the FERC'shggion contract prudency and cost recovery undeer@@36, Williams and Central contin

to believe that they entered into the gas purchastracts in a prudent manner under FERC ruletaicepat the time, and that these costs will
ultimately be found eligible for recovery.

In September 1995, Texas Gas received FERC appobaasettiement regarding Texas Gas' recoverasfsgipply realignment costs.
Through December 31, 1998, Texas Gas has paidxdpmtely $76 million and expects to pay no morent80 million for gas supply
realignment costs, primarily as a result of corttaaminations. Texas Gas has recovered approxiyid®® 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 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
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are appropriate, costs actually incurred and ansoactually recovered from customers will dependnuip@ outcome of various court and
FERC proceedings, the success of settlement négosaand various other factors, not all of whicé presently foreseeable.

On July 15, 1998, Williams Pipe Line (WPL) receivaat Order from the FERC which affirmed an admiaiste law judge's 1996 initial
decision regarding rate-making proceedings fompréod September 15, 1990 through May 1, 1992.AEHRC has ruled that WPL did not
meet its burden of establishing that its transpiorerates in its 12 less competitive markets wesé and reasonable for the period and has
ordered refunds. WPL continues to believe it shauilail upon appeal regarding collected ratesHat period. However, due to this FERC
decision, WPL accrued $15.5 million, including irgst, in the second quarter of 1998, for poteméiinds to customers for the issues
described above. Since May 1, 1992, WPL has celitahd recognized as revenues $151 million in nopetitive markets that are in excess
of tariff rates previously approved by the FERC #mat are subject to refund with interest. WPL dadis that the tariff rates collected in these
markets during this period will be justified in acdance with the FERC's cost-basis guidelines ahdyemaking the appropriate filings with
the FERC to support this position.

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, 1998, these subs@didrad reserves totaling approximately $27 milfarthese costs.

Certain Williams subsidiaries, including Texas @ad Transcontinental Gas Pipe Line, have beenifiighas 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 these obligations or the PRP stafthese subsidiaries will have a material adveffect on its financial position, results of
operations or net cash 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, 1998, Centralrbadrded a liability for approximately $12 milliorepresenting the current estimate of
future environmental cleanup costs to be incurnest the next six to ten years. The Midstream Gasquids unit of Energy Services (WES)
has recorded an aggregate liability of approxinya$dl0 million, representing the current estimatéofuture environmental and remediation
costs, including approximately $5 million relatittgformer Central facilities. Texas Gas and Transioental Gas Pipe Line likewise had
recorded liabilities for these costs which areudeld in the $27 million reserve mentioned aboveualccosts incurred will depend on the
actual number of contaminated sites identified atteial amount and extent of contamination disaethe final cleanup standards mand
by the EPA and other governmental authorities ahdrdactors. Texas Gas, Transcontinental Gas [Rigeand Central have deferred these
costs as incurred pending recovery through futatesrand other means.

WES also accrues environmental remediation costisfpetroleum products pipelines, retail petrateuefining and propane marketing
operations primarily related to soil and groundwatmtamination. At
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December 31, 1998, WES and its subsidiaries hadves, in addition to the reserves listed abowvalitg approximately $31 million. WES
recognizes receivables related to environmentaédéation costs from state funds as a result of jaevmitting states to reimburse certain
expenses associated with underground storage tablems and repairs. At December 31, 1998, WEStarslibsidiaries had receivables
totaling $14 million.

In connection with the 1987 sale of the assetsgrfod Chemical Company, Williams agreed to indemttiie purchaser for environmental
cleanup costs resulting from certain conditionspecified locations to the extent such costs exaeggkcified amount. At December 31, 1!
Williams had approximately $12 million accrued gourch excess costs. The actual costs incurred gpkdd on the actual amount and extent
of contamination discovered, the final cleanup déads mandated by the EPA or other governmenthbaities, and other factors.

A lawsuit was filed in May 1993, in a state couriGolorado in which certain claims have been mag@énat various defendants, including
Northwest Pipeline, contending that gas exploradind development activities in portions of the Saan Basin have caused air, water

other contamination. The plaintiffs in the casegdLcertification of a plaintiff class. In June #9%he lawsuit was dismissed for failure to j
an indispensable party over which the state caudtro jurisdiction. The Colorado court of appeals affirmed the dismissal and remanded
the case to Colorado district court for action ¢stesit 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 uttig 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 1988, certain royalty owners in a producingdigi Cameron Parish, Louisiana, brought suit agaiWilliams subsidiary and other
working interest owners seeking additional royaltie lease cancellation. An amended petition kadeied a second Williams subsidiary,
Williams and additional working interest ownersl éther defendants have been dismissed or havedetith plaintiffs. In their recently
amended damage claim, the plaintiffs asserted tyoyalderpayments plus interest of approximately ll#on. The claimed damages are
attributable to all working interests for a perimicabout 15 years. One of the two Williams subsidesued owned a one-half interest in the
field and served as operator for approximately teyglars. The other subsidiary purchased producsdrgm the field. Plaintiffs also request
punitive damages equal to double the alleged dasnage attorneys' fees. Williams believes all ragaltiue from its subsidiaries were
properly paid, that the field was properly operatatt that it is not responsible for any amounts filom any other working interests or for
period after its subsidiary had sold its interext serminated its status as operator of the figfe litigation pending in Cameron Parish,
Louisiana, has recently been settled for paymeggsegating approximately $9 million, for which reges have been fully accrued.

On April 7, 1992, a liquefied petroleum gas expdosbccurred near an underground salt dome stoeaijéyf located near Brenham, Texas
and owned by an affiliate of MAPCO Inc., Seminolpdiine Company ("Seminole"). MAPCO Inc., as wedl@eminole, Mid-America
Pipeline Company, MAPCO Natural Gas Liquids Inad ather non-MAPCO entities were named as defesdartivil action lawsuits filed

in state district courts located in four Texas d@s Seminole and the above-mentioned subsidiafis8APCO Inc. have settled in excess of
1,600 claims in these lawsuits. The only lawsuna@ing is the Dallmeyer case which was tried beojury in Harris County. In Dallmeyer,
the judgment rendered in March 1996 against defeésddeminole and MAPCO Inc. and its subsidiari¢sleéd approximately $72 million
which included nearly $65 million of punitive danesgawarded to the 21 plaintiffs. Both plaintiffdlatefendants have appealed the
Dallmeyer judgment to the Court of Appeals for Bwirteenth District of Texas in Harris
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County. The defendants seek to have the judgmedified in many respects, including the eliminatmfrpunitive damages as well as a
portion of the actual damages awarded. If the dkfats prevail on appeal, it will result in an awaighificantly less than the judgment. The
plaintiffs have crosgappealed and seek to modify the judgment to inertaestotal award plus interest to exceed $155anilln February an
March 1998, the defendants entered into settleagmtements involving 17 of the 21 plaintiffs todfliy resolve their claims against all
defendants for an aggregate payment of approxigndt million. These settlements have satisfiedraddced the judgment on appeal by
approximately $42 million. As to the remaining fqulaintiffs, the Court of Appeals issued its demisbn October 15, 1998, which, while
denying all of the plaintiffs’ crossppeal issues, affirmed in part and reversed intpartrial court's judgment. The defendants hadred intc
settlement agreements with the remaining plaintiffisch, in light of the decision, Williams believesll provide for aggregate payments of
approximately $13.6 million, the full amount of whihas been previously accrued.

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 coadan gas. In September 1994, the court granted sgmutigment in favor of the defendants,
and the Tribe lodged an interlocutory appeal with J).S. Court of Appeals for the Tenth Circuit. Ndihs Production agreed to indemnify
Williams Coal Seam Gas Royalty Trust (Trust) agaamgy losses that may arise in respect of certaipgaties subject to the lawsuit. On July
16, 1997, the U.S. Court of Appeals for the Tenitit@t reversed the decision of the district cotild that the Tribe owns the coal-seam gas
produced from certain coal strata on fee landsiwite exterior boundaries of the Tribe's reseorgtand remanded the case to the district
court for further proceedings. On September 167189noco Production Company, the class represeptétr the defendant class (of which
Williams Production is a part), filed its motiornrfiehearing en banc before the Court of AppealsJ@yn 20, 1998, the Court of Appeals
sitting en banc affirmed the panel's decision. $hpreme Court has granted a writ of certiorarespect of this decision.

Williams Communications, Inc. filed suit on March,2998, against WorldCom Network Services, IncofMiCom) in district court in Tulsa
County in order to prevent WorldCom from disconireginy of Williams' equipment on the WorldCom netlw This suit sought a
declaratory judgment that the single fiber retaibgdWilliams on the WorldCom network could be u$edspecified multimedia uses, and
that WorldCom was required to permit Williams taghase additional fiber either acquired or conseddy WorldCom. WorldCom had
denied Williams' claim and had asserted variousitaalaims for monetary damages, rescission anahétive relief. This lawsuit was settled
on July 9, 1998. The settlement resolves all cldomsnonetary damages, permitted uses of Willidiher on the WorldCom network and
Williams' right to purchase additional fiber on Wi€om fiber builds. There was no significant fineshémpact to Williams as a result of the
settlement.

In connection with agreements to resolve tak@ay-and other contract claims and to amend ga$pseccontracts, 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. As a resultich settlements, Transcontinental Gas Pipe
Line is currently defending two lawsuits broughtgrpducers. In one of the cases, a jury verdichdotnat Transcontinental Gas Pipe Line
was required to pay a producer damages of $23IBmihcluding $3.8 million in attorneys' fees. fistontinental Gas Pipe Line is pursuing
an appeal. In the other case, a producer has edskmages, including interest calculated througbelinber 31, 1997, of approximately $6
million. Producers have received and may receitierademands, which could result in additional ckiindemnification for royalties will
depend on, among other things, the specific leemagions between the
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producer and the lessor and the terms of the sedtiebetween the producer and either Transcontih&as Pipe Line or Texas Gas. Texas
Gas may file to recover 75 percent of any suchtamtdil amounts it may be required to pay pursuaimdemnities for royalties under the
provisions of Order 528.

In connection with the sale of certain coal assef®©96, MAPCO entered into a Letter Agreement \ligh buyer providing for
indemnification by MAPCO for reductions in the mior tonnage of coal delivered under a certainegisting Coal Sales Agreement dated
December 1, 1986. The Letter Agreement is effedtveeductions during the period July 1, 1996 tlylo December 31, 2002 and provides
for indemnification for such reductions as incuroeda quarterly basis. The buyer has stated ittiled to indemnification from MAPCO for
amounts of $7.8 million through June 30, 1998, mxay claim indemnification for additional amountstie future. MAPCO has filed for
declaratory relief as to certain aspects of theebayclaims. MAPCO also believes it would be esditto substantial setffs and credits agair
any amounts determined to be due and has accHisdulldy representing an estimate of amounts peots to incur in satisfaction of this
indemnity. The parties are currently pursuing sett#nt negotiations as a part of a mediation.

In 1998, the United States Department of Justifmimed Williams that Jack Grynberg, an individuzd filed claims in the United States
District Court for the District of Colorado undéuet False Claims Act against Williams and certaiitsoivholly owned subsidiaries including
Williams Gas Pipeline Central, Kern River Gas Traission, Northwest Pipeline, Williams Gas Pipel®@mpany, Transcontinental Gas F
Line Corporation, Texas Gas, Williams Field Sergi@ompany, and Williams Production Company. Mr.rtberg has also filed claims
against approximately 300 other energy companidsaieges that the defendants violated the FalasrSIAct in connection with the
measurement and purchase of hydrocarbons. Théselight is an unspecified amount of royaltiesgat#ly not paid to the federal
government, treble damages, a civil penalty, attigshfees, and costs.

In addition to the foregoing, various other prodegd are pending against Williams or its subsiésivhich are incidental to their operations.
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 indemnificasorangements, will have a materially
adverse effect upon Williams' future financial piasi, results of operations or cash flow requiretaen

Other matters

During the second quarter of 1998, Energy Markegingrading entered into a 15-year contract givinglidms the right to receive fuel
conversion services for purposes of generatingraddyg. This contract also gives Williams the rigb receive installed capacity and certain
ancillary services. Annual committed payments urtdercontract range from $140 million to $165 roiflj resulting in total committed
payments of approximately $2.3 billion.
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NOTE 18. ACCUMULATED OTHER COMPREHENSIVE INCOME (LO SS)
The table below presents changes in the compoonéatcumulated other comprehensive income (loss).

INCOME (LOSS)

UNREALIZED

APPRECIATION  FOREIGN
(DEPRECIATION) CURRENCY
ON SECURITIES TRANSLATION TOTAL

(MILLIONS)
Balance at December 31, 1996.......cccccceveeee. v $ - $-- % -
1997 change:

Pre-income tax amount.........ccccoccvvvevee. L (3.9) (.1) (4.0)
Income tax benefit........ccccocvevviveeee. L 15 - 15
Balance at December 31, 1997......cccoceevvecee. L (2.4) (:1) (2.5)

1998 change:
Pre-income tax amount..........ccccoeveevveeeee. Ll 39.4 (4.9) 34.5
Income tax eXpense.......cccceveeevivvenenneee . (15.3) - (15.3)
24.1 (4.9) 19.2
Balance at December 31, 1998.......cccccoceeveeee $21.7 $(5.0) $16.7

NOTE 19. SEGMENT DISCLOSURES

Williams evaluates performance based upon segnmefit pr loss from operations which includes revesdrom external and internal
customers, equity earnings, operating costs andresgs, and depreciation, depletion and amortizafibe accounting policies of the
segments are the same as those described in N&teritmary of Significant Accounting Policies. Inegment sales are generally accounted
for as if the sales were to unaffiliated third pestthat is, at current market prices.

Williams' reportable segments are strategic busineds that offer different products and serviddse segments are managed separately
because each segment requires different technaboarketing strategies and industry knowledge. Oitdudes investments in international
energy and communications-related ventures, asagalbrporate operations.

The following table reflects the reconciliationsg#gment profit, per the table on page 63, to opgraiticome as reported on the Consolidated
Statement of Income.

1998 1997 1996

(MILLIONS)
Segment profit...cccccceeevvceevvieiiieeeeeeee L $814.4 $1,134.8 $1,175.9
General corporate eXpenses........ccoovevveveveeee L (89.2) (95.1) (72.5)
Operating iNCOME.....ccooveeiiieiiieiiieeeeees $725.2 $1,039.7 $1,103.4

F-56



THE WILLIAMS COMPANIES, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS -- (CONT INUED)

The following geographic area data includes reverit@m external customers based on product shiporagih and long-lived assets based
upon physical location.

