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DEFINITIONS
We use the following oil and gas measurementsigréport:

Bcfe — means one billion cubic feet of gas equivalextetmined using the ratio of one barrel of oil or
condensate to six thousand cubic feet of natural ga

Bcf/d — means one billion cubic feet per day.

British Thermal Unit or BTU— means a unit of energy needed to raise the textyse of one pound of
water by one degree Fahrenheit.

BBtud — means one billion BTUs per day.
Dekatherms or Dth or Dt— means a unit of energy equal to one million BTUs
Mbbls/d — means one thousand barrels per day.

Mcfe — means one thousand cubic feet of gas equivakeng) the ratio of one barrel of oil or condensate
to six thousand cubic feet of natural gas.

Mdt/d — means one thousand dekatherms per day.
MMcf — means one million cubic feet.
MMcf/d — means one million cubic feet per day.

MMcfe — means one million cubic feet of gas equivalesibg the ratio of one barrel of oil or condensate
to six thousand cubic feet of natural gas.

MMdt — means one million dekatherms or approximately witlion BTUs.

MMdt/d — means one million dekatherms per day.
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PART I

Item 1. Business

In this report, Williams (which includes The Wilires Companies, Inc. and, unless the context otherwis
requires, all of our subsidiaries) is at times mefé to in the first person as “we,” “us” or “ouiVe also sometimes
refer to Williams as the “Company.”

WEBSITE ACCESS TO REPORTS AND OTHER INFORMATION

We file our annual report on Form 10-K, quartedpaorts on Form 10-Q, current reports on Form 8+Kxyp
statements and other documents electronically tétSecurities and Exchange Commission (SEC) uhéer
Securities Exchange Act of 1934, as amended (ExgghAct). You may read and copy any materials trafile
with the SEC at the SEC’s Public Reference Roo#batFifth Street, N.W., Washington, DC 20549. Yoaym
obtain information on the operation of the Publefé@ence Room by calling the SEC at 1-800-SEC-03880. may
also obtain such reports from the SEC'’s Interndisite athttp://www.sec.gov.

Our Internet website isttp://www.williams.comWe make available free of charge on or throughlaternet
website our annual report on Form 10-K, quartegfyorts on Form 10-Q, current reports on Form 8-& an
amendments to those reports filed or furnishedyaunsto Section 13(a) or 15(d) of the Exchangeakcsoon as
reasonably practicable after we electronically $ileh material with, or furnish it to, the SEC. @arporate
Governance Guidelines, Code of Ethics, board cotamitharters and Code of Business Conduct areaestable
on our Internet website. We will also provide, fafecharge, a copy of any of our corporate documébsied above
upon written request to our Secretary at Willia@ege Williams Center, Suite 4700, Tulsa, Oklahom&724

GENERAL

We are a natural gas company originally incorpatateder the laws of the state of Nevada in 1949 and
reincorporated under the laws of the state of Datavin 1987. We were founded in 1908 when two ‘Afitis
brothers began a construction company in Fort SrAitkansas. Today, we primarily find, produce, gatlprocess
and transport natural gas. Our operations are otrated in the Pacific Northwest, Rocky Mountai@sif Coast,
and the Eastern Seaboard.

We continue to use Economic Value Adde@EVA ®) 1as the basis for disciplined decision making arained
use of capital. EVAR is a tool that considers both financial earnings arost of capital in measuring performance.
It is based on the idea that earning profits franeeonomic perspective requires that a companyramisonly all o
its operating expenses but also all of its cajgitats. The two main components of E¥Are net operating profit
after taxes and a charge for the opportunity cbeapital. We derive these amounts by making variadjustments
to our reported results and financial position, Bypdpplying a cost of capital. We look for oppaiities to improve
EVA ®because we believe there is a strong correlatiomgss EVA® improvement and creation of shareholder
value.

Our goal is to create superior sustainable gromtB\A ® and shareholder value. In early 2006, we set some
ambitious three-year goals referred to as our galarefor growth. Our success in achieving the gataa for
growth contributed to our significant accomplishitsein 2007 designed to increase shareholder velokiding:

« As aresult of the sale of substantially all of power assets to Bear Energy LP, a unit of The Bésairns
Companies Inc. (NYSE: BSC) and strong businespednce, our credit ratings were raised to
investment grade

« Continuing to increase our natural gas productimaugh organic growth — natural gas production
increased by 21 percent for the ye

1 Economic Value Adde@l (EVA ®) is a registered trademark of Stern, Stewart & Co.




Table of Contents

« Initiating a $1 billion stock repurchase progrz
« Creating a new pipeli-focused master limited partnership, Williams PipelPartners L.P. (WMz

< Continuing growing our midstreafocused master limited partnership, Williams PagreP. (WPZ), witl
two significant dro-down transaction:

» Successfully executing rate cases on both of ojmmp#peline systems, driving increased earningGas
Pipeline.

Our principal executive offices are located at @¥iliams Center, Tulsa, Oklahoma 74172. Our telepho
number is 918-573-2000.

2007 HIGHLIGHTS

During third-quarter 2007, we formed Williams Pipel Partners L.P. (WMZ) to own and operate natgaal
transportation and storage assets. In January X0B®, completed its initial public offering of 16.28illion
common units at a price of $20.00 per unit. Theamnditers also exercised their option to purchasadditional
1.65 million common units at the same price.

In December 2007, Williams Partners L.P. (WPZ) aeglicertain of our membership interests in Wanesutt
LLC, the limited liability company that owns the Wautter system, from us for $750 million.

In December 2007, we repurchased $213 million 25 percent notes due September 2011 and $22 mifio
8.125 percent notes due March 2012.

On November 28, 2007, Transcontinental Gas Pipe Ciorporation (Transco) filed a formal stipulatimd
agreement with the Federal Energy Regulatory CosionigFERC) resolving all substantive issues im$ca’s
pending 2006 rate case. Final resolution of the case is subject to approval by the FERC.

On November 9, 2007, we closed on the sale of anhatly all of our power business to Bear Eneldy, a
unit of The Bear Stearns Companies, Inc., for $h8@8on, subject to post-closing adjustments. Theeds sold
included tolling contracts, full requirements catts, tolling resales, heat rate options, relatstybs and other
related assets including certain property and softwThis sale reduces the risk and complexityuofowerall
business.

In November 2007, our credit ratings were raiseithtestment grade based on improvements in ouitcred
outlook. As we continue to invest and grow our ratgas businesses, our improved credit ratingpeeted to
provide greater access to capital and more faverdalhh terms. See additional discussion of creditgs in
Managemer's Discussion and Analysis of Financial Condition

In July 2007, our Board of Directors authorized thpurchase of up to $1 billion of our common stdske
intend to purchase shares of our stock from tintée in open-market transactions or through peklenhegotiated
or structured transactions at our discretion, sttliemarket conditions and other factors. Thiglsteepurchase
program does not have an expiration date. Durirfly 2@e repurchased approximately 16 million shéoes
$526 million (including transaction costs) at aerage cost of $33.08 per share.

In April 2007, our Board of Directors approved gukar quarterly dividend of 10 cents per share civheflects
an increase of 11 percent compared to the 9 centshare that we paid in each of the four priortgua and marks
the fourth increase in our dividend since late 2004

On March 30, 2007, the FERC approved the stipuiadiod settlement agreement with respect to thecesste
for Northwest Pipeline GP (Northwest Pipeline) nierly Northwest Pipeline Corporation.

FINANCIAL INFORMATION ABOUT SEGMENTS

See Note 17 of our Notes to Consolidated Finarg8tiaements for information with respect to eachnesg’s
revenues, profits or losses and total assets. $eNfor information with respect to property,miland equipment
for each segment.
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BUSINESS SEGMENTS

Substantially all our operations are conducteduyhoour subsidiaries. To achieve organizational@etating
efficiencies, our activities are primarily operatbdough the following business segments:

» Exploration & Productior— produces, develops and manages natural gas essetimarily located in the
Rocky Mountain and Midzontinent regions of the United States and is casagrof several wholly owne
and partially owned subsidiaries including Williafoduction Company LLC and Williams Production
RMT Company

» Gas Pipeline— includes our interstate natural gas pipelinesgpdline joint venture investments
organized under our wholly owned subsidiary, Wil Gas Pipeline Company, LLC. Gas Pipeline also
includes WMZ, our master limited partnership forme@007.

« Midstream Gas & Liquid— includes our natural gas gathering, treating godessing business and is
comprised of several wholly owned and partially edrsubsidiaries including Williams Field Services
Group LLC and Williams Natural Gas Liquids, Inc.ddtream also includes WPZ, our master limited
partnership formed in 200

» Gas Marketing Services- manages our natural gas commodity risk througbhases, sales and other
related transactions, under our wholly owned suasidVilliams Gas Marketing, Inc

» Other— primarily consists of corporate operations. @#ilso includes our interest in Longhorn Partners
Pipeline, L.P. (Longhorn

This report is organized to reflect this structure.

Detailed discussion of each of our business segnielbws.

Exploration & Production

Our Exploration & Production segment, which is coisgd of several wholly owned and partially owned
subsidiaries, including Williams Production CompamyC and Williams Production RMT Company (RMT),
produces, develops, and manages natural gas reseim@rily located in the Rocky Mountain (primgrillew
Mexico, Wyoming and Colorado) and Mid-Continent (@loma and Texas) regions of the United States. We
specialize in natural gas production from tightdsaand shale formations and coal bed methane essgrihe
Piceance, San Juan, Powder River, Arkoma, Greeer Rivd Fort Worth basins. Over 99 percent of Exgtion &
Production’s domestic reserves are natural gasE@pioration & Production segment also has intéomat oil and
gas interests, which include a 69 percent equigrést in Apco Argentina Inc. (Apco Argentina),@hand gas
exploration and production company with operation&rgentina, and a four percent equity interese@irowayu
S.A., a Venezuelan corporation that is the operaftar 100 percent interest in the La Concepcioglblocated in
Western Venezuela.

Exploration & Production’s primary strategy is tilime its expertise in the development of tighirdg, shale,
and coal bed methane reserves. Exploration & Ptamus current proved undeveloped and probablervese
provide us with strong capital investment oppotiesifor several years into the future. Explora®PRroduction’s
goal is to drill its existing proved undevelopedear/es, which comprise approximately 46 perceproved reserve
and to drill in areas of probable reserves. In tholdli Exploration & Production provides a signifitamount of
equity production that is gathered and/or procebgeaur Midstream facilities in the San Juan basin.

Information for our Exploration & Production segrheelates only to domestic activity unless otheenisted.
We use the terms “gross” to refer to all wells areage in which we have at least a partial worlnbgrest and “net”
to refer to our ownership represented by that wayknterest.
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Gas reserves and wells

The following table summarizes our U.S. natural gaerves as of December 31 (using market prices on
December 31 held constant) for the year indicated:

2007 2006 2005

(Bcfe)
Proved developed natural gas resel 2,25z 1,94 1,64:
Proved undeveloped natural gas rese 1,891 1,75¢ 1,73¢
Total proved natural gas resen 4,14 3,701 3,382

No major discovery or other favorable or adversengéhas caused a significant change in estimatedegarve
since yearend 2007. We have not filed on a recurring bagimeses of our total proved net oil and gas resewigh
any U.S. regulatory authority or agency other ttienDepartment of Energy (DOE) and the SEC. Thienagts
furnished to the DOE have been consistent withetomished to the SEC, although Exploration & Ricithn has
not yet filed any information with respect to iieated total reserves at December 31, 2007, tw#tiDOE. Certai
estimates filed with the DOE may not necessarilglinectly comparable due to special DOE reporteguirements
such as the requirement to report gross operasegves only. In 2006 and 2005 the underlying esétheeserves
for the DOE did not differ by more than five pertéom the underlying estimated reserves utilizeg@rieparing the
estimated reserves reported to the SEC.

Approximately 98 percent of our year-end 2007 Uhiftates proved reserves estimates were auditatn
separate basin by Netherland, Sewell & Assocites (NSAI). When compared on a well-by-well basisme of
our estimates are greater and some are less thastimates of NSAl. However, in the opinion of NSthe
estimates of our proved reserves are in the agtgregasonable by basin and have been preparedondance with
generally accepted petroleum engineering and etiafuprinciples. These principles are set forthhie Standards
Pertaining to the Estimating and Auditing of Oida@as Reserve Information promulgated by the Spoiet
Petroleum Engineers. NSAI is satisfied with ourmoels and procedures in preparing the DecemberQ®Y, @Zserv
estimates and saw nothing of an unusual natureuwbald cause NSAI to take exception with the estasain the
aggregate, as prepared by us. Reserve estimadbstréd properties underlying the Williams Coal i8éaas Royalt
Trust, which comprise approximately two percenvof total U.S. proved reserves, were prepared eiMind
Lents, LTD.