1998 1997 1996

(MILLIONS)

Revenues from external customers:
United States........ccccceveeviveeeirieecieens . $7,488.2 $8,101.1 $6,837.8
Other..uoiiiiiee e . 181.0 140.5 5.1

Totaleoooooiiieeeeceeceeceee, . $7,669.2 $8,241.6 $6,842.9
Long-lived assets:
United States........ccooceeeeviiieeeeeciieeen, . $12,937.4 $12,010.5 $11,051.4
Other...ccciiiiiiiieeee e, . 250.8 126.9 2.0

$13,188.2 $12,137.4 $11,053.4

Long-lived assets are comprised of property, pdentt equipment, goodwill and other intangible assets
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EXTERNAL INTER
CUSTOMERS SEGME

1998
Gas Pipeline................... $1,6335 $ 5
Energy Services
Energy Marketing & Trading... 2,025.3 (11

Exploration & Production..... 335 10
Midstream Gas & Liquids...... 799.0 6
Petroleum Services........... 1,417.2 1,25
Merger-related costs.. . -
4,275.0 1,31
Communications
Communications Solutions..... 1,366.8

Network Applications......... 205.4

Network Services 4

1997
Gas Pipeline.........c.ccc.... $1,6269 $ 5
Energy Services
Energy Marketing & Trading... 2,018.2 23

Exploration & Production..... 3.6 12
Midstream Gas & Liquids...... 929.1 10
Petroleum Services........... 2,192.9 50
5,143.8 96
Communications
Communications Solutions..... 1,206.5

Network Applications......... 213.1

Network Services 2

1996
Gas Pipeline...........cco..... $1,609.8 $ 4
Energy Services
Energy Marketing & Trading... 1,548.3 42

Exploration & Production..... 25.3 5
Midstream Gas & Liquids...... 817.8 9
Petroleum Services........... 2,091.6 50
4,483.0 1,07
Communications
Communications Solutions..... 568.1

Network Applications......... 130.7
Network Services .

DEPRECIATION,
DEPLETION &
AMORTIZATION

(MILLIONS)

1998

THE WILLIAMS COMPANIES, INC.

REVENUES
EQUITY SEGMENT
- EARNINGS PROFIT  TOTAL

NT (LOSSES) TOTAL (LOSS) ASSETS

(MILLIONS)
11 $ 2 $1,6848 $6104 $8,386.2

15 (6.7) 1,907.1 39.0 2,596.8
58 - 1393 272 3591
37 82 8709 2257 32018
79 .4 26755 1533 25252
- - -~ (50.7) -

5.9 1.9 55928 3945 8,682.9

- -~ 13668 (54.1) 946.4
48 (3.7) 2065 (94.6) 295.6
97 - 1949 (263) 8229

45 (3.7) 1,768.2 (175.0) 2,064.9

08 (9.3) 648 (155) 5,140.2
23) - (1,452.3) - (5,626.9)

- $(10.9) $7,658.3 $814.4 $18,647.3

27 $ 5 $1,680.1 $614.7 $8,202.8

22 (5.6) 22448 534 168838
5 -- 130.1 30.3 367.2
0.5 - 10296 2823 3,188.3
2.7 4 26960 2008 1,836.8

19 (5.2) 6,100.5 566.8 7,081.1

- -~ 12065 473  869.0
49 (24) 2156 (108.7)  329.6
1.0 - 430 33 2401

59 (24) 14651 (58.1) 1,438.7

91 150 534 114 2,476.7
9.6) - (1,0496) - (2,921.7)

- $79 $82495 $1,134.8 $16,277.6

79 $19 $16596 $5643 $7,8334

49 (48) 19684 1385 1,544.7
7.1 -- 82.4 2.8 256.8

0.3 A 908.2 3220 2,974.6

3.4 .2 25952 1400 1,705.8

57 (45) 55542 6033 6,481.9

- -~ 5681 143 3446
1.8 (16) 1309 (15.1) 1486
- - 111 58 2127

1.8 (1.6) 710.1 5.0 705.9

78 103 583 33 1,961.4
32) - (1,1332) - (2,393.1)

- $61 $6,849.0 $1,175.9 $14,589.5

ADDITIONS
EQUITY  TO LONG-
METHOD LIVED

INVESTMENTS ASSETS

8 27.3

- 58.1
129.1 342.6
96.0 264.2

- 68.5

5 55.3
- 283.8
5 407.6

$527.0  $1,745.3

$ 6.7 $ 4359

1.8 102.4
- 63.3
87.5 212.0
9.6 150.5
98.9 528.2
- 247.5
3.8 98.9
2.3 178.2
6.1 524.6

$255.5  $1,697.4

$ 55 $1,432.2

.9 26.3
- 30.3
47.4 245.2
4.3 111.0
52.6 412.8
- 36.9
6.6 193.0
6.6 229.9
59.8 34.8

$1245  $2,109.7




Gas Pipeline...........c...... $287.0
Energy Services

Energy Marketing & Trading... 30.1
Exploration & Production..... 26.0
Midstream Gas & Liquids...... 121.6
Petroleum Services........... 70.8

Merger-related costs..

248.5
Communications
Communications Solutions..... 36.9
Network Applications......... 33.7
Network Services . 13.2
83.8
Other.....ccccovevviiiieiins 27.0
Eliminations................... -
Total.....cccoveennene $646.3
1997
Gas Pipeline................... $273.0
Energy Services
Energy Marketing & Trading... 20.8
Exploration & Production..... 12.6
Midstream Gas & Liquids...... 131.9
Petroleum Services........... 67.8
233.1
Communications
Communications Solutions..... 29.7
Network Applications......... 33.1
Network Services....... 4.0
66.8
Other.....cccooveviiiieeiins 13.0
Eliminations................... -
Total.....cccoveenene $585.9
1996
Gas Pipeline................... $241.4
Energy Services
Energy Marketing & Trading... 16.9
Exploration & Production..... 10.5
Midstream Gas & Liquids...... 124.3
Petroleum Services........... 64.1
215.8
Communications
Communications Solutions..... 16.0
Network Applications......... 14.9
Network Services............. -
30.9
Other.....cccovveviiiieeiins 12.2
Eliminations................... -
Total.......ccveeuneee $500.3

* Energy Marketing & Trading intercompany cost afes, which are netted in revenues consistentfaitfvalue accounting, exceed
intercompany revenues in 1998.
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Summarized quarterly financial data are as follgmalions, except per-share amounts). Certain artehave been reclassified as described
in Note 1 of Notes to Consolidated Financial Staets.

FIRST SECOND THIRD  FOURTH
QUARTER QUARTER QUARTER QUARTER

1998

REVENUES.....ccveerieeiecee e $1,958.8 $1,774.3 $1,886.8 $2,038.4
Costs and operating expenses........cccccceee.... 1,423.1 1,259.1 1,377.2 1,473.0
Income (loss) before extraordinary loss........... 72.9 60.7 32.1 (33.4)
Net income (10SS)........ccveveeiiiieerennnnne. 68.1 60.7 32.1 (33.4)
Basic earnings per common share:

Income (loss) before extraordinary loss......... 17 14 .07 (.08)

Net income (I0SS)......ccoovuvieiiiiieeeenns .16 .14 .07 (.08)
Diluted earnings per common share:

Income (loss) before extraordinary loss......... 17 14 .07 (.08)

Net income (I0SS)........ccceevvvvvivieennnnnn. .16 14 .07 (.08)

1997

REVENUES.......eeeiiiiaiieeiiiie e $1,931.3 $1,873.0 $2,100.9 $2,344.3
Costs and operating expenses 1,425.6 1,419.2 11,6095 1,772.9
Income before extraordinary loss.................. 178.6 1185 87.4 62.9
Net iNCOME.......ccuuveiiiiiiiie e 178.6 1185 13.7 57.5
Basic earnings per common share:

Income before extraordinary loss................ 43 .28 .21 14

Net iNCOMEe......ccovcvveiiiiiieeeieeee 43 .28 .03 13
Diluted earnings per common share:

Income before extraordinary loss................ 42 .28 .20 .14

Net iNCOMEe......ccovveeiiiriiee e 42 .28 .03 13

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 nu
of common shares outstanding.

First-quarter, second-quarter, third-quarter, andth-quarter 1998 net income includes approxinge&b million, $9 million, $6 million and
$6 million, respectively, of pre-tax merger-relataxbts (see Note 2). Second-quarter 1998 net inedsnancludes a priexx $15.5 million los
provision for potential refunds to customers (se¢eNb). Third-quarter 1998 net income includes filllion in pre-tax credit loss accruals for
certain retail energy activities. In addition, thiquarter 1998 includes a $23.2 million pre-taxslcedated to a venture involved in the
technology and transmission of business informatomews and educational purposes (see Note 5).

First-quarter 1997 net income includes a pre-te&&$élion gain related to the sale of the inteieshe West Panhandle field (see Note 5).
Second-quarter 1997 net income includes a $44lfiomiain related to the combination of Williams'daNortel's customer-premise
equipment sales and service business (see Not@ig)-quarter 1997 net income includes an extrandi loss of $74 million related to the
restructuring of Williams' debt portfolio (see Nate

F-59



Selected comparative fourth-quarter data are &mafsl(millions, except per-share amounts).

1998 1997

Operating income (loss):

Gas Pipeline......cocoevvvevveiiiiiecceeeeee $120.5 $160.3

Energy ServiCes.....coovvvvveneeeeenaiaeaeee 85.7 155.9

COmMMUNICALIONS. ..cceviiiiie i (91.9) (52.6)

Other. .o 11 3.7

General corporate eXpenses.....ccccceeeeeveeeeees (13.1) (38.1)
Total operating inCOMe........ccoocvvvvevvicces 102.3 229.2
Interest expense -- Net......ccccvevevvvceeens L. (137.1) (111.0)
Investing iNCOMe.....ccccovvvveeiiiiiieeeeeeeees 6.2 5.8
Minority interest in (income) loss of consolidated

subsidiaries.....ccoovvveiiiiiieeeees 15.1 (5.6)
Other expense -- Net......cccccevvvvvvecviiceees (6.7) (1.4)
Income (loss) from continuing operations before

extraordinary loss and income taxes............... .. (20.2) 117.0
Provision (credit) for income taxes.......ccce..... . .. (1.1) 47.8
Income (loss) from continuing operations before

extraordinary l0SS......cccccvvvveveeeeeveineeee (19.1) 69.2
Loss from discontinued operations (Note 3)......... ... (14.3) (6.3)
Income (loss) before extraordinary loss............ . ... (33.4) 62.9
Extraordinary 10SS........ccoovvvvvvvvvvveeeees - (5.4)
Netincome (I0SS).....ccccevvveiiieeiiieeiceeaee $(334) $ 575
Basic and diluted earnings (loss) per common share. ... $ (08 $ .13

The fourth-quarter 1998 operating income includasuals totaling approximately $31 million relatedhe modification of Williams'
employees benefit program (see Note 5). Fogu@rter 1998 segment profit for Gas Pipeline inetud charge of $58 million related to cer
long-term gas supply contracts (see Note 5), whilergy Services segment profit includes $14 milfmmasset impairments related to the
decision to change the focus of its retail natges and electric business (see Note 5).

Communications' fourth-quarter 1997 segment losleidtes charges totaling approximately $49.8 milli@hated to the decision and
commitment to a plan to sell the learning contersifiess, and the impairment of several advancelitappns projects (see Note 5). In
addition, 1997 general corporate expenses inclpgeoaimately $10 million in costs related to the MIBO acquisition (see Note 2) and
approximately $19 million of MAPCO's pre-merger geal corporate expense.

ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTAN TS ON ACCOUNTING AND FINANCIAL DISCLOSURE
None.
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SCHEDULE Il -- VALUATION AND QUALIFYING ACCOUNTS(A)

ADDITIONS
CHARGED
TO COSTS
BEG INNING AND EN
BA LANCE EXPENSES OTHER DEDUCTIONS(B) BA
(MILLIONS)
Year ended December 31, 1998:
Allowance for doubtful accounts --
Receivables............ccceeveevenn. $ 215 $39.8 $ - $30.8 $
Other assets...........cccccvvvvveennnns 4.6 -- -- 4.6
Price-risk management credit reserves....... 7.7 5.3 - -
Year ended December 31, 1997:
Allowance for doubtful accounts --
Receivables...........ccccovviininnnns 11.4 13.3 7.0(c) 10.2
Other assets...........ccecvvvvreeennns 4.6 -- -- -
Price-risk management credit reserves....... 7.6 1 - -
Year ended December 31, 1996:
Allowance for doubtful accounts --
Receivables..........cccccoviieeennns 12.8 5.3 1.4(c) 8.1
Other assets...........cccccvvvvvennnnns 1.6 3.0 -- --
Price-risk management credit reserves....... 8.3 .7 -- --

(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 1999 (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.

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACT IONS

The information regarding certain relationships egldted transactions required by Item 404 of Ratipih S-K is presented under the heading
"Certain Relationships and Related TransactiongiénProxy Statement, which information is incogied by reference herein. A copy of the
Proxy Statement is filed as an exhibit to the FaO¥K.

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.

(&) 3 and (c). The exhibits listed below are fitexdpart of this annual report.

EXHIBIT NO. DESCRIPT ION
Exhibit 2 -
*(@) -- Agreement and Plan of Merger, dated as of November 23,
1997, and as amended on Janua ry 25, 1998, among The
Williams Companies, Inc., MAP CO Inc. and TML Acquisition
Corp. (filed as Exhibit 2.1 t o Williams' Registration
Statement on Form S-4, filed January 27, 1998).
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EXHIBIT NO.

Exhibit 3

*(a)

*(0)

*(©)

*(d)

*(e)

*(f)

*(9)

*(h)

*(0)

Exhibit 4
*(a)

*(0)

(©

*(d)

DESCRIPT

-- Restated Certificate of Incor

as Exhibit 4(a) to Form 8-B R
August 20, 1987).

-- Certificate of Amendment of R
Incorporation, dated May 20,
to Form 10-K for the fiscal y
1994).

-- Certificate of Amendment of R
Incorporation dated May 16, 1
the Registration Statement on
1997).

-- Certificate of Amendment of R
Incorporation, dated February
3(d) to Form 10-K for the fis
1997).

-- Certificate of Designation wi
Cumulative Convertible Prefer
3.1(c) to the Prospectus and
Amendment No. 2 to the Regist
S-4, filed March 30, 1995).

-- Certificate of Increase of Au
Series A Junior Participating
Exhibit 3(f) to Form 10-K for
December 31, 1995).

-- Certificate of Increase of Au
Series A Junior Participating
December 31, 1997 (filed as E
the fiscal year ended Decembe

-- Rights Agreement, dated as of
Williams and First Chicago Tr
(filed as Exhibit 4 to Willia
24, 1996).

-- By-laws of Williams, as amend
Exhibit 3 to Form 10-Q for th
30, 1996).