On December 12, 2007, the SEC issued a “ConcepiRel to obtain information about the extent artdnea
of the public’s interest in revising oil and gaserves disclosure requirements which exist in thairent form in
Regulation S-K and Regulation S-X under the Seiegrict of 1933 and the Securities Exchange Adt9#4. The
Commission adopted the current oil and gas resalige®sure requirement between 1978 and 1982 Cimeept
Release is intended to address significant chaingég oil and gas industry. Some commentators kapeessed
concern that the Commission’s rules have not addpteurrent practices and may not provide invastath the
most useful picture of oil and gas reserves pudgimpanies hold. Comments were due to the Commission
February 19, 2008. At this time it is not possitaeletermine what effect changes the SEC may nifa&ey, will
have on our reserve estimates and disclosures.
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Oil and gas properties and reserves by basin

The table below summarizes 2007 activity and resefor each of our areas, with further discussadioding
the table.

Wells Wells Wells Wells Wellhead Proved % of Total

Drilled Drilled Producing Producing Production Reserve: Proved

(Gross) (Operated) (Gross) (Net) (Net Bcfe) (Bcfe) Reserves
Piceance 574 544 2,46 2,29t 197 2,84 69%
San Jual 14€ 47 3,10¢ 821 55 57¢€ 14%
Powder Rivel 637 457 4,831 2,20( 62 413 10%
Mid-Continent 80 63 53¢ 33¢ 17 184 4%
Other 153 1 454 18 3 122 3%
Total 1,59( 1,112 11,40( 5,67: 334 4,147 10(%

Piceance basin

The Piceance basin is located in northwestern @dtwand is our largest area of concentrated demsdop
During 2007 we operated an average of 25 drilligg in the basin. As of December 2007, 14 of thiegewere the
new high efficiency rigs designed to drill up to&2lls from one location. This area has approxifgate/60
undrilled proved locations in inventory. Within $hbasin we own and operate natural gas gatheraigiés
including some 280 miles of gathering lines anaeisded field compression. Approximately 88% of tjaes
gathered is our own equity production. The gathesiystem also includes six processing plants asacagted
treating facilities with a total capacity of 90000®cfd. During 2007, these plants recovered appnakely
54 million gallons of natural gas liquids (NGL’'shieh were marketed separately from the residuerabdgas.

San Juan basin

The San Juan basin is located in northwest New &bexind southwest Colorado.

Powder River basin

The Powder River basin is located in northeast WiggmTrhe Powder River basin includes large aredls wi
multiple coal seam potential, targeting thick doaél methane formations at shallow depths. We haignéficant
inventory of undrilled locations, providing longrte drilling opportunities.

Mid-Continent properties

The Mid-Continent properties are located in thetlseastern Oklahoma portion of the Arkoma basintaed
Barnett Shale in the Fort Worth basin of Texas.

Other properties

Other properties are primarily comprised of int&sés the Green River basin in southwestern Wyormigo
included is exploration activity and other misce#laus activity.

The following table summarizes our leased acreagd ®ecember 31, 2007:

Gross Acres Net Acres

Developec 873,92: 447,82(
Undevelopec 1,211,86! 627,39:
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Operating statistics

We focus on lower-risk development drilling. Ouilldrg success rate was 99 percent in 2007, 20@62805.
The following tables summarize domestic drillingiaty by number and type of well for the periodslicated:

Number of Wells Gross Wells Net Wells
Development
Drilled
2007 1,59( 904
2006 1,78: 954
2005 1,627 867
Successfu
2007 1,581 89¢
2006 1,77( 94¢
2005 1,61¢ 85¢

Because we currently have a low-risk drilling pragrin proven basins, the main component of riskwea
manage is price risk. In February 2007, we entareda five-year unsecured credit agreement wittage banks in
order to reduce margin requirements related tdedging activities as well as lower transactiors fééargin
requirements, if any, under this new facility aspendent on the level of hedging with the banksandatural gas
reserves value. Exploration & Production natural gadges for 2008 domestic natural gas productiosist of
NYMEX fixed price contracts of 70 MMcf/d (whole ygand approximately 397 MMcf/d in regional collgvehole
year). Our natural gas production hedges in 2008isted of 172 MMcf/d in NYMEX fixed price hedgesdaan
additional 271 MMcf/d in NYMEX and basin level calk. A collar is an option contract that sets apya floor
and ceiling for a certain volume of natural gasdgleg decisions are made considering the overdliaiis
commodity risk exposure and are not executed inudgraly by Exploration & Production; there are estpd future
gas purchases for other Williams entities which mvtaken as a net position may offset price risates to
Exploration & Production’s expected future gas sale

The following table summarizes our domestic safesapst information for the years indicated:

2007 2006 2005
Total net production sold (in Bcfi 333.1 274.¢ 223.%
Average production costs including production tagesthousand cubic feet of gas

equivalent (Mcfe) produce $09 $10z $ .92
Average sales price per Mc $492 $524 $6.41
Realized impact of hedging contracts (Lc $ 0.1€ $(0.79 $(1.6)

Acquisitions & divestitures

Through transactions totaling approximately $77ian| Exploration & Production expanded its acreage
position and purchased producing properties irFthié Worth basin in north-central Texas and alguaexied its
acreage position in the Highlands area of the Rimeaasin.

In January 2008, we sold a contractual right tocapction payment on certain future internationaldocarbor
production in Peru for approximately $148 millidkie have received $118 million in cash and $29 arillhas been
placed in escrow subject to certain post-closingd@ons and adjustments. We will recognize a poegain of
approximately $118 million in the first quarter2(08 related to the initial cash received. As altesf the contract
termination, we have no further interests assodiaf¢h the crude oil concession. We had obtainedelinterests
through our acquisition of Barrett Resources Caapon in 2001.
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Other information

In 1993, Exploration & Production conveyed a neifips interest in certain of its properties to ivdliams
Coal Seam Gas Royalty Trust. Substantially alhefproduction attributable to the properties coedetp the trust
was from the Fruitland coal formation and constitltoal seam gas. We subsequently sold trusttonite public
in an underwritten public offering and retained6B91 trust units then representing 36.8 perckatitstanding
trust units. We have previously sold trust unitslma open market, with our last sales in June 288%f
February 1, 2008, we own 789,291 trust units.

International exploration and production interests

We also have investments in international oil aasl ipterests. If combined with our domestic proresgrves,
our international interests would make up approxatya3.6 percent of our total proved reserves.

Gas Pipeline

We own and operate, through Williams Gas Pipelinen@any, LLC (WMZ) and its subsidiaries, a combined
total of approximately 14,200 miles of pipelinegiwa total annual throughput of approximately 2,#@bon British
Thermal Units of natural gas and peak-dajivery capacity of approximately 12 MMdt of g&as Pipeline consis
of Transcontinental Gas Pipe Line Corporation aodiNvest Pipeline GP. Gas Pipeline also holds éstsrin joint
venture interstate and intrastate natural gasipgpslystems including a 50 percent interest in &tgam Natural
Gas System, L.L.C. Gas Pipeline also includes ew master limited partnership, Williams PipelinetRers, L.P.

Transcontinental Gas Pipe Line Corporation (Transco

Transco is an interstate natural gas transportatiompany that owns and operates a 10,300-mile alajas
pipeline system extending from Texas, Louisianasdidisippi and the offshore Gulf of Mexico througla®ama,
Georgia, South Carolina, North Carolina, Virgifidaryland, Pennsylvania, and New Jersey to the Nevk City
metropolitan area. The system serves customersxasiand 11 southeast and Atlantic seaboard statks]ing
major metropolitan areas in Georgia, North Cargliew York, New Jersey, and Pennsylvania.

Pipeline system and customers

At December 31, 2007, Transco’s system had a maimlelivery capacity of approximately 4.7 MMdt of
natural gas per day from its production areasstpiitmary markets. Using its Leidy Line along witlarket-area
storage and transportation capacity, Transco ciweden additional 3.7 MMdt of natural gas per daya system-
wide delivery capacity total of approximately 8.4Mdt of natural gas per day. Transco’s system inesudb
compressor stations, five underground storagediéido liquefied natural gas (LNG) storage fa@hti Compressic
facilities at a sea level-rated capacity total agpnately 1.5 million horsepower.

Transco’s major natural gas transportation custeragr public utilities and municipalities that pid®/service
to residential, commercial, industrial and elecigmeration end users. Shippers on Transco’s systsude public
utilities, municipalities, intrastate pipelinesretit industrial users, electrical generators, gaskaters and produce
One customer accounted for approximately 12 pemafhtansco’s total revenues in 2007. Transcots fir
transportation agreements are generally long-tgmeeaments with various expiration dates and accimurihe
major portion of Transco’s business. Additionallyansco offers storage services and interruptilesportation
services under short-term agreements.

Transco has natural gas storage capacity in fiderground storage fields located on or near itsljpip systen
or market areas and operates three of these stfieddge Transco also has storage capacity in a6 Iskbrage
facility and operates the facility. The total usabhs storage capacity available to Transco amdi®mers in such
underground storage fields and LNG storage faditg through storage service contracts is apprdgimna
216 billion cubic feet of gas. In addition, whotiyvned subsidiaries of Transco operate and hold Ee8&ent
ownership interest in Pine Needle LNG Company, La€ | NG storage facility with 4 billion cubic feet storage
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capacity. Storage capacity permits Transco’s custeno inject gas into storage during the summeradfipeak
periods for delivery during peak winter demand pasi

Transco expansion projects

The pipeline projects listed below were completedrdy 2007 or are future pipeline projects for whige
have customer commitments.

Potomac Expansion Project

In November 2007, we placed into service the PotoExansion Project, an expansion of our existing
natural gas transmission system from receipt pamnisorth Carolina to delivery points in the gredBaltimore
and Washington, D.C. metropolitan areas. The sepbade of the project involving installation of teém
appurtenant facilities will be completed in falld® The capital cost of the project is estimateddo
approximately $88 million.

Leidy to Long Island Expansion Project

In December 2007, we placed into service the L&dyong Island Expansion Project, an expansionuof o
existing natural gas transmission system in Zofreré the Leidy Hub in Pennsylvania to Long Islahw
York. The capital cost of the project is estimaiethe approximately $169 million.

Sentinel Expansion Project

The Sentinel Expansion Project will involve an exgian of our existing natural gas transmissioneyst
from the Leidy Hub in Clinton County, Pennsylvaaiad from the Pleasant Valley interconnection witvE€
Point LNG in Fairfax County, Virginia to variousldery points requested by the shippers under togept.
The capital cost of the project is estimated tajpéo approximately $169 million. Transco planpkace the
project into service in phases, in late 2008 atel2809.

Pascagoula Expansion Project

The Pascagoula Expansion Project will involve thiestruction of a new pipeline to be jointly owneithw
Florida Gas Transmission connecting Transco’s iexjstlobile Bay Lateral to the outlet pipeline opeoposed
liquefied natural gas import terminal in Missisdipfransco$ share of the estimated capital cost of the prig
up to $37 million. Transco plans to place the mbijeto service in mid-2011.

Operating statistics
The following table summarizes transportation datahe Transco system for the periods indicated:
2007 2006 2005

(In trillion British
Thermal Units)

Markei-area deliveries

Long-haul transportatio 83¢ 79t 75&
Marken-area transportatic 87¢ 817 858
Total marke-area deliverie 1,71« 1,61z 1,60¢
Productiol-area transportatic 19C 247 27¢
Total system deliverie 1,90¢ 1,85¢ 1,88¢
Average Daily Transportation Volum 5.2 5.1 5.2
Average Daily Firm Reserved Capac 6.€ 6.€ 6.€

Transco’s facilities are divided into eight ratenes. Five are located in the production area, larektare
located in the market area. Long-haul transpomatiwolves gas that Transco receives in one optbduction-area
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zones and delivers to a market-area zone. Marketfaansportation involves gas that Transco batkives and
delivers within the market-area zones. Producti@aaransportation involves gas that Transco bethives and
delivers within the production-area zones.

Northwest Pipeline GP (Northwest Pipeline)

Northwest Pipeline is an interstate natural gasspartation company that owns and operates a hatasa
pipeline system extending from the San Juan basmoithwestern New Mexico and southwestern Colothdmigh
Colorado, Utah, Wyoming, Idaho, Oregon and Waslingo a point on the Canadian border near Sumas,
Washington. Northwest Pipeline provides servicesriarkets in California, Arizona, New Mexico, Cadolio, Utah,
Nevada, Wyoming, Idaho, Oregon and Washington thirec indirectly through interconnections with ett
pipelines.

Pipeline system and customers

At December 31, 2007, Northwest Pipeline’s systeaving long-term firm transportation agreementiwit
peaking capacity of approximately 3.4 MMdt of nalugas per day, was composed of approximately 39¢& of
mainline and lateral transmission pipelines andrddsmission compressor stations having a comliradevel-
rated capacity of approximately 473,000 horsepower.

Northwest implemented new rates effective JanuaBpQ7 that were approved by FERC. The rate case
settlement established that general system firnsprartation rates on Northwest's system increased $0.30760
to $0.40984 per Dth.

In 2007, Northwest Pipeline served a total of Ja&s$portation and storage customers. Transportation
customers include distribution companies, munidijeal, interstate and intrastate pipelines, gasketars and direct
industrial users. The two largest customers of INeest Pipeline in 2007 accounted for approxima2élyercent
and 11.5 percent, of its total operating revenNesother customer accounted for more than 10 penafddorthwes
Pipeline’s total operating revenues in 2007. NogktPipeline’s firm transportation agreements areeglly long-
term agreements with various expiration dates acdunt for the major portion of Northwest Pipelmé&usiness.
Additionally, Northwest Pipeline offers interruplgband short-term firm transportation service.

As a part of its transportation services, Northvwiptline utilizes underground storage facilitiedJitah and
Washington enabling it to balance daily receiptd deliveries. Northwest Pipeline also owns and ajgsran LNG
storage facility in Washington that provides seevior customers during a few days of extreme demanidese
storage facilities have an aggregate firm delivayacity of approximately 600 million cubic feetgas per day.

Northwest Pipeline expansion projects

The pipeline projects listed below were completedrdy 2007 or are future pipeline projects for whige have
customer commitments.

Jackson Prairie Underground Expansion

The Jackson Prairie Storage Project, connecteatthivest’s transmission system near Chehalis,
Washington, is operated by Puget Sound Energysjuinitly owned by Northwest, Puget Sound Energy an
Avista Corporation. A phased capacity expansiaursently underway and a deliverability expansion i
planned for 2008. Northwest's one-third interesthia project includes 104 MMcf per day of plann€9&
deliverability expansion and approximately 1.2 BEfvorking natural gas storage capacity to be dmed ove
approximately a four year period from 2007 thro@@i0. Northwest’s one-third share of the cost ef th
deliverability expansion is estimated to be $18iornl Northwest's estimated capital cost for thpaeity
expansion component of the new storage servicé.Isiillion, primarily for base natural gas.

Colorado Hub Connection Project

Northwest has proposed installing a new laterabtanect the White River Hub near Meeker, Colorado t
Northwest's mainline near Sand Springs, Coloradus project is referred to as the Colorado Hub
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Connection, or CHC Project. It is estimated thatabnstruction of the CHC Project would cost up to
$53 million and could begin service as early aséwolver 2009.

Parachute Lateral

Northwest placed its Parachute Lateral facilitieservice on May 16, 2007, and began collectingmaes
of approximately $0.87 million per month. The exgian increased capacity by 450 Mdt/d at a cost of
approximately $86 million.

On August 24, 2007, Northwest filed an applicatidgth FERC to amend its certificate of public
convenience and necessity issued for the Parathteeal to allow the transfer of the ownershiptef i
Parachute Lateral facilities to a newly createdtygrParachute Pipeline LLC (Parachute), whichvi;ed by
Midstream through one of its wholly-owned subsidiatVilliams Field Services Company, LLC (Williams
Field Services). This application was approved BIRE on November 15, 2007, and Northwest sold the
Parachute on December 31, 2007. The Parachuteal tdeilities are located in Rio Blanco and Gadiel
counties, Colorado.

As contemplated in the application for amendmeatafhute has leased the facilities back to Northwes
and as a result of the sale has become a Midstsahsidiary. Northwest will continue to operate théilities
under the FERC certificate. When Midstream complétgeWillow Creek Processing Plant, the leasejésuitho
further regulatory approval) will terminate, and&aute will assume full operational control anspansibility
for the Parachute Lateral.

Operating statistics

The following table summarizes volume and capat#ta for the Northwest Pipeline system for thequbsi

indicated:
2007 2006 2005
(In trillion British
Thermal Units)
Total Transportation Volum 757 67€ 67%
Average Daily Transportation Volum 21 1¢ 1.8
Average Daily Reserved Capacity Under Long-TermeBaism Contracts, excluding peak
capacity 25 25 25
Average Daily Reserved Capacity Under S-Term Firm Contracts(1 .8 .9 .8

(1) Consists primarily of additional capacity createahi time to time through the installation of neweipt or
delivery points or the segmentation of existingmtiae capacity. Such capacity is generally marketed
shor-term firm basis, because it does not involve thestroiction of additional mainline capaci

Gulfstream Natural Gas System, L.L.C. (Gulfstream)

Gulfstream is a natural gas pipeline system extgnftom the Mobile Bay area in Alabama to markats i
Florida. Gas Pipeline and Spectra Energy (formlenipwn as Duke Energy), through their respectivesslidries,
each holds a 50 percent ownership interest in @e#m and provides operating services for Gulfstreat
December 31, 2007, our equity investment in Gudeaim was $439 million.

Gulfstream expansion projects

Gulfstream has entered into a precedent agreemdrd eelated firm transportation service agreemarguant
to which, subject to the receipt of all necessagutatory approvals and other conditions precettemein,
Gulfstream intends to extend the pipeline systetim $outh Florida and fully subscribe the remaird$ Mdt/d of
firm capacity on the existing pipeline system dorgg-term basis. The estimated capital cost of higect is
anticipated to be up to approximately $130 milliafith Gas Pipeline’s share being 50 percent of suosts.
Gulfstream also has executed a precedent agreemetat related firm transportation service agreemperguant to
which, subject to the receipt of all necessary la&guy approvals and other conditions precedentiheit intends t
construct and fully subscribe on a long-term b#ssfirst incremental expansion of
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Gulfstream’s mainline capacity, increasing the entmainline capacity of 1.1 MMdt/d to 1.255 MMdt/the
estimated capital cost of this expansion is ardigig to be up to approximately $153 million, witas®ipeline’s
share being 50 percent of such costs. No significexnease in operations personnel is expectedesudt of these
two projects.

Williams Pipeline Partners L.P

WMZ was formed to own and operate natural gas pamation and storage assets. We currently own
approximately 45.7 percent limited partnershiprest and a 2 percent general partner interest irA\MMMZ
provides us with lower cost of capital that is exted to enable growth of our Gas Pipeline busingddZ also
creates a vehicle to monetize our qualifying as&ish transactions, which are subject to approyahe boards of
directors of Williams and WMZ's general partnettpal us to retain control of the assets throughawnership
interest in WMZ. A subsidiary of ours serves asdgbaeral partner of WMZ. The initial asset of WMZai
35 percent interest in Northwest Pipeline.

Midstream Gas & Liquids

Our Midstream segment, one of the nation’s larga#iiral gas gatherers and processors, has prireanigs
areas concentrated in the major producing basi@oliarado, New Mexico, Wyoming, the Gulf of Mexico,
Venezuela and western Canada. Midstream’s primasinbsses — natural gas gathering, treating, amcepsing;
NGL fractionation, storage and transportation; aitdransportatior— fall within the middle of the process of
taking natural gas and crude oil from the wellh&gathe consumer. NGLs, ethylene and propylene are
extracted/produced at our plants, including ouratizgan and Gulf Coast olefins plants. These prodaretsised
primarily for the manufacture of plastics, hometivepand refinery feedstock.

Although most of our gas services are performedifeolumetric-based fee, a portion of our gas psicg
contracts are commodity-based and include twordistypes of commodity exposure. The first typdudes “Keep
Whole” processing contracts whereby we own the righteeosalue from NGLs recovered at our plants and Hias
obligation to replace the lost heating value wigttunal gas. Under these contracts, we are exposthe spread
between NGLs and natural gas prices. The secomddypsists of “Percent of Liquids” contracts wherale
receive a portion of the extracted liquids withdiect exposure to the price of natural gas. Utidese contracts, \
are only exposed to NGL price movements.

Our Canadian and Gulf Liquids olefin facilities lrasommodity price exposure. In Canada, we are exptis
the spread between the price for natural gas andl#finic products we produce. In the Gulf Coast, feedstock
for the ethane cracker is ethane and propaneresult, we are exposed to the price spread betetame and
propane and ethylene and propylene. In the Guls€e& also purchase refinery grade propylene audiénate it
into polymer grade propylene and propane; as dtresuare exposed to the price spread between those
commodities.

Key variables for our business will continue to be:

* retaining and attracting customers by continuingravide reliable service

* revenue growth associated with additional infrattrite either completed or currently under constoug
« disciplined growth in our core service are

« prices impacting our commod-based processing and olefin activiti

Gathering and processing

We own and/or operate domestic gas gathering avakpsing assets primarily within the western states
Wyoming, Colorado and New Mexico, and the onshaaffshore shelf and deepwater areas in and arthnd
Gulf Coast states of Texas, Louisiana, Mississipyul Alabama. These assets consist of approxim@féd0 miles
of gathering pipelines, nine processing plants (@ar¢ially owned) and five natural gas treatingnpdawith a
combined daily inlet capacity of nearly 6.5 billioabic feet per day. Some of these assets are othnaagh our
interest in WPZ (see William Partners L.P. sechefow).
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Geographically, our Midstream natural gas assetpasitioned to maximize commercial and operational
synergies with our other assets. For example, ofastir offshore gathering and processing asseislatind proce:
or condition natural gas supplies delivered toTthensco pipeline. Also, our gathering and proces&cilities in the
San Juan Basin handle about 85 percent of our Eatiida & Production group’s wellhead productiorthis basin.
Both our San Juan Basin and Southwest Wyoming stieliver gas volumes into Northwest Pipelinetstistate
system in addition to third party interstate system

Included in the natural gas assets listed abovéharassets of Discovery Producer Services LLCitnd
subsidiary Discovery Gas Transmission Services [IDiScovery). WPZ owns a partial interest in Discgvand we
operate its facilities. Discovery’s assets incladgyogenic natural gas processing plant near katosuisiana, a
natural gas liquids fractionator plant near Parddisiisiana and an offshore natural gas gathenmta@nsportation
system in the Gulf of Mexico.

In addition to these natural gas assets, we owropathte three crude oil pipelines totaling apprately
310 miles with a capacity of more than 300,000ddanper day. This includes our Mountaineer, Alpanel BANJO
crude oil pipeline systems in the deepwater Gu¥ekico.

The BANJO oil pipeline and Seahawk gas pipelineparallel and deliver production across two produce
owned spar-type floating production systems fromAnadarko Petroleum Corporation (Anadarko) operate
Boomvang and Nansen field areas in the western @Wlfexico. These pipelines were placed in seriic2002.

Our 18 inch oil pipeline, Alpine, which became agérnal in 2003, is our second western gulf cruitle o
pipeline. The pipeline extends 96 miles from GarBanks Block 668 in the central Gulf of Mexico toro
shallow-water platform at Galveston Area Block A2B#om this platform, the oil is delivered onshtreough
ExxonMobil's Hoover Offshore Oil Pipeline Systemdan a joint tariff agreement. This production isniiog from
the Gunnison field, which is located in 3,150 fetvater and operated by Anadarko.

Our Devils Tower floating production system andoassted pipelines were placed in service in 2004ially
built to serve the Devils Tower field, the floatipgoduction system is located in Mississippi Canock 773,
approximately 150 miles south-southwest of Moblmbama. During the fourth quarter of 2005, thefplan’s
service expanded to include tie-backs of produdtiom the Triton and Goldfinger fields in addititmthe host
Devils Tower field. Construction is currently undeiy to add topside capacity for the recently dadit®8ass Lite
gas discovery. Full field production from Bass ligeexpected mid-year 2008. Located in 5,610 féetater, it is
the world’s deepest dry tree spar. The platformictvirs operated by ENI Petroleum on our behal€aigable of
producing 60 MMcf/d of natural gas and 60 Mbblsfadih

The Devils Tower project includes gas and oil giped. The 139-mile Canyon Chief gas pipeline caasit
18-inch diameter pipe. The 155-mile Mountaineep@kline is a combination of 18- and 20-inch digangipe.
The gas is delivered into Transco’s pipeline, arat@ssed at our Mobile Bay plant to recover the BIQlhe oil is
transported to ChevronTexaco’s Empire TerminallagBemines Parish, Louisiana. These associatetinapere
significantly oversized relative to the Devils Tavepar top-side capacity.