-- Form of Senior Debt Indenture
Chase Manhattan Bank (formerl
relating to the 10 1/4% Deben
Debentures, due 2021; Medium-
due 2001; the 7 1/2% Notes, d
Debentures, due 2012 (filed a
Registration Statement No. 33
1990).

-- Second Amended and Restated C
July 23, 1997, among Williams
subsidiaries and the banks na
N.A., as agent (filed as Exhi
the fiscal year ended Decembe

-- Amendment dated January 26, 1
Restated Credit Agreement dat
Williams and certain of its s
named therein and Citibank, N

-- Form of Senior Debt Indenture
First National Bank of Chicag
6 1/2% Notes due 2002; 6 5/8%
rate notes due 2000; 6 1/8% N
due 2002; 6 1/2% Notes due 20
Putable/Remarketable Securiti
Mandatory Putable/Remarketabl
as Exhibit 4.1 to Registratio
filed September 8, 1997).
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EXHIBIT NO.

*(f)

*(9)

*(h)

*(0)

*0

*(K)

0]

DESCRIPT

-- Form of Debenture representin

amount of 6% Convertible Subo

(filed as Exhibit 4.7 to the

Form S-8, filed August 30, 19

-- Form of Warrant to purchase 1
Common Stock of the Company (
Registration Statement on For
1996).

-- Indenture dated May 1, 1990,
Company and The Bank of New Y
Exhibit to Transco Energy Com
25, 1990).

-- First Supplemental Indenture
Transco Energy Company and Th
Trustee (filed as an Exhibit
Form 8-K dated June 25, 1990)

-- Second Supplemental Indenture
between Transco Energy Compan
as Trustee (filed as an Exhib
Company's Form 8-K dated Dece

-- Third Supplemental Indenture
between Transco Energy Compan
as Trustee (filed as an Exhib
Company's Form 8-K dated Apri

-- Fourth Supplemental Indenture
between Transco Energy Compan
as Trustee (filed as an Exhib
Company's Form 8-K dated Augu

-- Fifth Supplemental Indenture

Transco Energy Company, Willi

York, Trustee.

Exhibit 10(iii) -- Compensatory Plans and Manage

*(a)

*(0)

*(©)

*(d)

*(e)

*(f)

*(9)

*(h)

*(0)

-- The Williams Companies, Inc.
Plan, effective as of January
10(iii)(c) to Form 10-K for t
1987).

-- Form of Employment Agreement,
between Williams and certain
Exhibit 10(iii)(d) to Form 10
December 31, 1989).

-- Form of The Williams Companie
Protection Plan between Willi
Exhibit 10(iii)(e) to Form 10
December 31, 1989).

-- The Williams Companies, Inc.
(filed as Exhibit A to Willia
March 13, 1985).

-- The Williams Companies, Inc.
Non-Employee Directors (filed
Proxy Statement, dated March

-- The Williams Companies, Inc.
Exhibit A to Williams' Proxy
1990).

-- The Williams Companies, Inc.
Employees (filed as Exhibit 1
the fiscal year ended Decembe

-- The Williams Companies, Inc.
Exhibit A to Williams' Proxy
1996).

-- The Williams Companies, Inc.
Non-Employee Directors (filed
Proxy Statement, dated March
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g $360,000,000 principal
rdinated Debenture Due 2005
Registration Statement on
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Supplemental Retirement
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ams and employees (filed as
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1985 Stock Option Plan
ms' Proxy Statement, dated

1988 Stock Option Plan for
as Exhibit A to Williams'
14, 1988).

1990 Stock Plan (filed as
Statement, dated March 12,

Stock Plan for Non-Officer
0(iii)(g) to Form 10-K for
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1996 Stock Plan (filed as
Statement, dated March 27,

1996 Stock Plan for
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27, 1996).



EXHIBIT NO. DESCRIPT

()

0

(m)
Exhibit 12
Exhibit 20

Exhibit 21

Exhibit 23(a)
Exhibit 23(b)

Exhibit 24
Exhibit 27
Exhibit 99

(b) Reports on Form 8-K.

-- Indemnification Agreement, ef
1986, between Williams and me
Directors and certain officer
Exhibit 10(iii)(e) to Form 10
December 31, 1986).

-- The Williams Communications S
99 to the Registration Statem
August 14, 1998).

-- The Williams International St
-- Form of Stock Option Secured
Agreement between Williams an
officers, and non-employee di

-- Computation of Ratio of Earni
Charges and Preferred Stock D

-- Definitive Proxy Statement of
with the Commission on March

-- Subsidiaries of the registran

-- Power of Attorney together wi
-- Financial Data Schedule.

-- Opinion of Independent Audito

-- Consent of Independent Audito
-- Consent of Independent Audito

ION

fective as of August 1,
mbers of the Board of
s of Williams (filed as

-K for the year ended

tock Plan (filed as Exhibit
ent on Form S-8, filed on

ock Plan.

Promissory Note and Pledge
d certain employees,
rectors.

ngs to Combined Fixed
ividend Requirements.
Williams for 1999 (as filed
29, 1999).

t

rs, Ernst & Young LLP.
rs, Deloitte & Touche LLP.
th certified resolution.

rs, Deloitte & Touche LLP.

On October 21, 1998, Williams filed a report onfad@-K to report third quarter earnings.

On November 23, 1998, Williams filed a report onR@-K to report that the Board of Directors of Thliams Companies, Inc. has
authorized Williams Communications Group, Inc., zolly-owned subsidiary of the Company to sell aanity interest in its business to the

public.

(d) The financial statements of partially-owned pamies are not presented herein since none of ithdirndually, 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.



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)

By: /'s/ SHAWNA L. CEHRES

Shawna L. Cehres
Attorney-in-fact

Dat ed: March 29, 1999

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 TITLE
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--  Executive Officer (Principal Executive
Keith E. Bailey Officer) and Director
/sl JACK D. MCCARTHY* Senior Vice President -- Finance (Principal

Financial Officer)
Jack D. McCarthy

/s GARY R. BELITZ* Controller (Principal Accounting Officer)
Gary R. Belitz B
/sl GLENN A. COX* Director
Glenn A. Cox B
/sl THOMAS H. CRUIKSHANK* Director

Thomas H. Cruikshank

/s/ WILLIAM E. GREEN* Director

William E. Green

/s/ PATRICIA L. HIGGINS* Director

Patricia L. Higgins

/sl W.R. HOWELL* Director
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/sl ROBERT J. LAFORTUNE* Director
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/sl JAMES C. LEWIS* Director

James C. Lewis

/sl JACK A. MACALLISTER* Director

Jack A. MacAllister
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Frank T. Maclnnis

/s/ PETER C. MEINIG* Director

Peter C. Meinig

/s/ KAY A. ORR* Director
Kay A. Orr
/sl GORDON R. PARKER* Director

Gordon R. Parker

/s/ JOSEPH H. WILLIAMS* Director

Joseph H. Williams

By: /'s/ SHAWNA L. CEHRES

Shawna L. Cehres
Attorney-in-fact

Dated: March 29, 1999
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EXHIBIT 4(c)

AMENDMENT
TO
SECOND AMENDED AND RESTATED CREDIT AGREEMENT
DATED AS OF
JULY 23, 1997

DATED AS OF JANUARY 26, 1999

THIS AMENDMENT (herein called this "Amendment”)risade and entered into this 26th day of January9, ®pand among the Borrowe
the Agent and the Banks. In consideration of théuadicovenants and agreements contained hereiBdahewers, the Agent and the Banks
hereby agree as set forth herein.

WITNESSETH:

WHEREAS, the Borrowers, the Agent and certain efBanks are parties to the Second Amended andtBé&aedit Agreement dated as of
July 23, 1997 (the "1997 Credit Agreement"); and

WHEREAS, the Borrowers have requested that the T38dit Agreement be further amended, and theqsan@reto have agreed to do so on
the terms and conditions set forth herein; and

WHEREAS, Williams Communications Group, Inc. ("WQ@(tends to become a Borrower pursuant to the I9@dit Agreement and the
Banks have agreed to the inclusion of WCG in sugiacity subject to the terms hereof.

NOW, THEREFORE, in consideration of the mutual ctavets and agreements contained herein and for gtivet and valuabl
consideration, the receipt and sufficiency of which hereby acknowledged, the Borrowers, the Agedtthe Banks agree as follows:

1. Unless the context otherwise requires or urdéssrwise expressly defined herein, the terms ddfin the 1997 Credit Agreement shall
have the same meanings whenever used in this Amamtdm

2. The definition of "Applicable Margin" as listé ARTICLE | DEFINITIONS AND ACCOUNTING TERMS is heeby amended as
follows:

(&) Clause (i) of the definition of "Applicable Man" is hereby amended and restated in its entteetgad as follows



(i) as to any Eurodollar Rate Advance to any Boeoyother than (x) WilTel during such times as VeilTs Unrated and (y) WCG at any
time), the rate per annum set forth in Schedulentler the heading "Applicable Margin" for the relatvRating Category applicable to such
Borrower from time to time;

(b) Clause (iii) of the definition of "Applicable dMgin" is hereby amended and restated in its épticeread as follows:

(iii) for each day during such times as WilTel iardted, as to any Eurodollar Rate Advance to Willteduch times subsequent to January 26,
1999, the rate per annum set forth in the followtmlgle for the relevant Applicable WilTel Debt tB HDA Ratio for such day:

Applicable Margin
Applicable If 50% or less | f more than 50%
WilTel Debt to of Commitment o f Commitment
EBITDA Ratio drawn drawn
Less than or equal to 1.0 .375% .500%
Greater than 1.0 and less .500% .625%
than or equal to 1.75
Greater than 1.75 and less .625% .750%
than or equal to 2.5
Greater than 2.5 and less .750% .875%
than or equal to 3.5
Greater than 3.5 and less 1.00% 1.125%
than or equal to 4.5
Greater than 4.5 and less 1.25% 1.50%
than or equal to 5.5
Greater than 5.5 1.50% 2.00%

(c) The following clause (iv) is added to the défom of "Applicable Margin" immediately followinglause (iii) of such definition:

2



and (iv) as to any Eurodollar Rate Advance to WG®arrower, the Applicable Margin in effect withspct to WHD on such date, as
determined pursuant to clause (i) of this defimitio

3. The definition of "WilTel" as listed in ARTICLEDEFINITIONS AND ACCOUNTING TERMS is hereby deleteand replaced with the
following:

"WilTel" means Williams Communications Solutiond,C, a Delaware limited liability company.

4. The definition of "Borrowers" as listed in ARTILE | DEFINITIONS AND ACCOUNTING TERMS is hereby amded to delete WPL at
to add "WCG".

5. ARTICLE | DEFINITIONS AND ACCOUNTING TERMS is heby amended to add the following terms:

"Guaranty" means that certain guaranty dated Jgr26r1999 duly executed and delivered to the AlpgritVHD in substantially the form of
Exhibit I.

"Permitted WCG Liens" means Liens specifically disad on Schedule 1X-A.

"WCG" means Williams Communications Group, IncDelaware corporation.

6. Section 3.02 Additional Conditions PrecederEash A Borrowing is hereby amended to add the fialig subpart (a)(iv):
(a)(iv) The Guaranty has been executed and detivieyaVHD and remains in full force and effect.

7. Section 3.03 Conditions Precedent to Each Bd®dng is hereby amended to add the following subfigia)(5):
(iii)(a)(5) The Guaranty has been executed and/éedd by WHD and remains in full force and effect.

8. Section 4.1 Representations and Warrantiesreblieamended by adding thereto the following adddl clause (n):

(n) The Borrower has (i) reviewed the areas wittsrbusiness and operations and those of its Sialigisl which could be adversely affected
by failure to become "Year 2000 Compliant” (thati&t computer applications, imbedded microchijs ather systems

3



used by any of the Borrower or its Subsidiarietheir material vendors, will be able properly toagnize and perform date-sensitive
functions involving certain dates prior to and @@ye after December 31, 1999); (ii) developed aikbet plan and timetable to become Year
2000 Compliant in a timely manner; and (iii) comteit adequate resources to support its plan to bedtar 2000 Compliant in a timely
manner. Based on such review and plan the Borrozgsonably believes that it and its Subsidiaridishe@come Year 2000 Compliant on a
timely basis except to the extent that a failurddeso would not reasonably be expected to havatarial adverse effect on the business,
assets or financial condition of the Borrower aisdSubsidiaries, taken as a whole, or on the glufithe Borrower to perform its obligations
hereunder.

9. Section 5.02 Negative Covenants, is hereby astead follows:

(a) By adding to clause (a) Liens, Etc. thereofftil®ewing additional subclause:

(viil) WCG and its Non-Borrowing Subsidiaries mayate, incur, assume or suffer to exist Permitt€tiGALiens
(b) By deleting subparts (b) Debt, (i) and (ii) ereglacing them with the following:

(b) Debt. (i) in the case of TWC, permit the raifo(A) the aggregate amount of all Debt of TWC @sdSubsidiaries on a Consolidated basis
to (B) the sum of the Consolidated Net Worth of T\MGs the aggregate amount of all Debt of TWC am&ubsidiaries on a Consolidated
basis to exceed (1) 0.7 to 1.0 at any time dutegperiod beginning on January 1, 1999 through Déee 31, 2000, (2) 0.675 to 1.0 at any
time during the period beginning on January 1, 20@dugh December 31, 2001, or (3) 0.65 to 1.(hgtteme during the period beginning on
January 1, 2002 through the term of this Agreement;

(i) in the case of WHD, permit the ratio of (A)etlaggregate amount of all Debt of WHD and its Siibsies on a Consolidated basis to (B)
the sum of the Consolidated Net Worth of WHD phus aggregate amount of all Debt of WHD and its &liases on a consolidated basis to
exceed (1) 0.6 to 1.0 at any time during the pebieginning on January 1, 1999 through Decembe2@10, (2) 0.575 to 1.0 at any time
during the period beginning on January 1, 2001ufjhoDecember 31, 2001, or (3) 0.55 to 1.0 at ang tluring the period beginning on
January 1, 2002 through the term of this Agreememd;



(c) By adding in clause (f) Maintenance of Ownepsbii Certain Subsidiaries immediately after therefice to "WilTel" in phrases (1) and
of such clause (f) a reference to WCG.

(d) By amending and restating subpart (vii) of skaj) Sale and Lease-Back Transactions to reéallaws:
(vii) paragraph (x) of Schedule IX in the case afMl and its Subsidiaries or Schedule IX-A in ttese of WCG and its Subsidiaries.

10. Section 6.01 Events of Default is hereby amérmyeadding the word "or" after the semi-colon egdtlause (i) thereof and adding the
following clause (j) to such Section 6.01:

() As to WCG as Borrower, the Guaranty shall (g¢tda accordance with its terms), in whole or imtpgerminate, cease to be effective or
cease to be the legally valid, binding and enfdsteabligation of WHD as guarantor thereunder; Boyrower or any Subsidiary or Affiliate
of a Borrower shall, directly or indirectly, contés any manner such effectiveness, validity, bigdnature or enforceability;

11. Schedule 1l "Borrower Information" is herebyemded by adding thereto the following informatigvilliams Communications Group,
One Williams Center, Suite 4800, Tulsa, Oklahom&724 Attention:
Patti J. Kastl, Telecopier: (918) 588-4755.

12. Schedule IX-A "Permitted WCG Liens" is herelgled to the 1997 Credit Agreement in the form dfeslule IX-A attached hereto.

13. The total Commitments of the Banks to WCG shalin the aggregate amount of $400,000,000 artd Back?s Commitment to WCG as
of the date hereof shall be forty percent (40%jso€ommitment to WHD pursuant to the 1997 Credjtéement as hereby amended.
Schedule X of the 1997 Credit Agreement is heredsnied to be amended to add such Commitment ofBsudhto WCG thereto and to
delete the Commitment of each Bank to WPL.

14. Schedule XI "Rating Categories" is hereby @elén its entirety and replaced with the Schedulat¥é&ached to this Amendment.
15. Exhibit | "Form of Guaranty", attached to thimiendment, is hereby added to the Agreement asixhi

16. To induce the Banks, the Co-Agents and the Ageenter into this Amendment, each of the Borneaeereby reaffirms and WCG makes
with respect to itself, as of the date



hereof, those representations and warranties cmutan Article 1V of the 1997 Credit Agreement (eptto the extent such representations
and warranties relate solely to an earlier datd)aaiditionally each Borrower represents and wasrastfollows:

(a) The execution, delivery and performance by WaE@&is Amendment and its Notes and the consummatidhe transactions
contemplated by this Amendment are within WCG?pa@ate powers, have been duly authorized by akseary corporate action, do not
contravene (i) WCG?s charter or by-laws, or

(i) law or any contractual restriction binding onaffecting WCG and will not result in or requtfee creation or imposition of any Lien
prohibited by the 1997 Credit Agreement, as ameimeedby. At the time of each borrowing of any Adsamy WCG, such borrowing and
the use of the proceeds of such Advance will bbiw¥VCG?s corporate powers, will have been dulhatized by all necessary corporate
action, will not contravene (i) WCG?s charter oflaws, or

(i) law or any contractual restriction binding onaffecting WCG and will not result in or requtfe creation or imposition of any Lien
prohibited by the 1997 Credit Agreement, as ameieedby.

(b) 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 performanc®yG of this Amendment or its Notes, or the perfanoeof the 1997 Credit Agreement as
amended hereby or the consummation of the tramsectiontemplated by this Amendment and the 199diCAgreement as hereby
amended. At the time of each borrowing of any Adeaby WCG, no authorization or approval or otheéioacby, and no notice to or filing
with, any governmental authority or regulatory badil be required for such borrowing or the usdted proceeds of such Advance.

(c) This Amendment has been duly executed andetelivby WCG. This Amendment and the 1997 CredieAgrent, as amended hereby
the legal, valid and binding obligations of WCG @mekable against WCG in accordance with their teersept as such enforceability may
limited by any applicable bankruptcy, insolven@gmanization, moratorium or similar law affecticrgditors? rights generally and by
general principles of equity. The A Notes of WC®,and when executed the B Notes of WCG will be |#gal, valid and binding
obligations of WCG enforceable against WCG in adaace with their respective terms, except as sofdreeability may be limited by any
applicable bankruptcy, insolvency, reorganizatimoyatorium or similar law affecting creditors? riglyenerally and by general principles of
equity.

(d) The execution, delivery and performance by Waflits Guaranty and the consummation of the traiwmas contemplated by this
Amendment and such Guaranty are within WHD?s caegoowers, have been duly authorized by all nacgs®rporate action, do not
contravene (i) WHD?s charter or by-laws, or

(i) law or any contractual restriction binding on



or affecting WHD and will not result in or requitlee creation or imposition of any Lien prohibitegdthe 1997 Credit Agreement, as amended
hereby.

(e) The Guaranty and this Amendment have each thalgrexecuted and delivered by WHD and each cansttthe legal, valid and binding
obligations of WHD enforceable against WHD in aclzorce with its respective terms, except as sudbregdibility may be limited by any
applicable bankruptcy, insolvency, reorganizatimoyatorium or similar law affecting creditors? riglyenerally and by general principles of

equity.

() No authorization or approval or other action bpd no notice to or filing with, any governmeraathority or regulatory body is required
for the due execution, delivery and performanc®\hD of this Amendment or its Guaranty or the conmation of the transactions
contemplated by this Amendment or its Guaranty.

(g) The execution, delivery and performance by déaafiower other than WCG (such Borrowers the "EngsBorrowers") of this
Amendment and the consummation of the transactiontemplated by this Amendment are within such tthgsBorrower?s corporate or
limited liability company powers, have been dulyremized by all necessary corporate or limitedilighcompany action, do not contravene
(i) such Existing Borrower?s charter, by-laws, anfiation agreement, or (ii) law or any contractestriction binding on or affecting such
Existing Borrower and will not result in or requittee creation or imposition of any Lien prohibiteglthe 1997 Credit Agreement, as amer
hereby.

(h) 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 Existing Borrower of this Amendment or the agnsation of the transactions
contemplated by this Amendment.

(i) This Amendment has been duly executed and eledtv by each Existing Borrower. This Amendmenhéslegal, valid and binding
obligation of each Existing Borrower enforceablaiagt each Existing Borrower in accordance withatss, except as such enforceability
may be limited by any applicable bankruptcy, insoley, reorganization, moratorium or similar laweating creditors? rights generally and
by general principles of equity.

17. The obligation of each Bank to make its inifiglvance to WCG on or after the date hereof is @@rgd on the receipt by the Agent or
before the date of such Advance of the following:



(a) A certificate of the Secretary or an Assisatretary of WCG as to (i) its by-laws and all geswhich have been made, if any, to its
Certificate of Incorporation since the date of ifiedtion of such Certificate delivered pursuantteam (b) below, (ii) resolutions of the Board
of Directors or the Executive Committee thereohthefull force and effect authorizing the borrogim an amount equal to or greater than
$400,000,000 and the execution, delivery and perdmce of such documents, certificates and noteslaother actions necessary to effect
such and (iii) the incumbency and signatures o$¢haf its officers authorized to act with respecthis Amendment;

(b) A copy of the Certificate of Incorporation ofGA&, certified by the Secretary of State of Delavaard attesting to its existence and good
standing;

(c) A certificate of the Secretary or an Assistaatretary of WHD as to (i) its by-laws, (ii) restdms of the Board of Directors or Executive
Committee thereof then in full force and effecthaizing the execution, delivery and performancéhefGuaranty, and (iii) the incumbency
and signatures of those of its officers authoriedct with respect to this Amendment and the Gugra

(d) The A Notes of WCG, duly executed to the omfezach of the respective Banks, substantialljhéeform of Exhibit A-1 to the 1997
Credit Agreement in the aggregate principal amofi$400,000,000;

(e) The Guaranty, duly executed by WHD; and

(f) An opinion of William G. von Glahn, General Quael of TWC, delivered on behalf of WCG and WHD stahbtially in the form of Exhibit
A attached hereto.

18. The 1997 Credit Agreement as hereby amendeetéby ratified and confirmed in all respects. €kecution, delivery and effectiveness
of this Amendment shall not, except as expresslyigded herein, operate as a waiver of any rightyggoor remedy of the Agent or the Banks
under the 1997 Credit Agreement. All referencethéCredit Agreement in any other document, insémtnagreement or writing shall
hereafter be deemed to refer to the 1997 Credieément as amended hereby.

19. The provisions of the 1997 Credit Agreementapacifically amended herein will be interpretecasdo be consistent with this
Amendment; if, however, any discrepancy exists ketwsuch provisions in the 1997 Credit Agreemedtthis Amendment, such
discrepancy shall be resolved in favor of this Adraent.



20. THIS AMENDMENT SHALL BE GOVERNED BY AND CONSTRHED IN ACCORDANCE WITH THE LAWS OF THE STATE OF
NEW YORK, WITHOUT REGARD TO CONFLICT OF LAW PRINCIEES, AND ANY APPLICABLE LAWS OF THE UNITED
STATES OF AMERICA, IN ALL RESPECTS, INCLUDING CONSRUCTION, VALIDITY AND PERFORMANCE.

21. This Amendment shall be effective as of Jan@éry1999 and shall be binding upon the partiestbeand upon their respective
successors, heirs and permitted assigns.

22. This Amendment may be executed in any numbeowfiterparts, all of which taken together shatistibute one and the same instrument,
and any party hereto may execute this Amendmestdning one or more counterparts.
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IN WITNESS WHEREOF, the parties hereto have catissdAmendment to be executed by their respectifieeos thereunto duly
authorized, as of the date first written above.

THE WILLIAMS COMPANIES, INC. TEXAS G AS TRANSMISSION
CORPORA TION

By By:

Name Name:

Title Title:

TRANSCONTINENTAL GAS PIPE LINE WILLIAM S COMMUNICATIONS

CORPORATION GROUP, INC.

By By:

Name Name:

Title Title:

WILLIAMS HOLDINGS OF DELAWARE, WILLIAM S COMMUNICATIONS

INC. SOLUTIO NS, L.L.C.

By By:

Name Name:

Title Title:

NORTHWEST PIPELINE CORPORATION

—|Z @
=+




AGENT:

CITIBANK, N.A., as Agent

By:
Title:
BANKS:
CITIBANK, N.A. CREDIT LYONNAIS NEW YORK BRANCH
By: By:
Title: Title:
BANK OF AMERICA NATIONAL TRUST THE FIR ST NATIONAL BANK OF
AND SAVINGS ASSOCIATION CHICAGO
By: By:
Title: Title:
THE CHASE MANHATTAN BANK BANK OF MONTREAL
By: By:
Title: Title:
CIBC INC. THE BAN K OF NEW YORK
By: By:
Title: Title:
THE BAN K OF NOVA SCOTIA

By:

Title:



BARCLAYS BANK PLC SOCIETE

By: By:

Title: Title:

BANKBOSTON, N.A. WELLS F

By: By:

Title: Title:

THE FUJI BANK, LIMITED, HOUSTON BANK OF
AGENCY

By: By:

Title: Title:

MELLON BANK, N.A. COMMERC
By: By:

Title: Title:

MORGAN GUARANTY TRUST CREDIT
COMPANY OF NEW YORK

By: By:

Title: Title:

ROYAL BANK OF CANADA SUNTRUS
By: By:

Title: Title:

GENERALE, SOUTHWEST AGENCY

AGRICOLE INDOSUEZ



INDUSTRIAL BANK OF JAPAN TRUST
COMPANY

=1
==
D

THE SAKURA BANK, LIMITED

=1
==
D

THE BANK OF TOKYO-MITSUBISHI, LTD.

2
==
D

UBS AG, STAMFORD BRANCH

=1
=5
0]

NATIONS BANK N.A.

By:
Title:



EXHIBIT 4(l)

TRANSCO ENERGY COMPANY

THE WILLIAMS COMPANIES, INC.

and

THE BANK OF NEW YORK

Trustee

FIFTH SUPPLEMENTAL INDENTURE

Dated as of May 1, 1995

Supplementing the Indenture dated as of May 1, 189@mende



FIFTH SUPPLEMENTAL INDENTURE

FIFTH SUPPLEMENTAL INDENTURE (the "Fifth Supplemetindenture"), dated as of May 1, 1995, by andragmbransco Energy
Company, a Delaware corporation ("Transco"), Théigiis Companies, Inc., a Delaware corporation (I/fs"), and The Bank of New
York, a New York banking corporation, as Trustde ({Trustee").

WITNESSETH:

WHEREAS, Transco and the Trustee have enterechiimiodenture dated as of May 1, 1990 (as amendadHinst Supplemental Indenture
dated as of June 20, 1990, a Second Supplemedtaiture dated as of November 29, 1990, a Third Isopmtal Indenture dated as of April
23, 1991 and a Fourth Supplemental Indenture degexrf August 22, 1991, the "Indenture"), pursuanthich Indenture Transco has issued
certain 9 5/8% Notes due 2000, 9 7/8% Debenture20a0, 9 1/2% Notes due 1995, 9 1/8% Notes du8 488 9 3/8% Notes due 2001
(collectively, the "Notes"); and

WHEREAS, Williams desires to assume, pursuant bexetl effective as of the date hereof, all of Teafssobligations in respect of the Notes
in connection with the transfer (the "Transfer")ceftain of Transco's assets to Williams followihg merger of WC Acquisition Corp., a
Delaware corporation and a wholly-owned subsidaryilliams ("Sub"), with and into Transco pursuamtan Agreement and Plan of
Merger dated as of December 12, 1994 by and amoangs@o, Williams and Sub; and

WHEREAS, pursuant to the Transfer, Transco wiligissind transfer to Williams all of the outstandoapital stock of Texas Gas
Transmission Corporation, Transcontinental Gas Pipe Corporation, Transco Gas Marketing Company Bransco Coal Company, each a
Delaware corporation and a wholly-owned subsid@ryransco, such subsidiaries constituting the erigs and assets of Transco
substantially as an entirety; and

WHEREAS, Article Thirteen of the Indenture requijresthe event of a transfer of Transco's propgidied assets substantially as an entirety,
that the successor to such assets expressly aslsysigppl-



mental indenture, certain of Transco's obligationgspect of the Notes.

NOW, THEREFORE, for and in consideration of thenpises and the mutual covenants contained hereiimahe Indenture and for oth
good and valuable consideration, the receipt afftcency of which are hereby acknowledged, Transtfdliams, and the Trustee hereby
agree as follows:

Section 1. Definitions. Capitalized terms which ased but not defined herein shall have the mearasgribed to such terms in the Indent
Section 2. Assumption of Certain Obligations.

(a) Williams hereby expressly assumes (i) the cebunctual payment of the principal of, premiufany, on, interest on, and any
Additional Amounts payable under Section 6.09 ef ittdenture in respect of, the Notes and (ii) tadgrmance of all of the covenants
provided for in the Indenture to be performed osarved by Transco.

(b) Transco and the Trustee hereby acknowledganfilihms shall succeed to, and be substituteddod may exercise every right and po
of, Transco under the Indenture with the same e#sdf Williams had been named therein.