Gulf Coast petrochemical and olefins

We own a 10/12 interest in and are the operatoarfiogthane cracker at Geismar, Louisiana, witha to
production capacity of 1.3 billion pounds per yetethylene. In July 2007, we exercised our rigtirst refusal to
acquire BASF's 5/12" ownership interest in the Geismar olefins facilitinging our ownership position up to the
current 10/12 interest. We also own an ethane ippalystem and a propylene splitter and its relpipdline system
in Louisiana.

Canada

Our Canadian operations include an olefin liquixisaetion plant located near Ft. McMurray, Albeatad an
olefin fractionation facility near Edmonton, AlbartOur facilities extract olefinic liquids from tléf-gas produced
from third party oil sands bitumen upgrading anehtfractionate, treat, store, terminal and sellptupane,
propylene, butane and condensate recovered franptbtess. We continue to be the only olefins ivaetor in
Western Canada and the only treater-processof s&ois upgrader off-gas. These operations extedable
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petrochemical feedstocks from upgrader off-gasasteallowing the upgraders to burn cleaner nagaslstreams
and reduce overall air emissions. The extractiamiphas processing capacity in excess of 100 MMitld the
ability to recover in excess of 15 Mbbls/d of ateéind NGL products.

Venezuela

Our Venezuelan investments involve gas compressiongas processing and natural gas liquids freatiiom
operations. We own controlling interests and oetlatee gas compressor facilities which provideghiy
70 percent of the gas injections in eastern Veraziidese facilities help stabilize the reservoid @nhance the
recovery of crude oil by re-injecting natural gasigh pressures. We also own a 49.25 percentesitén two
400 MMcf/d natural gas liquids extraction plant§000 barrels per day natural gas liquids fraetimn plant and
associated storage and refrigeration facilities.

Other

We own interests in and/or operate NGL fractiormratiod storage assets. These assets include tviallpart
owned NGL fractionation facilities near Conway, Isas and Baton Rouge, Louisiana that have a combarzatity
in excess of 167,000 barrels per day. We also gypnoximately 20 million barrels of NGL storage ceipain
central Kansas. Some of these assets are ownadjthowr interest in WPZ.

We also own a 14.6% interest in Aux Sable Liquidd®icts and its Channahon, lllinois gas processingNGL
fractionation facility near Chicago. The facility ¢éapable of processing up to 2.1 Bcf/d of natgaal from the
Alliance Pipeline system and fractionating apprcadtiety 87,000 barrels per day of extracted liquide NGL
products.

Williams Partners L.P (WP2Z2)

WPZ was formed to engage in the business of gattpetriansporting and processing natural gas and
fractionating and storing NGLs. We currently owmpapximately a 21.6 percent limited partnershipriest and a
2 percent general partner interest in WPZ. WPZ igess/us with lower cost of capital that is expedtednable
growth of our Midstream business. WPZ also createshicle to monetize our qualifying assets. Suaghsactions,
which are subject to approval by the boards ofotines of both Williams and WPZ's general partndgva us to
retain control of the assets through our ownerstigrest in WPZ.

WPZ's asset portfolio at its initial public offegrin 2005 consisted of a 40 percent interest ic@isry, the
Carbonate Trend gathering pipeline, three integr&t€L storage facilities near Conway, Kansas aB€@l percent
interest in an NGL fractionator near Conway, Kansas

During 2006, WPZ acquired Williams Four Corners.Wwhich owns a 3,500-mile natural gas gathering
system in the San Juan Basin in New Mexico and i@dimwith capacity of nearly 2 Bcf/d; the Ignacatural gas
processing plant in Colorado and the Kutz and Lgknoeatural gas processing plants in New Mexico clitiave a
combined processing capacity of 760 MMcf/d; andNhkagro and Esperanza natural gas treating plianew
Mexico, which are designed to remove carbon diokide up to 750 MMcf of natural gas per day.

In June 2007, WPZ acquired an additional 20 pericgetest in Discovery. WPZ now owns a 60 percetdres
in the Discovery gathering, transportation, procesand NGL fractionation system, the remaindewbich is
owned by third parties.

In December 2007, WPZ acquired certain ownershgrésts in Wamsutter LLC from us for $750 million.
Wamsutter LLC owns a 1,700 mile natural gas gatigesiystem in the Washakie Basin in south-centrabiiing
and the Echo Springs natural gas processing piadtvieetwater County, Wyoming.

Expansion projects
Gathering and processing — west

During the first quarter of 2007, we completed ¢nngion at our existing gas processing compleated near
Opal, Wyoming, to add a fifth cryogenic gas prog&ssrain capable of processing up to 350 MMcf/d,
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bringing total Opal capacity to approximately 1.&/@. This plant expansion increased Opal’s praogssapacity
by more than 30 percent and became operationaigithe first quarter.

In the first quarter of 2007, we also announcedpla construct and operate the Willow Creek fgcdi
450 MMcf/d natural gas processing plant in the &e Basin of western Colorado, where Exploratimh a
Production has its most significant volume of natgas production, reserves and development actiitploration
and Production’s existing Piceance Basin procegdimgts are primarily designed to condition theuratgas to
meet quality specifications for pipeline transmossinot to maximize the extraction of NGLs. We ectjihe new
Willow Creek facility to recover 25,000 barrels mery of NGLs at startup, which is expected to béhethird
quarter of 2009.

In December 2007, Midstream purchased the Paratlatéeal system from Gas Pipeline. The system3s.6-
mile expansion, originally placed in service by @gselines in May 2007, and provides capacity df #&lt/d
through a 30-inch diameter line, transporting nesigas from the Piceance basin to the GreasewobdrHu
northwest Colorado. The Willow Creek facility wéltraddle the Parachute Lateral pipeline and widtpss gas
flowing through the pipeline. In an arrangementrapgpd by the FERC, Midstream will lease the pipelio Gas
Pipeline, who will continue to operate the pipelurgil completion of a planned FERC abandonmeintdil

In addition, Midstream acquired an existing natgasd pipeline from Gas Pipeline, and has beguptheess c
converting it from natural gas to NGL service andstructing additional pipeline to create a pipelatternative for
NGLs currently being transported by truck from Eoration & Productio’s existing Piceance basin processing
plants to a major NGL transportation pipeline syste

In 2006, we entered into an agreement to develappigeline capacity for transporting NGLs from puation
areas in southwestern Wyoming to central Kansas.other party to the agreement reimbursed us ér th
development costs we had incurred for the proppgegline and acquired 99 percent of the pipelimavin as
Overland Pass Pipeline Company, LLC. We retainggarcent interest and have the option to increase
ownership to 50 percent and become the operatbinatiivo years of the pipeline becoming operatioB&hrt-up is
planned for mid-2008. Additionally, we have agréededicate our equity NGL volumes from our two Whing
plants and the new Willow Creek facility for tramspunder a long-term shipping agreement. The teapgesent
significant savings compared with the existingftamnd other alternatives considered.

Gathering and processing — deepwater projects

The deepwater Gulf continues to be an attractieavtdr area for our Midstream business. Since 19@/hawve
invested almost $1.3 billion in new midstream assethe Gulf of Mexico. These facilities provideth onshore ar
offshore services through pipelines, platforms pratessing plants. The new facilities could al$aat incremente
gas volumes to Transco’s pipeline system in theh&@astern United States.

During 2007, we have continued construction aééigsibn the Perdido Norte project which includesaoill gas
lines that would expand the scale of our existirfgaistructure in the western deepwater of the GuMexico. In
addition, we completed agreements with certain peeds to provide gathering, processing and tramaion
services over the life of the reserves. We alsenitito expand our onshore Markham gas processiiligyfao
adequately serve this new gas production. The sédle project has increased to include additiqiaeline and
more efficient processing capacity and is now et to cost approximately $560 million and torbsérvice in
the third quarter of 2009.

Chevron and Anadarko are dedicating to us the pah®f production from their current and futureresship
in a defined area surrounding the Blind Faith disey in the deepwater Gulf of Mexico. To accommedat
production from the Blind Faith acreage and theaurding blocks, we have agreed to extend our Qagraef anc
Mountaineer pipelines to the produaawned floating production facility. We expect toskahe extensions ready
service in the second quarter of 2008. The appratdin $250 million project will facilitate a 37-mailextension of
each pipeline. The agreement also creates opptesifor us to move natural gas from the Blind frdiscovery
through our Mobile Bay, Alabama, processing plantt aur Transco and Gulfstream interstate pipelstemns.
Recovered NGLs from Blind Faith also could be fi@tated at our facilities in Baton Rouge or Parad@lisiana.
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Customers and operations

Our domestic gas gathering and processing custamnergenerally natural gas producers who have grove
and/or producing natural gas fields in the areasoauding our infrastructure. During 2007, theseragions
gathered and processed gas for approximately 24 §ahering and processing customers. Our top tateering
and processing customers accounted for about £&mpeof our domestic gathering and processing rtexe@ur
gathering and processing agreements are genevallyterm agreements.

In addition to our gathering and processing openatiwe market NGLs and petrochemical productswide
range of users in the energy and petrochemicabinés. We provide these products to third pafties the
production at our domestic facilities. The majonfydomestic sales are based on supply contradessthan one
year in duration. The production from our Canadamwilities is marketed in Canada and in the Unib¢ates

Our Venezuelan assets were constructed and amentlyroperated for the exclusive benefit of Pewélde
Venezuela S.A under long-term contracts. Theséfgignt contracts have a remaining term betweearid
14 years and our revenues are based on a comhimditicxed capital payments, throughput volumesi,an the
case of one of the gas compression facilities,ramim throughput guarantee. The Venezuelan govarhhas
continued its public criticism of U.S. economic agalitical policy, has implemented unilateral chasgo existing
energy related contracts, and continues to pubtielsiare that additional energy contracts will béaterally
amended and privately held assets will be exprtgatjisescalating our concern regarding politicdd nisVenezuela.

Operating statistics
The following table summarizes our significant gierg statistics for Midstream:

2007 2006 2005

Volumes(1):

Domestic Gathering (trillion British Thermal Unil 1,04t 1,181 1,25:¢
Domestic Natural Gas Liquid Production (Mbbls/d) 162 152 144
Crude Oil Gathering (Mbbls/d)( 80 86 88

Processing Volumes (trillion British Thermal Uni 937 833 721

(1) Excludes volumes associated with partially ownestssthat are not consolidated for financial répgrt
purposes

(2) Annual Average Mbbls/i

Gas Marketing Services

Gas Marketing Services primarily supports our retgas businesses by providing marketing and risk
management services, which include marketing addihg the gas produced by Exploration & Productandg
procuring fuel and shrink gas and hedging natuaallguids sales for Midstream. In addition, Gagiéting
manages various natural gas-related contractsasittansportation, storage, and related hedgegranities
services to third-parties, such as producers.

Gas Marketing Services’ natural gas sales voluinekjding sales volumes to other segments, wer@&ef/l,
2.1 Bcf/d and 2.1 Bcf/d for the years ending Decengi, 2007, 2006 and 2005, respectively. Gas Miake
Services’ natural gas purchase volumes, includirghmses from other segments, were 2.4 Bcf/d, 2&IBnd 2.2
Bcf/d for the same periods.

As of December 31, 2007, Gas Marketing Servicesapasoximately 159 customers compared with
approximately 163 customers at the end of 2006.

Our Exploration and Production and Midstream segmeray execute commaodity hedges with Gas Marketing
Services. In turn, Gas Marketing Services may etescfisetting derivative contracts with unrelathitd parties.
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As a result of the sale of a substantial portionwfPower business in the fourth quarter of 2@as
Marketing Services also is responsible for centamaining legacy natural gas contracts and positidre intend to
liquidate a substantial portion of these legacytiamts. During 2007, we substantially reduced therall legacy
positions remaining. Until such legacy positions kguidated, segment results may experience markrarket
volatility from commodity-based derivatives thapresent economic hedges but are not designateedae$ for
accounting purposes or do not qualify for hedgeanting. However, this mark-to-market volatilityagpected to
be significantly reduced compared to previous level

Other

At December 31, 2007, we owned approximately 98r8gnt of the Class B Interests in Longhorn Pastner
Pipeline LP (Longhorn), which owned a refined pletnon products pipeline from Houston, Texas to Ed®d exas.
The Class B Interests are preferred interestsuhdrslinate to other preferred interests, and timengon interests a
subordinate to both. It is uncertain whether we @ukr receive any payments related to our Clabgdests or our
common interests, however any such amounts refatdebse interests were fully impaired in 2005, altionly be
recognized as income when received.