Section 3. Effect of Fifth Supplemental Indentdfeom and after the execution and delivery of thithFSupplemental Indenture, the
Indenture shall be deemed to be modified as h@rewvided, but except as modified hereby, the Inalenshall continue in full force and
effect. The Indenture as modified hereby shalldasly taken and construed as one and the samanesiru

Section 4. Notice. Any notice or communication bg Trustee to Williams is duly given if in writirapd delivered in person or by express
mail service to the address set forth below:

The Williams Companies, Inc. One Williams Centetsay Oklahoma 74172
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Attention: General Counsel

Section 5. Governing Law. This Fifth Supplementaldnture shall be governed by and construed inrdanoe with the laws of the State of
New York (regardless of the laws that might otheengovern under applicable principles of conflaftéaws) as to all matters, includin
without limitation, matters of validity, construati, effect, performance and remedies.

Section 6. Counterparts. This Fifth Supplementdéhture may be executed in any number of countisrpeaich of which; when so executed
and delivered, shall be an original, but such cenparts shall together constitute but one anddheesnstrument.
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IN WITNESS WHEREOF, each of Transco, Williams ahe Trustee has caused this Fifth Supplemental tndeito be executed on its
behalf by its duly authorized officer and has calsg official seal to be impressed hereon andstteby one of its duly authorized officers,

all as of the day and year first above written.

[SEAL] TRANSCO ENERGY COMPANY

/'s/ BOBBY E. POTTS

Name: Bobby E. Potts

Title: Assistant Secretary

Attest

By: /s/ JACK D. MCCARTHY

Name: Jack D. McCarthy
Title: Vice-President

[SEAL] THE WILLIAMS COMPANIES, INC.

/'s/ BOBBY E. POTTS

Name: Bobby E. Potts
Title: Assistant Secretary

[ SEAL]

/sl MARIE E. TRI MBOLI

Name: Marie E. Trinboli
Title: Assistant Treasurer

Attest

By: /s/ JACK D. MCCARTHY

Name: Jack D. M:Carthy
Title: Senior Vice-President
Fi nance and Chi ef
Fi nancial Oficer

THE BANK OF NEW YORK, AS TRUSTEE

Attest

By:/s/ ROBERT F. MCI NTYRE

Name: Robert F. Mcintyre
Title: Assistant Vice President



EXHIBIT 10(ii)(l)

THE WILLIAMS INTERNATIONAL
STOCK PLAN

SECTION 1
PURPOSES AND EFFECTIVE DATE

1.01 Purposes. The objectives of the THE WILLIAMETERNATIONAL STOCK PLAN (the "Plan") are to promotiee long-term financial
success of WILLIAMS INTERNATIONAL COMPANY, INC. (tb "Company") by providing a compensation prograrertable Williams
International to (i) retain employees who are caitito Williams International's success; (ii) reoag and reward employee performance; and
(iii) provide incentives for key employees that aomsistent with The Williams Companies, Inc. ("Ndins") stockholder interests and valu

1.02 Effective Date. The Plan shall become effectis of May 20, 1998.
SECTION 2
DEFINITIONS

2.01 Definitions. In addition to the terms defireddewhere in the Plan, the following terms as uiseéle Plan shall have the following
meanings when used with initial capital letters:

2.01.1 "Affiliate" means any entity, other than Weins International, in which Williams owns, dirlcor indirectly, at least 20 percent of the
combined voting power of all classes of stock afhsantity or at least 20 percent of the ownershiierest in such entity.

2.01.2 "Award" means any Option, Deferred Stockiid#nd Equivalent or any other right or interesatiag to Shares or cash granted under
the Plan.

2.01.3 "Award Agreement” means any written agreentamtract, notice to a Participant or other imstent or document between Williams
International and the Participant evidencing an flva

2.01.4 "Board" means the Board of Directors of fitls.
2.01.5 "CEQO" means the Chief Executive Officer afllams.

2.01.6 "Code" means the Internal Revenue Code &8,18 amended from time to time. References tgamwyision of the Code include
regulations thereunder and successor provisionseandations thereto.

2.01.7 "Deferred Stock" means a right, granted utftieterms of the Plan, to receive Shares atrideoéa specified deferral peric



2.01.8 "Disability" means disability as defined enthe terms of the Williams Consolidated Pensitam Br any successor plan.
2.01.9 "Dividend Equivalent" means a right, granteder the terms of the Plan, to receive paymequialeo dividends paid on Shares.

2.01.10 "Fair Market Value" of a Share means, aangfgiven date, the closing price of a Share ttepldn the table entitled "New York Sto
Exchange Composition Transactions" contained inWadl Street Journal (or an equivalent succesdie tgfor such date or, if no such
closing sales price was reported for such datehfomost recent trading day prior to such datevuich a closing sales price was reported.

2.01.11 "Option" means a right, granted under ¢énms$ of the Plan, to purchase Shares at a sppdifie during specified time periods.

2.01.12 "Participant” means any employee of Wilkdmternational or an Affiliate granted an Awardigfhremains outstanding under the
Plan.

2.01.13 "Person" is as defined in the SecuritieshBrge Act of 1934, as amended.

2.01.14 "Shares" means shares of the Common Sfatklams, $1.00 par value, and such other semgiof Williams or Williams
International as may be substituted or resubstitide Shares under the terms of the Plan.

Definitions of the terms "Change of Control", "Patial Change of Control", "Change of Control PrictRelated Party" and "Voting
Securities" are set forth in Section 9 hereof.

SECTION 3
ADMINISTRATION

3.01 The Plan shall be administered by the CEO.Q®® shall have full and final authority to take fiellowing actions, in each case subject
to, and consistent with, the provisions of the Plan

(i) to designate Participants;
(i) to determine the type or types of Awards togoanted to each Participant;

(iii) to determine the number of Awards to be geahtthe number of Shares or amount of cash to wanichward will relate, the terms and
conditions of any Award (including, but not limitéal any exercise price, grant price or purchagepany limitations or restrictions, any
schedule for or performance conditions relatinthelapse of limitations, forfeiture restrictionsrestrictions on exercisability or
transferability, and accelerations or waivers th&rbased in each case on such considerationg 38D shall determine), and all other
matters to be determined in connection with an Alvar



(iv) to determine whether, to what extent and unvdeat circumstances an Award may be settled ith@exercise price of an Award may be
paid in, cash, Shares, other Awards or other ptgpper an Award may be accelerated, vested, cadctleeited or surrendered,

(v) to determine whether, to what extent and undteat circumstances cash, Shares, other Awards;, ptbperty and other amounts payable
with respect to an Award shall be deferred eith#omatically, at the election of the CEO or at ¢fection of the Participant;

(vi) to prescribe the form of each Award Agreemerttjch need not be identical for each Participant;

(vii) to adopt, amend, suspend, waive and resaieth sules and regulations and approve such agemtsg be deemed necessary or advis
to administer the Plan;

(viii) to correct any defect or supply any omissamreconsider any inconsistency, and to constnaeisterpret the Plan, the rules and
regulations, any Award Agreement or any other imagnt entered into, or relating to, an Award urtterPlan; and

(ix) to make all other decisions and determinatiassnay be required under the terms of the Plas onay be deemed necessary or advisable
for the administration of the Plan.

Any action of the CEO with respect to the Plan Ishalfinal, conclusive and binding on all persansjuding Williams International,

Williams, Affiliates, Participants, any person dhaing rights under the Plan from or through any iBigint, except to the extent the CEO may
subsequently modify, or take further action nobimgistent with, prior action. The express grardmof specific power to the CEO, and the
taking of any action by the CEO, shall not be carest as limiting the power or authority of the CEHbe CEO may delegate to officers or
managers of Williams International or of any Afiile the authority to perform specific functions enthe Plan. Any and all powers,
authorizations or discretions granted by the Riathé CEO shall likewise be exercisable at any tim¢éhe Board of Directors of Williams
International or the board of directors of Williams

SECTION 4
SHARES SUBJECT TO THE PLAN

4.01 Shares Reserved and Available. Subject tesad@nt as provided in Section 8.01 hereof, thd tatamber of Shares reserved and
available for distribution under the Plan shalfive hundred thousand (500,000) Shares.
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For purposes of this Section 4.01, the number af&hto which an Award relates shall be countethagthe number of Shares reserved and
available under the Plan at the time of grant efAlward, unless such number of Shares cannot leendieied at that time in which case the
number of Shares actually distributed pursuaniéoiward shall be counted against the number ofeéSha&served and available under the
Plan at the time of distribution; provided, howeubat Awards related to or retroactively addedtogranted in tandem with, substituted for
or converted into, other Awards shall be countedaircounted against the number of Shares resemnvedvailable under the Plan in
accordance with procedures adopted by the CEO spessure appropriate counting but to avoid doablenting; and, provided further, that
the number of Shares deemed to be issued undBtaghaipon exercise or settlement of an Award sfeteduced by the number of Shares
surrendered by the Participant or withheld by \&itis International in payment of the exercise poice Award and withholding taxes
relating to the Award.

If any Shares to which an Award relates are fagfkibr payment is made to the Participant in thenfof cash or other property other than
Shares, or the Award otherwise terminates witheytpent being made to the Participant in the forSludres, any Shares counted agains
number of Shares reserved and available underl#mewkth respect to such Award shall, to the extdrany such forfeiture, alternative
payment or termination, again be available for Adgaunder the Plan. Any Shares distributed pursioasst Award may consist, in whole ol
part, of authorized and unissued Shares, or ofuirgeShares, including Shares repurchased by Wilimternational or Williams for purpos
of the Plan.

SECTION 5
ELIGIBILITY

5.01 Awards may be granted only to individuals vaine key employees of Williams International or Adfies as may be selected from time
time in the sole and exclusive discretion of theQCE

SECTION 6
SPECIFIC TERMS OF AWARDS

6.01 General. Awards may be granted on the termisanditions set forth in this Section 6. In adiitithe CEO may impose on any Award
or the exercise or settlement thereof, at the ofageant or thereafter (subject to the terms ofti®acl0.01), such additional terms and
conditions, not inconsistent with the provisiongted Plan, as the CEO shall determine, includingserequiring forfeiture of Awards in the
event of termination of employment by the Partioip&xcept as may be required under the Delawaref@eCorporation Law or as provid
in Sections 6.06 or 7.01, Awards shall be grantedd consideration other than prior and futureises.
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6.02 Options. The CEO is authorized to grant Otiom the following terms and conditions:

(i) Exercise Price. The exercise price per Sharetasable under an Option shall be determined &#0O; provided, however, that such
exercise price shall not be less than the Fair Btavlalue of a Share on the date of grant of sudit®@nd in no event shall be less than the
par value of a Share;

(i) Option Term. Subject to the terms of the Péandl any applicable Award Agreement, the term ohe&dption shall be determined by the
CEQO;

(iii) Methods of Exercise. Subject to the termsh# Plan, the CEO shall determine the time or tiateghich an Option may be exercised in
whole or in part, the methods by which such exerpisce shall be paid or deemed paid, and the fdrsuch payment, including, without
limitation, cash, Shares, other outstanding Awardsther property (including notes or other cortitatobligations of Participants to make
payment on a deferred basis, to the extent peminitgdaw).

6.03 Deferred Stock. The CEO is authorized to gisferred Stock on the following terms and condisio

() Issuance and Limitations. Delivery of Sharealsbccur upon expiration of the deferred periodafic for the Award by the CEO. In
addition, an Award of Deferred Stock shall be sabje such limitations as the CEO may impose, whiditations may lapse at the expirat
of the deferral period or at other specified tingeparately or in combination, in installments threowise, as the CEO shall determine at the
time of grant or thereafter. A Participant awarfederred Stock shall have no voting rights and téle no rights to receive dividends in
respect of such Deferred Stock.

(i) Forfeiture. Except as otherwise determinedhmsy CEO, upon termination of employment (as deteeshiunder criteria established by the
CEO) during the applicable deferral period, Deférg&tock that is at the time subject to deferrdhéothan a deferral at the election of the
Participant) shall be forfeited; provided, howewbat the CEO may provide, by rule or regulatiomnoany Award Agreement, that forfeiture
of Deferred Stock may be waived in whole or in pathe event of termination resulting from spesificauses, and the CEO may in other
cases waive in whole or in part the forfeiture ef@red Stock.

6.04 Dividend Equivalents. The CEO is authorizedrant Awards of Dividend Equivalents. Dividend Balents shall confer upon the
Participant rights to receive payments equal terest or dividends, when and if paid, with respea number of Shares determined by the
CEO. The CEO may provide that Dividend Equivalestiall be paid or distributed when accrued or dhalleemed to have been reinveste
additional Shares or additional Awards or otherweiavested.



6.05 Other Stock-Based Awards. The CEO is authdrigebject to limitations under applicable lawgtant such other Awards that are
denominated or payable in, valued in whole or irt pg reference to, or otherwise based on, oredl&n, Shares, as deemed by the CEO to be
consistent with the purposes of the Plan includmithout limitation, Shares awarded which are ndijsct to any restrictions or conditions,
convertible or exchangeable debt securities orrathhts convertible or exchangeable into Sharesais valued by reference to the value of
securities of or the performance of Williams Inggfanal or specified Affiliates, and Awards payaisliéhe securities of Williams Internatiol

or Affiliates. Except as may be provided elsewhweein, Shares granted under this Section 6.05shalurchased for such consideration,
paid for by such methods and in such forms, inclgdivithout limitation, cash, Shares, outstandivga#ds or other property, as the CEO
shall determine, provided, however, that the valuguch consideration shall not be less per st the Fair Market VValue of a Share on
date of grant of such purchase right and in no esfeall be less per share than the par value bbaeS

6.06 Exchange Provisions. The CEO may at any tiffee tbh exchange or buy out any previously gramiegard for a payment in cash, Sha
or another Award, based on such terms and conditigrthe CEO shall determine and communicate tBahticipant at the time that such
offer is made.

SECTION 7
GENERAL TERMS OF AWARDS

7.01 StandAlone, Tandem and Substitute Awards. Awards grantater the Plan may, in the discretion of the CE®granted either alone
in addition to, in tandem with, or in substitutifor, any other Award granted under the Plan orahgr plan of Williams, Williams
International or any Affiliate, subject to the texmof the Plan. If an Award is granted in substitatior another Award or award, the CEO s
require the surrender of such other Award or avimbnsideration for the grant of the new Award.&us granted in addition to or in
tandem with other Awards or awards may be granitbéreat the same time as or at a different timenfthe grant of such other Award or
awards. The exercise price of any Option or thelpase price of any other Award conferring a righptirchase Shares:

(i) granted in substitution for an outstanding Advar award shall either be not less than the Fairlkdgt Value of Shares at the date such
substitute Award is granted or not less than swthMarket Value at that date reduced to refleetRair Market Value of the Award or award
required to be surrendered by the Participant@mdition to receipt of a substitute Award; or

(i) retroactively granted in tandem with an outgtang Award or award shall be either not less tienFair Market Value of Shares at the ¢
of grant of the later Award or the Fair Market Vialat the date of grant of the earlier Award or awar
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7.02 Term of Awards. The term of each Award shalfdr such period as may be determined by the CEO.

7.03 Form of Payment of Awards. Subject to the seofithe Plan and any applicable Award Agreemeayents or substitutions for
payments upon the grant or exercise of any Awarg lbeamade in such forms as the CEO shall deterrminkiding, without limitation, cash,
Deferred Stock, Shares, other Awards of other ptgpand may be made in a single payment or suitistit in installments or on a deferred
basis, in each case in accordance with rules asakgdures established by the CEO. Such rules ameguoes may include, without limitatic
provisions for the payment or crediting of reasdedtterest on installment or deferred paymentthengrant or crediting of Dividend
Equivalents in respect of installment or deferragimpents denominated in Shares. The CEO may alsoitp@rrequire the deferral of any
award payment, subject to rules and proceduresagdm established, which may include provisiongtierpayment or crediting of interest
dividend equivalents, including converting suchdieinto deferred Share equivalents.

7.04 Limitations on Transferability. Awards and ethights under the Plan shall not be transferbpla Participant except by will or the laws
of descent and distribution (or, in the event &f Brarticipant's death, to a designated beneficiang, if exercisable, shall be exercisable
during the lifetime of a Participant only by sucirtipant or such Participant's guardian or legptesentative; provided, however, that
except as otherwise provided by the CEO, Awardsahner rights may be transferred to one or moredter during the lifetime of the
Participant in connection with the Participant®&tsplanning, and may be exercised by such treeeden accordance with the terms of such
Award consistent with the registration of the offed sale of Shares on Form S-8 or Form S-3 or st registration form of the Securities
and Exchange Commission as may then be filed drdtiefe with respect to the Plan, and permittedi®yCEO. Awards and other rights
under the Plan may not be pledged, mortgaged, hgpated, or otherwise encumbered to or in favangfPerson other than Williams,
Williams International or an Affiliate, and shabibe subject to any lien, obligation or liabilitf a Participant or transferee to any Person
other than Williams, Williams International or aAffiliate. If so determined by the CEO, a Partigipanay, in the manner established by the
CEO, designate a beneficiary or beneficiaries tr@se the rights of the Participant, and to rezeiny distribution with respect to any Award
upon the death of the Participant. A transfereagfieiary, guardian, legal representative or ofh@rson claiming any rights under the Plan
from or through any Participant shall be subjedltdhe terms and conditions of the Plan and ampa@ Agreement applicable to such
Participant, except to the extent the Plan and Awareement otherwise provide with respect to deefrsons, and to any additional
restrictions or limitations deemed necessary or@mmate by the CEO.

7.05 Registration and Listing Compliance. Neithali#dns nor Williams International shall be obligatto issue or deliver Shares in
connection with any Award or take any other actioder the Plan in a transaction subject to thestegion requirements of the Securities
of 1933, as amended, or any other federal or seaterities law, any requirement under any listiggeament between Williams and any
national securities exchange or automated quotatietem, or any other law, regulation, or contralctiligation of Williams or Williams
International, until Williams and Williams Internanal are satisfied that such laws, regulationsamdother obligations have been satisfied.
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7.06 Share Certificates. All certificates for Sisagelivered under the terms of the Plan shall bgestito such stop-transfer orders and other
restrictions as the CEO may deem advisable underdéor state securities laws, rules and reguiatibereunder, and the rules of any
national securities exchange or automated quotatietem on which the Shares are listed or quoted. JEO may cause a legend to be pl.
on any such certificates to make appropriate rafaréo such restrictions or limitations that mayapelicable to the Shares. In addition,
during any period in which Awards or Shares argestitio restrictions or limitations under the Parany Award Agreement, or during any
period during which delivery or receipt of an AwandShares has been deferred by the CEO or a iparttcthe CEO may require the
Participant to enter into an agreement providirag tertificates representing Shares issuable nedspursuant to an Award shall remain in
physical custody of Williams International or stRérson as the CEO may designate.

7.07 Performance-Based Awards. The CEO may desigmmgt Award as subject to specified performancaitions. The performance
objectives for an Award shall consist of one or enbusiness criteria and a targeted level or lesgerformance with respect to such criteria,
as specified by the CEO. The levels of performaerqgeired with respect to such business criteria beagxpressed in absolute or relative
levels. Achievement of performance objectives wétbpect to such Awards shall be measured overi@dpefrnot less than one year nor more
than five years, as the CEO may specify. Performaijectives may differ for such Awards to differ@articipants. The CEO shall specify
the weighting to be given to each performance dbjedor purposes of determining the final amouaygble with respect to any such Award.
The CEO may, in the CEQ's discretion, reduce theustof a payout otherwise to be made in conneatiiim an Award subject to this
Section 7.07, but may not exercise discretion togase such amount, and the CEO may consider péinfrrmance criteria in exercising such
discretion. All determinations by the CEO as todlhievement of performance objectives shall beriting. The CEO may not delegate any
responsibility with respect to an Award subjectiis Section 7.07. The CEO also has the discreétiadjust performance objectives to reflect
the impact of acquisitions or dispositions of assetother events that impact targeted levels dbpmance that were not contemplated at the
time the Award was made.

SECTION 8
ADJUSTMENT PROVISIONS

8.01 In the event that the CEO shall determinedhgtdividend or other distribution (whether in foem of cash, Shares, other securities, or
property), recapitalization, forward or reverseckteplit, reorganization, merger, consolidatioritap, spin-off, combination, repurchase,
exchange of Shares or other securities of Williaon®ther similar corporate transactions or evéfecés the Shares such that an adjustment is
determined by the CEO to be appropriate in ord@réwent dilution or enlargement of Participarights under the Plan, then the CEO shall,
in such



manner as deemed equitable, adjust any and &l) éifie number and kind of Shares which may théeeddfe issued in connection with
Awards; (ii) the number and kind of Shares issuedsuable with respect to outstanding Awards), {fiie exercise price, grant price or
purchase price relating to any Award or, if deerappropriate, make provision for a cash payment veifipect to any outstanding Award. In
addition, the CEO is authorized to make adjustmigntise terms and conditions of, and the critemigdiwards in recognition of unusual or
nonrecurring events (including, without limitatieeyents described in this Section) affecting Whiligga Williams International or any Affiliate
or the financial statements of Williams, Williamgérnational or any Affiliate, or in response t@nbes in applicable laws, regulations or
accounting principles.

SECTION 9
CHANGE OF CONTROL PROVISIONS

9.01 Creation and Funding of a Trust. Upon theieraof a Potential Change of Control as define8éation 9.02.2, unless the Board adopts a
resolution within ten business days following tlatedthe Potential Change of Control arises to theetethat such action is not necessary to
secure any payments hereunder, or a Change ofdastdefined in Section 9.02.1, Williams Interoatl shall deposit with the trustee of a
trust for the benefit of Participants monies oresthroperty having a Fair Market Value at leastatti the net present value of cash, Shares
and other property potentially payable or distrétinlé¢ in connection with Awards outstanding at thete. The trust shall be an irrevocable
grantor trust which shall preserve the "unfundedtus of Awards under the Plan, and shall conttieraerms and conditions substantially as
specified for trusts authorized under Williams' éogment agreements with executives.

9.02 Definitions of Certain Terms. For purposethig Section 9, the following definitions, in addit to those set forth in Section 2.01, shall
apply:

9.02.1 "Change of Control" means and will be deetodtave occurred if: (i) any Person, other thatlisivins or a Related Party, is or
becomes the "beneficial owner" (as defined in RiBlé-3 under the Securities Exchange Act of 1934naasnded), directly or indirectly, of
securities of Williams representing 15 percent orerof the total voting power of all the then oatsting Voting Securities; or (ii) a Person,
other than Williams or a Related Party, purchasesteerwise acquires, under a tender offer, séeariepresenting 15 percent or more of the
total voting power of all the then outstanding WigtiSecurities; or (iii) the individuals (a) whoafsthe effective date of the Plan constitute the
Board or (b) who thereafter are elected to the 8aamd whose election, or nomination for electiorthie Board was approved by a vote of at
least two-thirds (2/3) of the directors then stilbffice who either were directors as of the effexdate of the Plan or whose election or
nomination for election was previously so approwase for any reason to constitute a majorityetbfeor (iv) the stockholders of Williams
approve a merger, consolidation, recapitalizatioreorganization of Williams or an acquisition byilN&ms, or consummation of any such
transaction if stockholder approval is not obtajr@tier than any such transaction which
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would result in the Voting Securities outstandimgriediately prior thereto continuing to represeithés by remaining outstanding or by
being converted into voting securities of the suing entity) at least 65 percent of the total vgtpower represented by the Voting Securities
of such surviving entity outstanding immediatelieasuch transaction if the voting rights of eadativg Security relative to the other Voting
Securities were not altered in such transactioify)othe stockholders of Williams approve a plarcofplete liquidation of Williams or an
agreement for the sale or disposition by Williarhalbor substantially all of Williams' assets otliban any such transaction which would
result in a Related Party owning or acquiring mbian 50 percent of the assets owned by Williamseuhately prior to the transaction; or (
the Board adopts a resolution to the effect tH@ahange of Control has occurred or adopts a resoluti the effect that a Potential Change of
Control has arisen and the transaction givingtosguch resolution has been thereafter approvetebgtockholders of Williams or been
consummated if such approval is not sought.

9.02.2 "Potential Change of Control" means and bélideemed to have arisen if: (i) Williams entate an agreement, the consummation of
which would result in the occurrence of a Chang€aftrol; or (i) any Person (including Williamsplicly announces an intention to take
to consider taking actions which if consummated M@onstitute a Change of Control; or

(iii) any Person, other than a Related Party, filith the Securities and Exchange Commission a@dhel 3D pursuant to Rule 13d-1 under
the Securities Exchange Act of 1934 with respeddting Securities; or (iv) any Person, other thditliams or a Related Party, files with the
Federal Trade Commission a notification and refmrh pursuant to the Hart-Scott-Rodino Antitrusiphmvements Act of 1976 with respect
to any Voting Securities or a major portion of #esets of Williams; or (v) the Board adopts a ngsmh to the effect that, for purposes of the
Plan, a Potential Change of Control has arisenot&rial Change of Control will be deemed to camirfi) with respect to an agreement
within the purview of clause "(i)" of the precedisgntence, until the agreement is canceled or tetend; or (ii) with respect to an
announcement within the purview of clause "(ii)'tloé preceding sentence, until the Person makiegmimouncement publicly abandons the
stated intention or fails to act on such intenfiana period of twelve (12) calendar months; dj (iith respect to either the filing of a
Schedule 13D within the purview of clause "(iiif'the preceding sentence or the filing of a nagificn and report form within the purview of
clause "(iv)" of the preceding sentence with respe®oting Securities, until the Person involvadpcly announces that its ownership or
acquisition of the Voting Securities is for investmt purposes only and not for the purpose of sgeki@hange of Control or such Person
disposes of the Voting Securities; or (iv) withgest to any Potential Change of Control until ai@jof Control has occurred or the Board,
on reasonable belief after due investigation, aglaptsolution that the Potential Change of Cotiasl ceased to exist.

9.02.3 "Related Party" means: (i) a majority-owsabsidiary of Williams; or (ii) an employee or gmaf employees of Williams or any
majority-owned subsidiary of Williams; or (iii) austee or other fiduciary holding securities unaieiemployee benefit plan of Williams or
any majority-owned subsidiary of Williams; or (i&)corporation owned directly or indirectly by theakholders of Williams in substantially
the same proportion as their ownership of Votingusities.
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9.02.4 "Voting Securities" means any securitiegdfiams which carry the right to vote generallythre election of directors.
SECTION 10
AMENDMENTS TO AND TERMINATION OF THE PLAN

10.01 The Board or Williams International may amealtér, suspend, discontinue or terminate the Riéimout the consent of Participants;
provided, however, that, without the consent of&iBipant, no amendment, alteration, suspensiggpdtinuation or termination of the Plan
may materially and adversely affect the rightsuafrsParticipant under any Award theretofore gratweslich Participant. The CEO may
waive any conditions or rights under, or ameneirakuspend, discontinue or terminate any Awarcetbére granted, prospectively or
retrospectively; provided, however, that, withdwe tonsent of a Participant, no amendment, altarasuspension, discontinuation or
termination of any Award may materially and advlrsdfect the rights of such Participant under &wyard theretofore granted to such
Participant.

SECTION 11
GENERAL PROVISIONS

11.01 No Rights to Awards. Nothing contained in fi@n shall give any Participant or employee aayntito be granted any Award under the
Plan, nor give rise to any obligation for uniforyndf treatment of Participants and employees.

11.02 Withholding. Williams, Williams International any Affiliate is authorized to withhold from wAward granted or any payment due
under the Plan, including from a distribution ofa®s, amounts of withholding taxes due with resfrean Award, its exercise or any
payment thereunder, and to take such actions aSEkemay deem necessary or advisable to enabléavd] Williams International or any
Affiliate to satisfy obligations for the payment idich taxes. This authority shall include authaidtyvithhold or receive Shares, Awards or
other property, and to make cash payments in régipereof in satisfaction of such tax obligations.

11.03 No Right of Employment. Nothing containedha Plan shall confer, and no grant of an Awardl $leaconstrued as conferring, upon
any Participant any right to continue in the empddyVilliams International or any Affiliate or tmierfere in any way with the right of

Williams International or any Affiliate to termiret Participant's employment at any time or in@easlecrease a Participant's compensatior
from the rate in existence at the time of grantihgn Award.

11.04 Unfunded Status of Awards. The Plan is intentt constitute an "unfunded " plan for incentwel deferred compensation. With
respect to any payments not yet made to a Panticipa

11



pursuant to an Award, nothing contained in the Blaany Award shall give any such Participant a@ghts that are greater than those of a
general creditor of Williams International.

11.05 No Limit on Other Compensatory ArrangemeNtsthing contained in this Plan shall prevent Wit Williams International or an
Affiliate from adopting other or additional compatisn arrangements (which may include, without fation, employment agreements and
arrangements which relate to Awards under the Péarg such arrangements may be either generallicaple or applicable only in specific
cases.

11.06 No Fractional Shares. No fractional Shared bl issued or delivered pursuant to the PlaangrAward. The CEO shall determine
whether cash, other Awards or other property df@issued or paid in lieu of fractional Shares betler such fractional Shares or any rights
thereto shall be forfeited or otherwise eliminated.

11.07 Governing Law. The validity, interpretati@onstruction and effect of the Plan and any rutekragulations relating to the Plan shal
governed by the laws of the State of Delaware apliGable federal laws.