We continue to receive payments associated witR®& transfer of the First Amended and Restatpdlife
Operating Services Agreement to a third party. ifamagement of Longhorn completed an installmeet aiihe
pipeline during the third quarter of 2006. The s#léhe pipeline did not impact these ongoing paytaevhich are
recognized as income when received.

Additional Business Segment Information

Our ongoing business segments are accounted fmmaimuing operations in the accompanying financial
statements and notes to financial statements iadlid Part I1.

Operations related to certain assets in “Discoetin@perations” have been reclassified from thatitional
business segment to “Discontinued Operations” énatcompanying financial statements and notesiéméiial
statements included in Part II.

Our corporate parent company performs certain nemagt, legal, financial, tax, consultative, infotina
technology, administrative and other services farsubsidiaries.

Our corporate parent company'’s principal sourcesash are from external financings, dividends ahdaces
from our subsidiaries, investments, payments biglidries for services rendered, sales of mastngship units
to the public, interest payments from subsidiatiesash advances and net proceeds from assetHadeamount of
dividends available to us from subsidiaries largidpends upon each subsidiary’s earnings and ampgpital
requirements. The terms of certain of our subsiegaborrowing arrangements limit the transferufds to our
corporate parent.

We believe that we have adequate sources and laigylaf raw materials and commodities for exigfiand
anticipated business needs. In support of our gresgnmodity activities, primarily conducted throuGlas
Marketing Services, our counterparties requireoyzrovide various forms of credit support such asgm, adequa
assurance amounts and pre-payments for gas suppliepipeline systems are all regulated in variwags
resulting in the financial return on the investnsemade in the systems being limited to standardsified by the
regulatory agencies. Each of the pipeline systemssoingoing capital requirements for efficiency arahdatory
improvements, with expansion opportunities alsaessitating periodic capital outlays.

REGULATORY MATTERS

Exploration & Production. Our Exploration & Production business is subjeotarious federal, state and local
laws and regulations on taxation and payment ddltms, and the development, production and margedf oil and
gas, and environmental and safety matters. Mang &wd regulations require drilling permits and gavée
spacing of wells, rates of production, water disgeaprevention of waste and other matters. Sueh &nd
regulations have increased the costs of planniegigding, drilling, installing, operating and abanthg our oil
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and gas wells and other facilities. In additioresth laws and regulations, and any others thateesseg by the
jurisdictions where we have production, could lithié total number of wells drilled or the allowabpi®duction
from successful wells, which could limit our resesv

Gas Pipeline. Gas Pipelines interstate transmission and storage activitiesabject to FERC regulation un
the Natural Gas Act of 1938 (NGA) and under theux&tGas Policy Act of 1978, and, as such, itssrared charge
for the transportation of natural gas in interstaimmerce, its accounting, and the extension, gaitaent or
abandonment of its jurisdictional facilities, amastper things, are subject to regulation. Eachpgaesline company
holds certificates of public convenience and natessued by the FERC authorizing ownership anerafion of al
pipelines, facilities and properties for which derates are required under the NGA. Each gas ipaompany is
also subject to the Natural Gas Pipeline Safetyohdi968, as amended, which regulates safety repgints in the
design, construction, operation and maintenand@etefstate natural gas transmission facilities. EERRandards of
Conduct govern how our interstate pipelines comeaitriand do business with their marketing affisatemong
other things, the Standards of Conduct requireitiiatstate pipelines not operate their systenpeerentially
benefit their marketing affiliates.

Each of our interstate natural gas pipeline comgsmastablishes its rates primarily through the FERC
ratemaking process. Key determinants in the rat@rggirocess are:

« costs of providing service, including depreciatéxpense
« allowed rate of return, including the equity comenhof the capital structure and related incomess
« volume throughput assumptiot

The allowed rate of return is determined in eatd case. Rate design and the allocation of cosigclea the
demand and commodity rates also impact profitgbifis a result of these proceedings, certain regsmueviously
collected may be subject to refund.

Midstream. For our Midstream segment, onshore gatheringhgest to regulation by states in which we
operate and offshore gathering is subject to thieiGCiontinental Shelf Lands Act (OCSLA). Of thetetawhere
Midstream gathers gas, currently only Texas activefjulates gathering activities. Texas regulatgheaging
primarily through complaint mechanisms under whiwh state commission may resolve disputes involaimg
individual gathering arrangement. Although gathgfiacilities located offshore are not subject t® NGA
(although offshore transmission pipelines may bejne controversy exists as to how the FERC shaeiletiohine
whether offshore facilities function as gatherifibese issues are currently before the FERC. Mdkegag
facilities offshore are subject to the OCSLA, whilovides in part that outer continental shelf pipes “must
provide open and nondiscriminatory access to batfeo and non-owner shippers.”

Midstream also owns interests in and operates ffshare transmission pipelines that are regulatethb
FERC because they are deemed to transport gaemstate commerce. Black Marlin Pipeline Compargyvijgles
transportation service for offshore Texas produrciiothe High Island area and redelivers that gasttastate
pipeline interconnects near Texas City. Discovenyjales transportation service for offshore Louisigproduction
from the South Timbalier, Grand Isle, Ewing Bankl &reen Canyon (deepwater) areas to an onshoregsiog
facility and downstream interconnect points withjonanterstate pipelines. FERC regulation requatt$erms and
conditions of service, including the rates chargedhe filed with and approved by the FERC befarg ehanges ce
go into effect. In 2007, Black Marlin filed and #etl a major rate change application before the EEEsulting in
increased rates for service. In November 2007, disry filed a settlement in lieu of a rate chanied that if
approved would increase its rates for service.

Our remaining Midstream Canadian assets are regliat the Alberta Energy & Utilities Board (AEUB)G
Alberta Environment. The regulatory system for Atigerta oil and gas industry incorporates a largmasure of self-
regulation, providing that licensed operators agl hesponsible for ensuring that their operatarsconducted in
accordance with all provincial regulatory requirense For situations in which non-compliance with #pplicable
regulations is at issue, the AEUB and Alberta Emwinent have implemented an enforcement process with
escalating consequences.
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Gas Marketing ServicesOur Gas Marketing business is subject to a wadgétaws and regulations at the lo
state and federal levels, including the FERC aeddbmmodity Futures Trading Commission regulatiéms.
addition, natural gas markets continue to be stibjecumerous and wide-ranging federal and stajelasory
proceedings and investigations. We are also sutgjearious federal and state actions and invetitigaregarding,
among other things, market structure, behavior aflket participants, market prices, and reportinggade
publications. We may be liable for refunds and ottemages and penalties as a result of ongoingrecéind
investigations. The outcome of these matters cafitgtt our creditworthiness and ability to perfocontractual
obligations as well as other market participantstidworthiness and ability to perform contractahligations to us.

See Note 15 of our Notes to Consolidated Finar@tialements for further details on our regulatorjtens.

ENVIRONMENTAL MATTERS

Our generation facilities, processing facilitieafural gas pipelines, and exploration and prodaatigerations
are subject to federal environmental laws and a@ris as well as the state and tribal laws andlatigns adopted
by the jurisdictions in which we operate. We coilcur liability to governments or third parties fany unlawful
discharge of oil, gas or other pollutants into dlire soil, or water, as well as liability for cleap costs. Materials
could be released into the environment in sevesgisvincluding, but not limited to:

« from a well or drilling equipment at a drill sit
 leakage from gathering systems, pipelines, traniapon facilities and storage tanl
» damage to oil and gas wells resulting from accisléinring normal operation

» blowouts, cratering and explosiol

Because the requirements imposed by environmeaval &nd regulations are frequently changed, weatann
assure you that laws and regulations enacted ifutbee, including changes to existing laws anditations, will
not adversely affect our business. In addition ve tme liable for environmental damage caused hyéomperator
of our properties.

We believe compliance with environmental laws aggltations will not have a material adverse eftect
capital expenditures, earnings or competitive mmsitHowever, environmental laws and regulationsidaffect oul
business in various ways from time to time, inahgdincurring capital and maintenance expendituess and
penalties, and creating the need to seek relief titee FERC for rate increases to recover the ajstsrtain capital
expenditures and operation and maintenance expenses

For a discussion of specific environmental issges,“Environmental” under Management’s Discussiuh a
Analysis of Financial Condition and Results of Ggiems and “Environmental Matters” in Note 15 of diotes to
Consolidated Financial Statements.

COMPETITION

Exploration & Production. Our Exploration & Production segment compete$wther oil and gas concerns,
including major and independent oil and gas congzaim the development, production and marketingaddiral gas
We compete in areas such as acquisition of oilgasdproperties and obtaining necessary equipmapyliss and
services. We also compete in recruiting and ratgiskilled employees.

Gas Pipeline. The natural gas industry has undergone significaange over the past two decades. A highly-
liquid competitive commodity market in natural gasl increasingly competitive markets for natura s@rvices,
including competitive secondary markets in pipeliapacity, have developed. As a result, pipelirgaciy is being
used more efficiently, and peaking and storageices\are increasingly effective substitutes foruahpipeline
capacity.

Local distribution company (LDC) and electric intlysrestructuring by states have affected pipetirakets.
Pipeline operators are increasingly challengedctmmmodate the flexibility demanded by customersallowed
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under tariffs, but the changes implemented at tidiie $evel have not required renegotiation of L@teacts. The
state plans have in some cases discouraged LDfssigning long-term contracts for new capacity.

Several states are considering re-regulation atehding price caps because many regulators ansldswyis
believe that deregulation has not worked. Statesmathe process of developing new energy plantstiag require
utilities to encourage energy saving measures aeagify their energy supplies to include renewatlarces. This
could lower the growth of gas demand.

These factors have increased the risk that custowiireduce their contractual commitments forglipe
capacity. Future utilization of pipeline capacitif@lso depend on competition from LNG importedbimarkets
and new pipelines from the Rockies and other nedyxring areas, many of which are utilizing mastaitéd
partnership structures with a lower cost of cap#éad on growth of natural gas demand.

Midstream. In our Midstream segment, we face regional coitipetwith varying competitive factors in each
basin. Our gathering and processing business cempéth other midstream companies, interstate aindstate
pipelines, producers and independent gathererpramassors. We primarily compete with five to tempanies
across all basins in which we provide services. Biuims factors impact any given customer’s choica gédthering
or processing services provider, including rateatmn, term, timeliness of services to be provjqedssure
obligations and contract structure. We also comjpetecruiting and retaining skilled employees2(05 we forme
WPZ to help compete against other master limitethpaships for midstream projects. By virtue of thaster
limited partnership structure, WPZ provides us weithalternative and low-cost source of capital. &kjgect the
alternative, loweost capital will allow WPZ to compete favorablgiin a cost of capital perspective with other M
when pursuing acquisition opportunities of gathgi@md processing assets.

Gas Marketing Servicesln our Gas Marketing Services segment, we comglietetly with large independent
energy marketers, marketing affiliates of regulaigelines and utilities, and natural gas producéfs also
compete with brokerage houses, energy hedge furdlsther energy-based companies offering similarices.

EMPLOYEES

At February 1, 2008, we had approximately 4,31Btfole employees including 898 at the corporatele681
at Exploration & Production, 1,732 at Gas Pipel®@®4 at Midstream, and 24 at Gas Marketing Servidese of
our employees are represented by unions or cowsredllective bargaining agreements.

FINANCIAL INFORMATION ABOUT GEOGRAPHIC AREAS

See Note 17 of our Notes to Consolidated Finar8tiaiements for amounts of revenues during theHeese
fiscal years from external customers attributablthe United States and all foreign countries. Alse Note 17 of
our Notes to Consolidated Financial Statementinformation relating to long-lived assets during thst three
fiscal years, located in the United States anébadlign countries.