11.08 Severability. If any provision of the Plaroisbecomes or is deemed invalid, illegal or unssdable in any jurisdiction, or would
disqualify the Plan or any Award under any law dedrapplicable by the CEO, such provision shalldrestrued or deemed amended to
conform to applicable laws or if it cannot be constl or deemed amended without, in the determimaticghe CEO, materially altering the
intent of the Plan, it shall be stricken and thea@der of the Plan shall remain in full force affibct.
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Exhibit 10 (iii)(m)

SECURED PROMISSORY NOTE
AND PLEDGE AGREEMENT

$ Date: Tulsa, Oklaho

FOR VALUE RECEIVED, | &Kdr"), promise to pay to the order of THE WILLIAMSOMPANIES, INC.
("Williams"), a Delaware corporation, at its offioce Tulsa, Oklahoma, the principal sum
$ ) plus interest from the date hemetdfe rate hereinafter set forth. Payments ofcjpal and interest due under this Secured
Promissory Note and Pledge Agreement (the "Noted)l e made in lawful money of the United StateAmerica and shall be paid in
accordance with the following terms and conditions:

1. This Note shall mature and the principal amdwareof shall be due and payable in full at theiestrbf:

(@)

(b) Thirty (30) days following Maker's terminatioh employment with Williams or its subsidiaries oy reason; or
(c) Maker's failure to make any payment of printigainterest within fifteen (15) days after suchyment is due.
This Note may be prepaid in full at any time. Notiah prepayments shall be made without the prarsent of the holder of this Note.

2. The unpaid principal amount of this Note outdtag from time to time shall bear interest at ag®num rate of %, as shall be fixed by
Williams after the execution of this Note at a ratgial to the "Minimum Interest Rate". Interestlkba payable on December 31 of each y
provided, however, that at such time as the unparttipal amount of this Note is payable in full,npaid interest accruing to such date also
shall be paid.

3. For purposes of this Note, "Minimum InterestdRathall mean the per annum equivalent of the lovmesrest rate that can be stated as of
the date of this Note under applicable federal imnedax laws (disregarding any de minimis exceptemognized under such laws) without
imputing income to the Maker or creating origiredue discount or its equivalent.

4. For the purpose of securing the payment of threipal of and interest on this Note, Maker ackieniges that this Note shall be deemed a
full recourse Note secured by any and all assetsardhereafter acquired by Maker, and, specificadiaker does hereby pledge, transfer and
deliver a stock certificate to Williams represegtin shares of Williams Common Stock, togethi a stock power endorsed by
Maker in blank. Such certificate shall be registerethe name of Maker and is represented by Makbe owned free and clear of any claims
or liens other than the claim or lien hereby créaed acknowledged. Maker shall retain the votimdj dividend rights to th



Williams Common Stock while the certificate is fretpossession of Williams. In the event of defanller the terms of this Note, Maker does
hereby constitute and appoint the Secretary ofi&ils as the attorney-in-fact of Maker to trandsifer $tock on the books of Williams, with
full power of substitution in the premises. Makaertlier agrees that such stock shall not be releaskidker until all indebtedness, including
both the principal of and interest on this Notes haen paid in full to Williams, except at the dition of Williams, if another stock certifice
that represents other shares of Williams CommonkStavned by Maker is substituted as security. Cohafter the maturity of this Note by
terms, Williams is hereby expressly authorized kgkBst, at any time and from time to time and witlwithout notice, to sell, transfer and
deliver the whole or any part of such stock, eithigpublic or private sale, through any brokertaarsy exchange, whether within or without
the State of Oklahoma, and with or without advertjghe time or place of such sale. Maker furttgreas that, after deducting all costs and
expenses of any such sale, including reasonaldmatt's fees, and after the payment in full ofghiacipal and interest due on this Note, the
balance, if any, of the proceeds of such sale neagpiplied to the payment of any other indebtedwéssh Maker owes to Williams, whether
due or not due, whether direct or contingent, ahdtiver owing individually or in connection with etis not parties hereto. After payment of
all of the aforesaid amounts to Williams, any remvag balance shall be paid to Maker. To the exdeich balance is less than the principal
interest due on this Note, Williams may make clagainst any and all other assets of Maker to thenéxf the payment owed to Williams
under this Note.

5. Annually, in March of each year, the Companylistenduct a review of the adequacy of the collatpiedged hereunder in the form of
Williams Common Stock. If the value of the collateis determined to be less than or equal to thetading balance of the loan, Maker shall
be required to pledge additional Common Stock $tore the collateral to 125 percent of the loamahed or, alternatively, make a cash
payment to the Company to reduce the outstandifzmbea of the loan to equal 80 percent of the vafube collateral. If the value of the
collateral is determined to exceed the outstandaignce of the loan by 50 percent or more, Makeal sle entitled to borrow an additional
sum from the Company up to an amount which, wheleddo the current loan balance, shall equal 86gperof the value of the collateral at
such time.

6. This Note has been executed by Maker to eviddreebligation of Maker to make certain paymeatgdlliams or its assignee. This Note
is subject to all of the terms and conditions otaia stock option agreement(s) between Maker ailtiavds.

7. Subject only to any limitation imposed by apabte law, Maker also agrees to pay all expensekiding reasonable attorneys' fees and
legal expenses, incurred by the holder of this Nottempting to collect any amounts payable hedeuwhich are not paid when due,
whether by acceleration or otherwise.

8. This Note is made under and governed by the tdlse State of Oklahoma, without regard to caenitif laws principles.

9. Maker hereby waives presentment, demand, nofideshonor and protest.



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,

1998 1997 1996 1995 1994

Earnings:
Income from continuing operations
before extraordinary loss and

income taxes $ 257. 0 $ 7049 $ 7584 $ 505.0 $ 3259
Add:

Interest expense--net 484. 5 440.6 410.5 321.8 193.3
Rental expense representative

of interest factor 49. 1 39.5 32.8 325 15.3
Preferred dividends of

subsidiaries - - - 3.7 -
Interest accrued--50% owned

company 6. 2 -- 1.3 30.7 31.7
Minority interest in (income) loss

of consolidated subsidiaries (9. 6) 18.2 1.4 12.3 1.6
Other 22. 4 3.2 6.3 8.0 4.5

Total earnings as adjusted
plus fixed charges $ 809.

()]

$1,206.4 $1,210.7 $ 9140 $ 5723

Combined fixed charges and preferred
stock dividend requirements:

Interest expense--net $ 484.
Capitalized interest 30.
Rental expense representative

of interest factor 49. 1 39.5 32.8 325 15.3
Pretax effect of dividends on

preferred stock of the Company 12. 4 16.1 16.2 18.0 13.1
Pretax effect of dividends on

preferred stock of subsidiaries - - - 5.8 -
Interest accrued--50% owned

company 6. 2 -- 1.3 30.7 31.7

$ 4406 $ 4105 $ 321.8 $ 1933
23.3 8.2 16.2 6.0

o g

Combined fixed charges and
preferred stock dividend
requirements $ 582.

©
©

519.5 $ 469.0 $ 4250 $ 2594

Ratio of earnings to combined
fixed charges and preferred
stock dividend requirements 1.3

©

2.32 2.58 2.15 2.21




PAGE 1 THE WILLIAMS COMPANIES, INC. AFFILIATES EXHI BIT 21

JURISDICTION OF  OWNED BY
INCORPORATION IMMEDIATE

PARENT
Laughton, L.L.C. Delaware 100%
Castle Associates, L.P. Delaware 77.10%
Williams Gas Pipeline Company Delaware 100%
Kern River Acquisition Corporation Delaware 100%
Kern River Gas Transmission Company Texas 100%
Kern River Funding Corporation Delaware 100%
Northwest Pipeline Corporation Delaware 100%
NWP Enterprises, Inc. Delaware 100%
Texas Gas Transmission Corporation Delaware 100%
TGT Enterprises, Inc. Delaware 100%
Transcontinental Gas Pipe Line Corporation Delaware 100%
Cardinal Operating Company Delaware 100%
Cross Bay Operating Company Delaware 100%
Cumberland Operating Company Delaware 100%
Independence Operating Company Delaware 100%
Marsh Resources, Inc. Delaware 100%
Pine Needle Operating Company Delaware 100%
TGPL Enterprises, Inc. Delaware 100%
TRANSCO CROSS BAY COMPANY Delaware 100%
Cross Bay Pipeline Company, L.L.C. Delaware 37.50%
TransCardinal Company Delaware 100%
TransCarolina LNG Company Delaware 100%
TransCumberland Pipeline Company Delaware 100%
Transco Independence Pipeline Company Delaware 100%
WGP Enterprises, Inc. Delaware 100%
Williams Gas Processing - Gulf Coast Company, LP. Delaware 100%
Williams Gas Pipeline - Alliance U.S., Inc. Delaware 100%
Williams Gas Pipelines Central, Inc. Delaware 100%
Williams Storage Company Delaware 100%
Williams Western Pipeline Company Delaware 100%
Kern River Funding Corporation Delaware 100%
Williams Holdings of Delaware, Inc. Delaware 100%
Apco Argentina Inc. Cayman Islands 68.96%
Apco Properties Ltd. Cayman Islands  100%
Beech Grove Processing Company Tennessee 100%
Tennessee Processing Company Delaware 100%
Inland Ports, Inc. Tennessee 100%
Langside Limited Bermuda 100%
MAPCO Petroleum Inc. Delaware 100%

Alaska Blimpie Co-Op, Inc. Oklahoma 100%



PAGE 2 THE WILLIAMS COMPANIES, INC. AFFILIATES EXHI BIT 21

JURISDICTION OF  OWNED BY
INCORPORATION IMMEDIATE

PARENT
MAPCO Gathering & Transportation, L.L.C. Oklahoma 100%
Nationwide Direct Fuel Network, L.L.C. Oklahoma 100%
Valley Towing Service, Inc. Tennessee 100%
Williams Alaska Petroleum, Inc. Alaska 100%
Williams Express, Inc. Alaska 100%
Williams Petroleum Pipeline Systems, Inc. Delaware 100%
Williams Refining, L.L.C. Delaware 100%
Williams TravelCenters, Inc. Delaware 100%
Realco Realty Corp. Delaware 100%
Realco of Crown Center, Inc. Delaware 100%
Realco of San Antonio, Inc. Delaware 100%
The Tennessee Coal Company Delaware 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 Company, Inc. Delaware 100%
Transco P-S Company 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%
WilMart, Inc. Delaware 100%
Williams Acquisition Holding Company, Inc. New Jersey 100%
Agrico Foreign Sales Corporation Guam 100%
Fishhawk Ranch, Inc. Florida 100%
Reserveco Inc. Delaware 15%
Williams Acquisition Holding Company, Inc. (Del) Delaware 100%
Williams Aircraft, Inc. Delaware 100%
ChoiceSeat, L.L.C. Delaware 100%
Volunteer Energy, L.L.C. Delaware 100%
Volunteer-Phoenix Energy, Inc. Ohio 80%
Williams Indonesia, L.L.C. Delaware 100%
Williams International Investments (Cayman) Limited Cayman Islands  100%
AlF Cayman Islands  6.41%
Williams Resource Center, L.L.C. Delaware 100%

Williams Communications Group, Inc. Delaware 100%
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JURISDICTION OF  OWNED BY
INCORPORATION IMMEDIATE

PARENT
Critical Connections, Inc. Delaware 100%
WCS Communications Systems, Inc. Delaware 100%
WCS Microwave Services, Inc. Nevada 100%
Williams Communications, Inc. Delaware 100%
ChoiceSeat, L.L.C. Delaware 100%
Global Access Telecommunications Services (UK), Inc . Delaware 100%
Vyvx of Virginia, Inc. Virginia 100%
Williams Communications Solutions, LLC Delaware 100%
WCS, Inc. Delaware 100%
WilTel Communications Canada, Inc. Ontario 100%
Williams Learning Network, Inc. Delaware 100%
Williams Wireless, Inc. Delaware 100%
Williams Energy Company Delaware 100%
Williams Energy Services Delaware 100%
Longhorn Enterprises of Texas, Inc. Delaware 100%
MAPCO Inc. (DE) Delaware 100%
FleetOne, L.L.C. Delaware 100%
FleetOne Inc. Delaware 100%
FleetOne de Mexico, S.A. de C.V. Mexico 100%
Servicios FleetOne de Mexico, S.A. de C.V. Mexico 100%
Gas Supply, L.L.C. Delaware 100%
MAPCO Alaska Inc. Alaska 100%
MAPCO Canada Inc. Canada 100%
MAPCO Energy Services, L.L.C. Delaware 100%
MAPCO Energy, L.L.C. Delaware 100%
MAPCO Impressions Inc. Oklahoma 100%
MAPCO Inc. (NV) Nevada 100%
MAPCO Indonesia Inc. Delaware 100%
P.T. MAPCO Indonesia Indonesia 100%
MAPCO Minerals Corporation Delaware 100%
MAPCO Supply and Trading, L.L.C. Delaware 100%
TouchStar Technologies, L.L.C. Delaware 100%
Aurex Sp. zo.o Poland 49%
Clean Fueling Technologies, Inc. Texas 100%
ESPAGAS USA, Inc. Delaware 100%
ESPAGAS, S.A. de C.V. Mexico 100%
SERVICIOS DE ESPAGAS, S.A. de C.V. Mexico 100%
TouchStar Europe, B.V. o.i. Netherlands 100%
TouchStar Technologies, Ltd. U.K. 100%
TouchSystems (Australia) Pty. Ltd. Australia 100%
TouchSystems (Pty) Ltd. South Africa 100%
Williams Equities, Inc. Delaware 100%
Williams International Energy, Inc. Delaware 100%
WPX Enterprises, Inc. Delaware 100%
Williams Production - Gulf Coast Company, L.P. Delaware 100%

Williams Distributed Power Services, Inc. Delaware 100%
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JURISDICTION OF  OWNED BY
INCORPORATION IMMEDIATE