Item 1A. Risk Factors

FORWARD-LOOKING STATEMENTS/RISK FACTORS AND CAUTION ARY STATEMENT
FOR PURPOSES OF THE “SAFE HARBOR” PROVISIONS OF
THE PRIVATE SECURITIES LITIGATION REFORM ACT OF 199 5

Certain matters contained in this report includeifard-looking statementstithin the meaning of section 27
of the Securities Act of 1933, as amended, and@e2{LE of the Securities Exchange Act of 193%4mgnded.
These statements discuss our expected futuregdmded on current and pending business operatMmsake
those forward-looking statements in reliance onstie harbor protections provided under the Pri@ateurities
Litigation Reform Act of 1995.
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All statements, other than statements of histofaets, included in this report which address dtitis, events ¢
developments that we expect, believe or anticipaditeexist or may occur in the future, are forwdobking
statements. Forward-looking statements can beifgkehby various forms of words such as “anticigate
“believes,” “could,” “may,” “should,” “continues,"estimates,” “expects,” “forecasts,” “might,” “plaed,”
“potential,” “projects,” “scheduled” or similar exgssions. These forwatdeking statements include, among oth
statements regarding:

< amounts and nature of future capital expenditt

« expansion and growth of our business and operai
 business strateg

 estimates of proved gas and oil reser

e reserve potentia

» development drilling potentia

 cash flow from operations or results of operatic
 seasonality of certain business segme

 natural gas and natural gas liquids prices and ddr

Forward-looking statements are based on numerausrggions, uncertainties and risks that could céuisee
events or results to be materially different frdrage stated or implied in this document. Many efftictors that wi
determine these results are beyond our abilitytdrol or project. Specific factors which could satwactual results
to differ from those in the forward-looking statemteinclude:

- availability of supplies (including the uncertaggiinherent in assessing and estimating futurealajas
reserves), market demand, volatility of prices, amudeased costs of capit

« inflation, interest rates, fluctuation in foreignchange, and general economic conditic
« the strength and financial resources of our cortgrsti

» development of alternative energy sourt

« the impact of operational and development haz:

« costs of, changes in, or the results of laws, gowent regulations including proposed climate change
legislation, environmental liabilities, litigatioand rate proceeding

« changes in the current geopolitical situati

* risks related to strategy and financing, includiegtrictions stemming from our debt agreementsfatule
changes in our credit rating

* risks associated with future weather conditic
 acts of terrorism

Given the uncertainties and risk factors that caaldse our actual results to differ materially frifrose
contained in any forward-looking statement, we icainvestors not to unduly rely on our forward-katg
statements. We disclaim any obligations to andataniend to update the above list to announceiglylihe result
of any revisions to any of the forward-looking staents to reflect future events or developments.

In addition to causing our actual results to diffee factors listed above and referred to below o@aise our
intentions to change from those statements of fiaerset forth in this report. Such changes iniatentions may
also cause our results to differ. We may changemtentions, at any time and without notice, baspdn changes i
such factors, our assumptions, or otherwise.
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Because forward-looking statements involve risks amcertainties, we caution that there are impoftors,
in addition to those listed above, that may causeshresults to differ materially from those caned in the
forward-looking statements. These factors inclureefollowing:

RISK FACTORS

You should carefully consider the following rislcfars in addition to the other information in thégport. Each
of these factors could adversely affect our businegerating results, and financial condition a#i aeadversely
affect the value of an investment in our securities

Risks Inherent to our Industry and Business

The longterm financial condition of our natural gas transptation and midstream businesses is dependent @
continued availability of natural gas supplies iné¢ supply basins that we access, demand for thoggkes in our
traditional markets, and market demand for naturghs.

The development of the additional natural gas wesethat are essential for our gas transportatidn a
midstream businesses to thrive requires significapttal expenditures by others for exploration dadelopment
drilling and the installation of production, gatimgy, storage, transportation and other facilitiest fpermit natural ge
to be produced and delivered to our pipeline systémw prices for natural gas, regulatory limitagoor the lack of
available capital for these projects could advgraéfect the development and production of adddiaeserves, as
well as gathering, storage, pipeline transportatiod import and export of natural gas suppliesegesbly impacting
our ability to fill the capacities of our gatherirtgansportation and processing facilities. Addiily, in some cases,
new LNG import facilities built near our marketsuta result in less demand for our gathering andspartation
facilities.

Estimating reserves and future net revenues invalumcertainties. Negative revisions to reserverasaties and oi
and gas price declines may lead to decreased e@sitosses or impairment of oil and gas assetsludmng
related goodwill.

Reserve engineering is a subjective process ahattig underground accumulations of oil and gasd¢hanot
be measured in an exact manner. Reserves thapranetl reserves” are those estimated quantitiesuale oil,
natural gas, and natural gas liquids that geoldgicd engineering data demonstrate with reasorcatainty are
recoverable in future years from known reservoirdar existing economic and operating conditions,should not
be considered as a guarantee of results for fultiiing projects.

The process relies on interpretations of availgklelogical, geophysical, engineering and produdtiaia.
There are numerous uncertainties inherent in estimguantities of proved reserves and in projerfirture rates of
production and timing of developmental expendituiesluding many factors beyond the control of pineducer.
The reserve data included in this report represstimates. In addition, the estimates of futureree¢nues from our
proved reserves and the present value of suchastnare based upon certain assumptions about fotoduction
levels, prices and costs that may not prove toobeect over time.

Quantities of proved reserves are estimated baseganomic conditions in existence during the peadb
assessment. Changes to oil and gas prices in thestador such commodities may have the impachoftening the
economic lives of certain fields because it becoonmesconomic to produce all recoverable reservesioh fields,
which reduces proved property reserve estimates.

If negative revisions in the estimated quantitieproved reserves were to occur, it would havestffiect of
increasing the rates of depreciation, depletionamdrtization on the affected properties, which ldalecrease
earnings or result in losses through higher deptieci, depletion and amortization expense. Thesiens may also
be sufficient to trigger impairment losses on darfaoperties which would result in a further nash charge to
earnings. The revisions could also possibly affieetevaluation of Exploration & Production’s gootar
impairment purposes.
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Our past success rate for drilling projects and thistoric performance of our exploration and prodtion
business is no predictor of future performance.

Our past success rate for drilling projects in 260@uld not be considered a predictor of futurégoerance.

Performance of our exploration and production bessns affected in part by factors beyond our cbifémy of
which could cause the results of this businesstwehse materially), such as:

« regulations and regulatory approv:

« availability of capital for drilling projects whichnay be affected by other risk factors discussetim
report;

« cos-effective availability of drilling rigs and necesgaquipment

« availability of skilled labor

« availability of cos-effective transportation for produc

« market risks (including price risks and competijidiscussed in this repo
Our drilling, production, gathering, processing analansporting activities involve numerous risks thanight
result in accidents, and other operating risks ahdzards.

Our operations are subject to all the risks anéitdzztypically associated with the developmentexuloration
for, and the production and transportation of ail gas. These operating risks include, but ardimded to:

 blowouts, cratering and explosior

uncontrollable flows of oil, natural gas or wellifs;
« fires;

 formations with abnormal pressur:

« pollution and other environmental risl

* natural disaster:

In addition, there are inherent in our gas gatlignmocessing and transporting properties a vadéhazards
and operating risks, such as leaks, spills, expiesand mechanical problems that could cause suladtfinancial
losses. In addition, these risks could result §slof human life, significant damage to propertyimnmental
pollution, impairment of our operations and subgtdiosses to us. In accordance with customarysiny practice,
we maintain insurance against some, but not athede risks and losses, and only at levels we\elio be
appropriate. The location of certain segments ofpipelines in or near populated areas, includasidential areas,
commercial business centers and industrial simdddncrease the level of damages resulting frioese risks. In
spite of our precautions, an event could causeiderable harm to people or property, and could lzaweterial
adverse effect on our financial condition, partelyl if the event is not fully covered by insuranéecidents or
other operating risks could further result in lo§service available to our customers. Such cir¢antes could
materially impact our ability to meet contractubligations and retain customers, with a resultmgact on our
results of operations.

Costs of environmental liabilities and complying tiexisting and future environmental regulations ot exceed
our current expectations.

Our operations are subject to extensive environateegulation pursuant to a variety of federal vomoial,
state and municipal laws and regulations. Such Evasregulations impose, among other things, otisnis,
liabilities and obligations in connection with theneration, handling, use, storage, extractionspartation,
treatment and disposal of hazardous substancesastds, in connection with spills, releases andsions of
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various substances into the environment, and imection with the operation, maintenance, abandoharesh
reclamation of our facilities.

Compliance with environmental laws requires siguaifit expenditures, including for clean up costs and
damages arising out of contaminated propertieadtiition, the possible failure to comply with emvimental laws
and regulations might result in the impositionioet and penalties. We are generally responsiblaliftiabilities
associated with the environmental condition of fawilities and assets, whether acquired or develppgardless of
when the liabilities arose and whether they areadkmor unknown. In connection with certain acquisis and
divestitures, we could acquire, or be requiredrtvige indemnification against, environmental llalgs that could
expose us to material losses, which may not beredvagy insurance. In addition, the steps we coaldeguired to
take to bring certain facilities into complianceuttbbe prohibitively expensive, and we might beuieed to shut
down, divest or alter the operation of those ftiesi, which might cause us to incur losses. Altlrowg do not
expect that the costs of complying with currentienmental laws will have a material adverse effatbur
financial condition or results of operations, newrance can be given that the costs of complyirly grivironmente
laws in the future will not have such an effect.

Changes in federal laws or regulations could redibeevailability or increase the cost of our istate pipeline
capacity or gas supply, and thereby reduce oulireggnCongress and certain states have for soneetigan
considering various forms of legislation relatedjteenhouse gas emissions. There is a possilhiity when and if
enacted, the final form of such legislation couldrease our costs of compliance with environmédates.

We make assumptions and develop expectations abssible expenditures related to environmental itiomd
based on current laws and regulations and cuméstgretations of those laws and regulations.dfittierpretation
of laws or regulations, or the laws and regulatitresnselves, change, our assumptions may changeeQulatory
rate structure and our contracts with customerstmigt necessarily allow us to recover capital €@st incur to
comply with the new environmental regulations. Ala@ might not be able to obtain or maintain fromet to time
all required environmental regulatory approvalsdertain development projects. If there is a détagbtaining any
required environmental regulatory approvals oréffail to obtain and comply with them, the openatid our
facilities could be prevented or become subjeetdditional costs, resulting in potentially mateadverse
consequences to our results of operations.

Our operating results for certain segments of oudiness might fluctuate on a seasonal and quartdnBsis.

Revenues from certain segments of our busineshaanseasonal characteristics. In many parts afdbetry,
demand for natural gas and other fuels peaks dtinmgvinter. As a result, our overall operatingufessin the future
might fluctuate substantially on a seasonal b&ssnand for natural gas and other fuels could vayyificantly
from our expectations depending on the nature acatibn of our facilities and pipeline systems émelterms of ot
natural gas transportation arrangements relatideioand created by unusual weather patterns. Addity,
changes in the price of natural gas could bena#taf our business units, but disadvantage andtoerexample,
our Exploration & Production business may beneditf higher natural gas prices, and Midstream, whids gas ¢
a feedstock, may not.

Risks Related to the Current Geopolitical Situation

Our investments and projects located outside of Yrted States expose us to risks related to thvedaf other
countries, and the taxes, economic conditions, tiuations in currency rates, political conditions @npolicies of
foreign governments. These risks might delay orued our realization of value from our internationgbrojects.

We currently own and might acquire and/or dispdsaaterial energy-related investments and projeuatside
the United States. The economic and political ciorai in certain countries where we have interesia which we
might explore development, acquisition or investh@portunities present risks of delays in congtoncand
interruption of business, as well as risks of veapropriation, nationalization, renegotiation, gahnctions or
nullification of existing contracts and changesaiw or tax policy, that are greater than in thetbdiStates. The
uncertainty of the legal environment in certairefgn countries in which we develop or acquire
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projects or make investments could make it morkcdif to obtain nonrecourse project financing or other financ
on suitable terms, could adversely affect the @ghilf certain customers to honor their obligatianith respect to
such projects or investments and could impair bilitato enforce our rights under agreements netato such
projects or investments. Recent events in certauttBAmerican countries, particularly the contintletat of
nationalization of certain energy-related assei¢dnezuela, could have a material negative impacuw results of
operations. We may not receive adequate compensati@ny compensation, if our assets in Venezaga
nationalized.

Operations and investments in foreign countries e present currency exchange rate and convigytibi
inflation and repatriation risk. In certain situats under which we develop or acquire projects akarinvestments,
economic and monetary conditions and other factousd affect our ability to convert to U.S. dollargr earnings
denominated in foreign currencies. In additiork fiem fluctuations in currency exchange rates aase when our
foreign subsidiaries expend or borrow funds in type of currency, but receive revenue in anothesuch cases,
adverse change in exchange rates can reduce dity tbimeet expenses, including debt service @ians. We
may or may not put contracts in place designeditigate our foreign currency exchange risks. Weehsame
exposures that are not hedged and which couldtresiolsses or volatility in our results of opeoats.

Risks Related to Strategy and Financing
Our debt agreements impose restrictions on us tmaty adversely affect our ability to operate our ness.