PARENT
Williams Energy Group Services, Inc. Delaware 100%
Williams Energy Ventures, Inc. Delaware 100%
Nebraska Energy, L.L.C. Kansas 71%
Wiljet, LLC Arizona 50%
Williams Ethanol Services, Inc. Delaware 100%
Williams Field Services Group, Inc. Delaware 100%
Carbon County UCG, Inc. Delaware 100%
Trans-Jeff Chemical Corporation Delaware 100%
WES - Gas Gathering Company Delaware 100%
WES - Offshore Gathering Company Delaware 100%
WEFS - Pipeline Company Delaware 100%
WEFS - Liquids Company Delaware 100%
HI-BOL Pipeline Company Delaware 100%
WEFS - NGL Pipeline Company, Inc. Delaware 100%
Tri-States NGL Pipeline, L.L.C. Delaware 16.67%
WILPRISE Pipeline Company, L.L.C. Delaware 50%
WEFS - OCS Gathering Co. Delaware 100%
WES - Production Services Company Delaware 100%
WEFS Enterprises, Inc. Delaware 100%
Williams Field Services - Gulf Coast Company, L.P. Delaware 100%
WEFS Fractionation Company Delaware 100%
WFS Management Co. Delaware 100%
Williams CNG Company Delaware 100%
Williams Field Services Company Utah 100%
Williams Gas Processing - Blanco, Inc. Delaware 100%
Williams Gas Processing - Kansas Hugoton Company Delaware 100%
Williams Gas Processing - Mid-Continent Region Comp any Delaware 100%
Williams Gas Processing - Wamsutter Company Delaware 100%
Williams Gas Processing Company Delaware 100%
Williams Power Company Delaware 100%
Williams Merchant Services Company, Inc. Delaware 100%
Williams Energy Marketing & Trading Company Delaware 100%
EnergyVision, LLC Delaware 100%
Excel Energy Technologies, Ltd. Delaware 100%
FT&T, Inc. Delaware 100%
Hazleton Fuel Management Company Delaware 100%
Hazleton Pipeline Company Delaware 100%
TM Cogeneration Company Delaware 100%
Millennium Energy Fund, L.L.C. Delaware 2%
Rio Vista Energy Marketing Company, L.L.C. Delaware 50%
TransNetwork Holding Company Delaware 100%
Williams Energy Network, Inc. Delaware 100%
Transco Energy Marketing Company Delaware 100%
TXG Gas Marketing Company Delaware 100%
Williams Gas Company Delaware 100%

Utility Management Corporation Delaware 100%
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JURISDICTION OF  OWNED BY
INCORPORATION IMMEDIATE

PARENT
Williams Independence Marketing Company Delaware 100%
Williams Pipe Line Company Delaware 100%
WillIBros Terminal Company Delaware 100%
Williams Pipe Line Company of Wisconsin Wisconsin 100%
Williams Terminals Company Delaware 100%
Williams Production Company Delaware 100%
WEFS Gas Resources Company Delaware 100%
Williams Generation Company - Hazleton Delaware 100%
Williams Environmental Services Company Delaware 100%
Williams Exploration Company Delaware 100%
Rainbow Resources, Inc. Colorado 100%
Williams Headquarters Acquisition Company Delaware 100%
Williams Headquarters Building Company Delaware 100%
Garrison, L.L.C. Delaware 100%
Parkco, L.L.C. Oklahoma 50%
Williams Headquarters Building, L.L.C. Delaware 100%
Williams Headquarters Management Company Delaware 100%
Williams Hugoton Compression Services, Inc. Delaware 100%
Williams Information Services Corporation Delaware 100%
Williams International Company Delaware 100%
Williams International Bermuda Limited Bermuda 100%
Williams International Australian Telecom Limited Cayman Islands  100%
Williams International Cusiana-Cupiagua Limited Cayman Islands  100%
Williams International Ecuadorian Ventures Bermuda Limited Bermuda 100%
Williams International El Furrial Limited Cayman Islands  100%
WilPro Energy Services (El Furrial) Limited Cayman Islands 66.67%
Williams International Guara Limited Cayman Islands  100%
WilPro Energy Services (Guara) Limited Cayman Islands  100%
Williams International Investment Ventures (Cayman) Limited Cayman Islands  100%
Williams International Investments (Cayman) Limited Cayman Islands  100%
Williams International Jose Limited Cayman Islands  100%
Williams International Oil & Gas (Venezuela) Limite d Cayman Islands  100%
Williams International Operations (Venezuela) Limit ed Cayman Islands  100%
Williams International Pigap Limited Cayman Islands  100%
WilPro Energy Services (Pigap Il) Limited Cayman Islands 70%
Williams International Pipeline Company Delaware 100%
Williams International Services Company Nevada 100%
Worldwide Services Limited Cayman Islands  100%
Williams International Telecom Limited Cayman Islands  100%
Williams International Telecom. Investments (Cayman ) Limited Cayman Islands  100%
AIF Telecom Fund Cayman Islands  100%
Williams International Ventures Bermuda Ltd. Bermuda 100%
Free Port Terminal Company Limited Bermuda 65%
FPT Marketing Company Limited Bermuda 100%
Transportadora de Gas Zapata Mexico 37%

Williams International Ventures Company Delaware 100%
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JURISDICTION OF  OWNED BY
INCORPORATION IMMEDIATE

PARENT
Powertel Pty Limited Australia 100%
WilTel Communications Pty Limited Australia 100%
Williams Learning Network (UK) Limited England 100%
Williams Learning Center, Inc. Delaware 100%
Williams Midstream Natural Gas Liquids, Inc. Delaware 100%
Williams Natural Gas Liquids, Inc. Delaware 100%
Bayou Black Liquids Pipeline Company Delaware 100%
MAPCO Ammonia Pipeline Inc. Delaware 100%
Mid-America Pipeline Company Delaware 100%
Denali Pipeline Company Alaska 100%
Juarez Pipeline Company Delaware 100%
Rio Grande Pipeline Company - PT Texas 45%
MAPL Investments, Inc. Delaware 100%
Seminole Pipeline Company Delaware 80%
Thermogas Company Delaware 100%
Farmers Thermogas of Southern Kentucky, LLC Kentucky 50%
Shelby Energy Thermogas, L.L.C. Kentucky 50%
Thermogas Energy, LLC Delaware 100%
Clark Energy/Thermogas, L.L.C. Kentucky 50%
Jackson Thermogas Energy, LLC Kentucky 50%
Williams Fertilizer, Inc. Delaware 100%
Williams Gas Energy, Inc. Delaware 100%
Williams West Texas NGL Pipeline Company Delaware 100%
Williams One-Call Services, Inc. Delaware 100%
Williams Pipeline Services Company Delaware 100%
Williams Relocation Management, Inc. Delaware 100%
Williams Sodium Products Company Delaware 100%
American Soda, L.L.P. Colorado 60%
American Soda, L.L.P. No.2 Colorado 60%
Williams Strategic Sourcing, Inc. Delaware 100%
Williams Underground Gas Storage Company Delaware 100%
Kiowa Gas Storage, L.L.C. Delaware 50%
Williams Western Holding Company, Inc. Delaware 100%
Northwest Alaskan Pipeline Company Delaware 100%
Northwest Argentina Corporation Utah 100%
Northwest Border Pipeline Company Delaware 100%
Northern Border Intermediate Limited Partnership Delaware 0.17%
Northern Border Partners, L.P. Delaware 4.38%
Northwest Land Company Delaware 100%
Williams Risk Holdings, L.L.C. Delaware 100%
Williams WPC - |, Inc. Delaware 100%
Williams Risk Management L.L.C. Delaware 100%

Williams WPC - 11, Inc. Delaware 100%



EXHIBIT 23(a)
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-8 oéWilliams Companies, Inc. of our report dated kaby 26, 1999, with respect to the
consolidated financial statements and scheduléhefWilliams Companies, Inc. included in this AnnRa&lport (Form 10-K) for the year
ended December 31, 1998:

Form S-3: Registration No. 333-20929
Registration No. 333-29185
Registration No. 333-66141

Form S-8: Registration No. 33-36770; Registration No. 33-44381;
Registration No. 33-40979; Registration No. 33-45550;
Registration No. 33-43999; Registration No. 33-51539;
Registration No. 33-51543; Registration No. 33-51551;
Registration No. 33-51549; Registration No. 33-51547;
Registration No. 33-51545; Registration No. 33-56521;
Registration No. 33-58671; Registration No. 333-03957;
Registration No. 333-11151; Registration No. 333-40721;
Registration No. 333-33735; Registration No. 333-30095;
Registration No. 333-48945; and Registra tion No. 333-61597.

ERNST & YOUNG LLP

Tulsa, Oklahoma

March 26, 199¢



EXHIBIT 23(b)
INDEPENDENT AUDITORS' CONSENT

We consent to the incorporation by reference irrdggstration statements of The Williams Companies, shown below of our report dated
January 27, 1998 (March 3, 1998, as to Notes 21&rtd the MAPCO Inc. consolidated financial statetapwith respect to the consolidated
financial statements of MAPCO Inc., which reporlitdes explanatory paragraphs relating to certagation to which MAPCO Inc. is a
defendant and the change in its method of accagifbinbusiness process reengineering activitieotdorm to the consensus reached by the
Emerging Issues Task Force in Issue No. 97-13,appein this Annual Report of The Williams Compeasiiinc. on Form 10-K for the year
ended December 31, 1998.

Form S-3:  Registration No. 333-20929
Registration No. 333-29185
Registration No. 333-66141

Form S-8:  Registration No. 33-36770 Registration No. 33-44381
Registration No. 33-40979 Registration No. 33-45550
Registration No. 33-43999 Registration No. 33-51539
Registration No. 33-51543 Registration No. 33-51551
Registration No. 33-51549 Registration No. 33-51547
Registration No. 33-51545 Registration No. 33-56521
Registration No. 33-58671 Registration No. 333-11151
Registration No. 333-03957 Registration No. 333-33735
Registration No. 333-40721 Registration No. 333-48945

Registration No. 333-30095
Registration No. 333-61597

Deloitte & Touche LLP
Tulsa, Oklahoma

March 26, 199¢



Exhibit 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 corporatiotilliams"), does hereby
constitute and appoint WILLIAM G. VON GLAHN, SHAWNA. GEHRES, and REBECCA H. HILBORNE their true dadful attorneys

and each of them (with full power to act without ibthers) their true and lawful attorneys for themmd in their 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 fiscalry@maled December 31, 1998, and any and all amendrtareto or all instruments
necessary or incidental in connection therewitlat an

THAT the undersigned Williams does hereby constiarid appoint WILLIAM G. VON GLAHN, SHAWNA L. GEHRE, and REBECCA
HILBORNE its true and lawful attorneys and eachtham (with full power to act without the others itue and lawful attorney for it and in
its name and on its behalf to sign said Form 1 @ny and all amendments thereto and any andsatliments necessary or incidental in
connection therewith.

Each of said attorneys shall have full power ofssitltion 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 24th day of Janua®@9.

/sl Keith E. Bailey /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 fice
(Principal Executive Oficer)

/sl Gary R Belitz
Gary R Belitz
Controller
(Principal Accounting Oficer)



/sl @enn A Cox

d enn A Cox
Director

/sl WlliamE. Geen

WIlliamE. Geen
Di rector

/sl W R Howel |

W R Howel |
Di rector

/sl Janes C. Lew s

James C. Lewi s

/'s/ Thomas H. Crui kshank

Thomas H. Crui kshank
Di rector

/sl Patricia L. Higgins

Patricia L. Higgins
Di rector

/'s/ Robert J. LaFortune

Robert J. LaFortune
Di rector

/sl Jack A. MacAllister

Jack A. MacAllister

Di rector Di rector
/sl Frank T. Maclnnis /sl Peter C. Meining
Frank T. Maclnnis Peter C. Meinig
Di rector Di rector
/sl Kay A Or /sl Gordon R. Parker
Kay A. O Gordon R. Parker
Di rector Di rector

Joseph H. Wllians
Di rector

THE WILLIAMS COMPANIES, INC.

By /s/ Wlliam G von d ahn

WIlliam G von d ahn
ATTEST: Seni or Vice President

/'s/ Shawna L. Gehres

Shawna L. Cehres
Secretary



I, the undersigned, Shawna L. Gehres, Assistarregey of THE WILLIAMS COMPANIES, INC., a Delawaemmpany (hereinafter called
the "Company"), do hereby certify that at a meetihthe Board of Directors of the Company, dulywemed and held on January 24, 1999, at
which a quorum of said Board was present and athirgughout, the following resolution was duly ateap

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, 1998.

| further certify that the foregoing resolution leawot been modified, revoked or rescinded and fislifiorce and effect.

IN WITNESS WHEREOF, | have hereunto set my handaifided the corporate seal of THE WILLIAMS COMPARS, INC. this 11th day
of March 1999.

/sl Shawna L. Gehres

Shawna L. Cehres
Assi stant Secretary

[CORPORATE SEAL]



ARTICLE 5
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 EXPENSE!
LOSS PROVISION
INTEREST EXPENSE
INCOME PRETAX
INCOME TAX

INCOME CONTINUING
DISCONTINUED
EXTRAORDINARY
CHANGES

NET INCOME

EPS PRIMARY

EPS DILUTED

12 MOS
DEC 31 199
JAN 01 199
DEC 31 199

503,33

0
1,755,201
30,54(
497 47!
3,532,05!
16,225,57
3,620,95.
18,647,31
4,439,18
6,366,37:
0

102,16t

432,25

3,722,941
18,647,31
0
7,658,27:
0
6,843,90
0

39,82

515,13

256,96

110,35:

146,61

(14,300

(4,762
0
127,54¢
28

28



EXHIBIT 99
INDEPENDENT AUDITORS' REPORT
To the Board of Directors and Stockholders of MAP®:

We have audited the consolidated balance shee®®d®f®D Inc. and subsidiaries as of December 31, 1884 the related consolidated
statements of income, changes in stockholderstyeguid cash flows for each of the two years ingagod ended December 31, 1997 (none
of which are presented herein). Our audits alsluded the financial statement schedules listeteat L4(a)2 in the MAPCO Inc. 1997
Annual Report on Form 10-K (not presented herdihgse financial statements and financial statemardules are the responsibility of the
Company's management. Our responsibility is to@sgean opinion on these financial statements aaddial statement schedules based on
our audits.

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

In our opinion, the consolidated financial statetegreferred to above present fairly, in all matenégpects, the financial position of MAPCO
Inc. and subsidiaries at December 31, 1997, ancethéts of their operations and their cash floarssfach of the two years in the period er
December 31, 1997, in conformity with generallyegted accounting principles. Also, in our opinisach financial statement schedules,
when considered in relation to the basic consaidéinancial statements taken as a whole, prea@ht in all material respects the
information set forth therein.

As discussed in Note 16 to the MAPCO Inc. constdiddinancial statements (Note 17 to the consaiddinancial statements of The
Williams Companies, Inc.), MAPCO Inc. is a defendarlitigation relating to an LPG explosion in Apt992, that occurred near an
underground salt dome storage facility located Bganham, Texas.

Effective October 1, 1997, MAPCO Inc. changed ittimd of accounting for business process reengimeactivities to conform to the
consensus reached by the Emerging Issues Task irds=sie No. 97-13.

Deloitte & Touche LLP

Tulsa, Oklahoma

January 27, 1998

(March 3, 1998, as to Notes 2 and 16 to the MAPG® donsolidated financial statements)
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