Certain of our debt agreements contain covenaatgistrict or limit among other things, our alilib create
liens, sell assets, make certain distributionsymeipase equity and incur additional debt. In additour debt
agreements contain, and those we enter into ifutbee may contain, financial covenants and othmitations with
which we will need to comply. Our ability to comphyith these covenants may be affected by many suextond
our control, and we cannot assure you that ouréudperating results will be sufficient to complitmthe covenan
or, in the event of a default under any of our defreements, to remedy that default.

Our failure to comply with the covenants in our dagreements and other related transactional daatsnaeul
result in events of default. Upon the occurrenceuwh an event of default, the lenders could atedeclare all
amounts outstanding under a particular facilithédmmediately due and payable and terminate atincibments, if
any, to extend further credit. An event of defaultin acceleration under one debt agreement cauwigkca cross-
default or cross-acceleration of another debt agees. Such a cross-default or cregseleration could have a wit
impact on our liquidity than might otherwise arfsem a default or acceleration of a single debtringent. If an
event of default occurs, or if other debt agreementss-default, and the lenders under the affektbtagreements
accelerate the maturity of any loans or other delgtanding to us, we may not have sufficient tiétyito repay
amounts outstanding under such debt agreements.

A downgrade of our current credit ratings could inapt our costs of doing business in certain ways ¢
maintaining current credit ratings is within the autrol of independent third parties.

A downgrade of our credit rating might increase cast of borrowing. Our ability to access capitarkets
could also be limited by a downgrade of our creating and other disruptions. Such disruptions dautlude:

* economic downturns

deteriorating capital market conditions genere
« declining market prices for natural gas, natural liguids and other commoditie

* terrorist attacks or threatened attacks on oulitiasi or those of other energy compan

the overall health of the energy industry, inclgdihe bankruptcy or insolvency of other compar

Credit rating agencies perform independent analybisn assigning credit ratings. Given the signiftazhange
in capital markets and the energy industry oveldsefew years, credit rating agencies continuetiew the
criteria for attaining investment grade ratings amake changes to those criteria from time to ti@war. corporate
family credit rating and the credit ratings of Tsan and Northwest Pipeline were raised to investmen
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grade in 2007 by Standard & Poor’s, Moody’s Corfiorg and Fitch Ratings, Ltd., and our senior unsed debt
ratings were raised to investment grade by Moodwp@ Fitch. No assurance can be given that thetawdig
agencies will assign us investment grade ratings @we meet or exceed their criteria for investbgrade ratios
or that our senior unsecured debt rating will hse@to investment grade by all of the credit tigencies.

Prices for natural gas liquids, natural gas and athcommaodities are volatile and this volatility cauadversely
affect our financial results, cash flows, accessdapital and ability to maintain existing businesse

Our revenues, operating results, future rate ofvtir@and the value of certain segments of our bssie® deper
primarily upon the prices we receive for naturad §quids, natural gas, or other commodities, deddifferences
between prices of these commaodities. Prices afestahe amount of cash flow available for capégbpenditures
and our ability to borrow money or raise additiocapital.

The markets for natural gas liquids, natural gas@ther commodities are likely to continue to b&tite. Wide
fluctuations in prices might result from relativehinor changes in the supply of and demand foretloesnmodities,
market uncertainty and other factors that are beéyn control, including:

« worldwide and domestic supplies of and demand &wunal gas, natural gas liquids, petroleum, arateell
commodities

« turmoil in the Middle East and other producing cets;

« the activities of the Organization of Petroleum &ntimng Countries

* terrorist attacks on production or transportatieseds

» weather conditions

« the level of consumer demar

« the price and availability of other types of fue

« the availability of pipeline capacit

« supply disruptions, including plant outages anddpmrtation disruption:

« the price and level of foreign impor

» domestic and foreign governmental regulations ardd;

« volatility in the natural gas marke:

« the overall economic environmel

« the credit of participants in the markets wheredpris are bought and so

« the adoption of regulations or legislation relattoglimate change
We might not be able to successfully manage th&siassociated with selling and marketing produatstihe
wholesale energy markets.

Our portfolio of derivative and other energy contsaconsists of wholesale contracts to buy and sell
commodities, including contracts for natural gastunal gas liquids and other commaodities that atdesl by the
delivery of the commaodity or cash throughout thetébh States. If the values of these contracts aham@ direction
or manner that we do not anticipate or cannot maniagould negatively affect our results of opi&nas. In the past,
certain marketing and trading companies have eapeed severe financial problems due to price \ibjein the
energy commodity markets. In certain instanceswbiatility has caused companies to be unable liveteenergy
commodities that they had guaranteed under contfaeich a delivery failure were to occur in orfeoar contracts,
we might incur additional losses to the extentrabants, if any, already paid to, or received froounterparties. In
addition, in our businesses, we often extend ctediur counterparties. Despite performing credélgsis prior to
extending credit, we are exposed to the risk tlatight not be able to collect amounts
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owed to us. If the counterparty to such a transeadtils to perform and any collateral that secun@scounterparty
obligation is inadequate, we will suffer a loss.

If we are unable to perform under our energy agesgs) we could be required to pay damages. Thesagks
generally would be based on the difference betwieemarket price to acquire replacement energyergy
services and the relevant contract price. Depenalingrice volatility in the wholesale energy maskesuch damag
could be significant.

Risks Related to Regulations that Affect our Industy

Our natural gas sales, transmission, and storagesmgtions are subject to government regulations aiadie
proceedings that could have an adverse impact onmsults of operations

Our interstate natural gas sales, transportatioth séorage operations conducted through our Gadifés
business are subject to the FERC'’s rules and régusgain accordance with the Natural Gas Act of888d the
Natural Gas Policy Act of 1978. The FE’s regulatory authority extends to:

« transportation and sale for resale of natural gasterstate commerc
* rates and charge

 construction

 acquisition, extension or abandonment of servicdadailities;
 accounts and record

« depreciation and amortization policit

 operating terms and conditions of servi

Regulatory actions in these areas can affect osinbas in many ways, including decreasing tartéisand
revenues, decreasing volumes in our pipelineseasing our costs and otherwise altering the piwofita of our
business. Regulatory decisions could also affectosts for compression, processing and dehydrafioatural
gas, which could have a negative effect on ourltesii operations.

The FERC has taken certain actions to strengthekaniorces in the natural gas pipeline industat thave lec
to increased competition throughout the industmya humber of key markets, interstate pipelinesare facing
competitive pressure from other major pipeline sys, enabling local distribution companies andsats to
choose a transportation provider based on congidesaother than location.

Competition in the markets in which we operate magversely affect our results of operations.

We have numerous competitors in all aspects obaginesses, and additional competitors may enter ou
markets. Other companies with which we compete beagble to respond more quickly to new laws or le@ns
or emerging technologies, or to devote greateruness to the construction, expansion or refurbisitroétheir
facilities than we can. In addition, current orguatal competitors may make strategic acquisitimnisave greater
financial resources than we do, which could aftestability to make investments or acquisitionsefiéhcan be no
assurance that we will be able to compete sucdgsafyainst current and future competitors and failyre to do sc
could have a material adverse effect on our buseseand results of operations.

Expiration of firm transportation agreements

A substantial portion of the operating revenueswfGas Pipelines are generated through firm ti@maon
agreements that expire periodically and must begetiated and extended or replaced. We cannotagiye
assurance as to whether any of these agreemehtseveiktended or replaced or that the terms ofranggotiated
agreements will be as favorable as the existingeagents. Upon the expiration of these agreemdmis)|c
customers turn back or substantially reduce th@imitments, we could experience a negative efteout results
of operations.
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Our revenues might decrease if we are unable tongailequate, reliable and affordable access to tnamitation
and distribution assets.

We depend on transportation and distribution faediowned and operated by utilities and othergner
companies to deliver the commodities we buy anldrséhe wholesale market. If transportation isrdged, if
capacity is inadequate, or if credit requirememtsates of such utilities or energy companies acegased, our
ability to sell and deliver products might be hirete Further, although there are laws and regulatéesigned to
encourage competition in wholesale market transastisome companies may fail to provide fair anthégccess t
their transportation systems or may not providéiceht transportation capacity for other markettiggpants.

Our businesses are subject to complex governmegtiations. The operation of our businesses might be
adversely affected by changes in these regulationf their interpretation or implementation, or th introduction
of new laws or regulations applicable to our buss®es or our customers.

Existing regulations might be revised or reintetpde new laws and regulations might be adoptecooime
applicable to us, our facilities or our customairg] future changes in laws and regulations migi lkadetrimental
effect on our business. Over the past few yeartioaestructured energy markets have experiesapgly
problems and price volatility. In some of these kats, proposals have been made by governmentatiageand
other interested parties to re-regulate areasesietimarkets which have previously been deregulsigibus forms
of market controls and limitations including pricaps and bid caps have already been implementedeamd
controls and market restructuring proposals araiious stages of development, consideration ampteimentation.
We cannot assure you that changes in market steuatd regulation will not adversely affect ouribess and
results of operations. We also cannot assure yatuother proposals to re-regulate will not be madthat
legislative or other attention to these restruatieeergy markets will not cause the deregulatiacgss to be
delayed or reversed or otherwise adversely affecbasiness and results of operations.

The outcome of a pending rate case to set the ratescan charge customers on Transco’s pipeline ntigsult in
rates that do not provide an adequate return on ttapital we have invested in the Transco pipeline.

We have a pending rate case with the FERC to réghasges to the rates we charge on Transco. We hav
sought FERC approval of a settlement of the sigaift issues in the rate case but until FERC apprthe
settlement, the outcome of the rate case remaiceriain. There is a risk that rates set by the FERIGower our
return on the capital we have invested in our assemight not be adequate to recover increasepamting costs.
There is also the risk that higher rates will camgecustomers to look for alternative ways to $gaort their natural
gas.

Legal and regulatory proceedings and investigatiae$ating to the energy industry and capital markeatave
adversely affected our business and may continuddcso.

Public and regulatory scrutiny of the energy induand of the capital markets has resulted in insee
regulation being either proposed or implementedhSerutiny has also resulted in various inquiriegestigations
and court proceedings in which we are a named defénBoth the shippers on our pipelines and régrddave
rights to challenge the rates we charge underinesti@umstances. Any successful challenge coultbrnaly affect
our results of operations.

Certain inquiries, investigations and court prodegsl are ongoing and continue to adversely affacbosiness
as a whole. We might see these adverse effectsaerds a result of the uncertainty of these orgyoiguiries and
proceedings, or additional inquiries and proceeslingfederal or state regulatory agencies or pgipddintiffs. In
addition, we cannot predict the outcome of anyhebe inquiries or whether these inquiries will leéaddditional
legal proceedings against us, civil or criminak8ror penalties, or other regulatory action, inicigdegislation,
which might be materially adverse to the operatibour business and our revenues and net incorme@ase our
operating costs in other ways. Current legal prdicegs or other matters against us arising out ofomgoing and
discontinued operations including environmentalterat disputes over gas measurement, royalty pagmen
shareholder class action suits, regulatory apealsimilar matters might result in adverse densio
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against us. The result of such adverse decisidthgrendividually or in the aggregate, could betengl and may
not be covered fully or at all by insurance.

Risks Related to Accounting Standards

Potential changes in accounting standards might &uus to revise our financial results and disclosasrin the
future, which might change the way analysts measong business or financial performance

Regulators and legislators continue to take a reddaok at accounting practices, financial disctesu
companies’ relationships with their independentsteged public accounting firms, and retirementdaactices.
We cannot predict the ultimate impact of any futtileanges in accounting regulations or practicegimeral with
respect to public companies or the energy industig our operations specifically.

In addition, the Financial Accounting Standards iBlg&ASB) or the SEC could enact new accounting
standards that might impact how we are requireédtord revenues, expenses, assets, liabilitieequitly.

Risks Related to Market Volatility and Risk Measuranent and Hedging Activities
Our risk measurement and hedging activities mighitrbe effective and could increase the volatilifyaur results.

Although we have systems in place that use vamoeethodologies to quantify commaodity price risk asated
with our businesses, these systems might not allvaysllowed or might not always be effective. e, such
systems do not in themselves manage risk, partlguiaks outside of our control, and adverse clesng energy
commodity market prices, volatility, adverse caatigln of commodity prices, the liquidity of markethanges in
interest rates and other risks discussed in tlpisrtemight still adversely affect our earnings,icélews and balance
sheet under applicable accounting rules, evesktrhave been identified.

In an effort to manage our financial exposure sgldb commodity price and market fluctuations, ween
entered into contracts to hedge certain risks @s®atwith our assets and operations. In theseihgdgtivities, we
have used fixed-price, forward, physical purchas®sales contracts, futures, financial swaps atidropontracts
traded in the over-the-counter markets or on exgbsnNevertheless, no single hedging arrangemerdadquately
address all risks present in a given contracteample, a forward contract that would be effectivBedging
commodity price volatility risks would not hedgestbontract’s counterparty credit or performanck. fierefore,
unhedged risks will always continue to exist. While attempt to manage counterparty credit riskiwitfuidelines
established by our credit policy, we may not bedblsuccessfully manage all credit risk and ab suture cash
flows and results of operations could be impacteddunterparty default.

Our use of hedging arrangements through which teergt to reduce the economic risk of our parti¢gratn
commodity markets could result in increased vatgtdf our reported results. Changes in the faluga (gains and
losses) of derivatives that qualify as hedges uS#&S No. 133, “Accounting for Derivative Instruntgmand
Hedging Activities,” (SFAS 133) to the extent tisath hedges are not fully effective in offsettifigueges to the
value of the hedged commaodity, as well as chanyései fair value of derivatives that do not quabifyhave not
been designated as hedges under SFAS 133, mustdreled in our income. This creates the risk odtildly in
earnings even if no economic impact to the Compesyoccurred during the applicable period.

The impact of changes in market prices for natgaal on the average gas prices received by us megdheed
based on the level of our hedging strategies. Thedging arrangements may limit our potential gé#itise market
prices for natural gas were to rise substantialigrahe price established by the hedge. In additan hedging
arrangements expose us to the risk of financial llogertain circumstances, including instanceshich:

« production is less than expect
« the hedging instrument is not perfectly effectimariitigating the risk being hedge

* the counterparties to our hedging arrangementsa@bnor their financial commitmen
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Risks Related to Employees, Outsourcing of Non-Corgupport Activities, and Technology

Institutional knowledge residing with current empjees nearing retirement eligibility might not be eguately
preserved

In certain segments of our business, institutitmalwledge resides with employees who have manysyafar
service. As these employees reach retirement agi@ay not be able to replace them with employeeswiparabli
knowledge and experience. In addition, we may eadftle to retain or recruit other qualified indivadls and our
efforts at knowledge transfer could be inadequéatenowledge transfer, recruiting and retentioroetf are
inadequate, access to significant amounts of iatdristorical knowledge and expertise could becamavailable to
us.

Failure of or disruptions to our outsourcing reladnships might negatively impact our ability to comet our
business.

Some studies indicate a high failure rate of outsiag relationships. Although we have taken stegsuild a
cooperative and mutually beneficial relationshiphvaur outsourcing providers and to closely montbair
performance, a deterioration in the timelinessuality of the services performed by the outsourg@myviders or a
failure of all or part of these relationships colded to loss of institutional knowledge and ini@tion of services
necessary for us to be able to conduct our business

Certain of our accounting, information technologgplication development, and help desk services are
currently provided by an outsourcing provider frearvice centers outside of the United States. Thaamic and
political conditions in certain countries from whiour outsourcing providers may provide servicesst@resent
similar risks of business operations located oetsitthe United States previously discussed, inoydsks of
interruption of business, war, expropriation, nadilization, renegotiation, trade sanctions or fia#ltion of existing
contracts and changes in law or tax policy, thatgaeater than in the United States.

Risks Related to Weather, other Natural Phenomenaral Business Disruption

Our assets and operations can be adversely affebied/eather and other natural phenomena.

Our assets and operations, including those loaaffstiore, can be adversely affected by hurricanes,
earthquakes, tornadoes and other natural phenoamehaeather conditions including extreme tempeeatumaking
it more difficult for us to realize the historictes of return associated with these assets andtiupes.

Acts of terrorism could have a material adverseesff on our financial condition, results of operatie and cast
flows.

Our assets and the assets of our customers ang othg be targets of terrorist activities that dadikrupt our
business or cause significant harm to our operstisumch as full or partial disruption to our akilib produce,
process, transport or distribute natural gas, ahgas liquids or other commodities. Acts of teiswor as well as
events occurring in response to or in connectiah atts of terrorism could cause environmental n@gssions that
could result in a significant decrease in reveraresignificant reconstruction or remediation costich could have
a material adverse effect on our financial conditi@sults of operations and cash flows.

Iltem 1B. Unresolved Staff Commen

None.

Item 2. Properties

We own property in 30 states plus the District ofunbia in the United States and in Argentina, Canand
Venezuela.

Gas Marketing’s primary assets are its term cotgraelated systems and technological supportuirGas
Pipeline and Midstream segments, we generally awrfazilities, although a substantial portion of pipeline and
gathering facilities is constructed and maintaipadsuant to rights-of-way, easements, permitsnsies or
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consents on and across properties owned by othessr Exploration & Production segment, the majoaf our
ownership interest in exploration and productioopearties is held as working interests in oil and lgaseholds.

Item 3. Legal Proceeding:

The information called for by this item is providedNote 15 of the Notes to Consolidated FinanSiatement
of this report, which information is incorporateg teference into this item.

Item 4. Submission of Matters to a Vote of Security Hold¢

None.

Executive Officers of the Registrant

The name, age, period of service, and title of edaur executive officers as of February 21, 2008, listed

below.

Alan S. Armstrong

James J. Bendel

Donald R. Chappel

Senior Vice President, Midstree

Age: 45

Position held since February 20(

From 1999 to February 2002, Mr. Armstrong was \Reesident,
Gathering and Processing for Midstream. From 199889 he was Vic
President, Commercial Development for Midstream. Mmstrong
serves as a director of Williams Partners GP LIb@,general partner of
Williams Partners L.F

Senior Vice President and General Coul
Age 51
Position held since December 20

Prior to joining us, Mr. Bender was Senior Vicegtdent and General
Counsel with NRG Energy, Inc., a position held sidane 2000, prior to
which he was Vice President, General Counsel antegry of NRG
Energy Inc. since June 1997. NRG Energy, Inc. fdealuntary
bankruptcy petition during 2003 and its plan ofrgamization was
approved in December 20(C

Senior Vice President and Chief Financial Offi

Age: 56

Position held since April 200:

Prior to joining us, Mr. Chappel during 2000 fouddnd served as chief
executive officer of a development business in @i lllinois through
April 2003, when he joined us. Mr. Chappel joined&té Management,
Inc. in 1987 and held various financial, adminit#@and operational
leadership positions, including twice serving aetfinancial officer,
during 1997 and 1998 and most recently during B8@ugh February
2000. Mr. Chappel serves as a director of Willidtastners GP LLC, the
general partner of Williams Partners L.P., and dsexctor of Williams
Pipeline GP LLC, the general partner of Williampétine Partners L.F
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Ralph A. Hill

Michael P. Johnson, Sr.

Steven J. Malcolm

Phillip D. Wright

Senior Vice President, Exploration & Product

Age: 48

Position held since December 19

Mr. Hill was vice president of the exploration goduction unit from
1993 to 1998 as well as Senior Vice President Remo Services from
1998 to 2003. Mr. Hill serves as a director of Agagentina Inc.

Senior Vice President and Chief Administrative ©dfi

Age: 60

Position held since May 200

Mr. Johnson was named our Senior Vice PresideHnfian Resources
and Administration in April 1999. Prior to joinings in December 1998,
he held officer level positions, such as Vice Rtest of Human
Resources, Vice President for Corporate Peopléegiss, and Vice
President Human Resource Services, for Amoco Catioor from 1991
to 1998. Mr. Johnson serves as a director of Boffelild Wings.

Chairman of the Board, Chief Executive Officer &rdsiden

Age: 59

Position held since September 20

Mr. Malcolm was elected Chief Executive Officerwflliams in Januan
2002 and Chairman of the Board in May 2002. He @asted President
and Chief Operating Officer in September 2001. Radhat, he was our
Executive Vice President from May 2001, Presidemwt &hief Executive
Officer of our subsidiary Williams Energy Servicé&C, since
December 1998 and the Senior Vice President an@éi@eManager of
our subsidiary, Williams Field Services Companggcei November 199.
Mr. Malcolm serves as a director of Williams Partn&P LLC, the
general partner of Williams Partners L.P., as aaiar of Williams
Pipeline GP LLC, the general partner of Williampétine Partners L.P.,
and as a director of Bank of Oklahoma, N

Senior Vice President, Gas Pipel

Age: 52

Position held since January 20

From October 2002 to January 2005, Mr. Wright seée Chief
Restructuring Officer. From September 2001 to Oetd902,

Mr. Wright served as President and Chief ExecuBifficer of our
subsidiary Williams Energy Services. From 1996 Iusgiptember 2001,
he was Senior Vice President, Enterprise Developuet Planning for
our energy services group. Mr. Wright has heldaasipositions with us
since 1989. Mr. Wright serves as a director of Mfifis Pipeline GP
LLC, the general partner of Williams Pipeline ParsiL.P.
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PART Il

Item 5. Market for Registran’'s Common Equity, Related Stockholder Matters arsslier Purchases of Equity
Securities

Our common stock is listed on the New York Stockltange under the symbol “WMB.” At the close of
business on February 21, 2008, we had approximaiely53 holders of record of our common stock. fiigh and
low closing sales price ranges (New York Stock Exgfe composite transactions) and dividends declareplarte
for each of the past two years are as follows:

2007 2006
Quarter High Low Dividend High Low Dividend
1st $28.9¢ $253: $ .08 $25.12 $19.4¢ $ .07%
2nd $32.4: $282( $ .1C $23.3¢ $20.3: $ .0¢
3rd $34.7: $30.0¢ $ .1C $25.2¢ $2251 $ .0¢
4th $37.1€ $33.6¢ $ .1C $27.98 $229t $ .0¢

Some of our subsidiaries’ borrowing arrangememtst fihe transfer of funds to us. These terms hate n
impeded, nor are they expected to impede, ourtaldipay dividends.

ISSUER PURCHASES OF EQUITY SECURITIES
(d)

Maximum
Number (or
(c) Approximate
Total Number Dollar Value)
(a) of Shares of Shares that
Total (b) Purchased as Pai May Yet Be
Number of Average of Publicly Purchased Unde
Shares Price Paid  Announced Plans the Plans or
Period Purchased per Share or Programs(1) Programs
October 1— October 31, 200 — — — $ 766,140,26
November }— November 30, 200 5,500,000 $ 34.5¢ 5,500,000 $ 576,193,86
December — December 31, 200 2,946,200 $ 34.61 2,946,200 $ 474,228,21
Total 8,446,200 $ 34.5¢ 8,446,201 §$ 474,228,21

(1) We announced a stock repurchase program on JuB02G, Our board of directors has authorized the
repurchase of up to $1 billion of the company’s owon stock. The stock repurchase program has no
expiration date. We intend to purchase shares o$tock from time to time in open market transacdior
through privately negotiated or structured transastat our discretion, subject to market condiiand other
factors.
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Performance Graph

Set forth below is a line graph comparing our cuativé total stockholder return on our common stock
(assuming reinvestment of dividends) with the cuatiué total return of the S&P 500 Stock Index amal t
Bloomberg U.S. Pipeline Index for the period offifiscal years commencing January 1, 2003. TherBlbmvg
U.S. Pipeline Index is composed of El Paso, Eqlét&esources, Questar, Oneok, TransCanada, Spewtrgy,
Enbridge and Williams. The graph below assumesaestment of $100 at the beginning of the period.
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Iltem 6. Selected Financial Dat:

The following financial data should be read in eongtion with Part II, tem MManagement’s Discussion and
Analysis of Financial Condition and Results of Gggemsand Part 11, Item 8Financial Statements and
Supplementary Data

2007 2006 2005 2004 2003
(Millions, except per-share amounts)

Revenues(1 $10,55¢ $ 9,37€¢ $ 9,781 $ 8,40¢ $ 8,61¢
Income (loss) from continuing operations 847 347 473 14¢ (24¢)
Income (loss) from discontinued operations 142 (38) (157) 15 517
Cumulative effect of change in accounting principfe — — 2 — (761)
Diluted earnings (loss) per common shi

Income (loss) from continuing operatic 1.4C .57 79 .28 (.59)

Income (loss) from discontinued operatic .23 (.0€) (.26) .03 1.0C

Cumulative effect of change in accounting princg — — — — (1.47)
Total assets at December 25,06: 25,40: 29,447 23,99: 27,02:
Short-term notes payable and long-term debt dueinviine

year at December & 142 39z 12: 25C 93¢
Long-term debt at December . 7,751 7,622 7,591 7,71z 11,04(
Stockholder equity at December 6,37t 6,07: 5,42 4,95¢ 4,10z
Cash dividends per common sh .3¢ .34t .25 .08 .04

(1) Revenuein 2003 includes approximately $117 million relatedhe correction of the accounting treatment
previously applied to certain th-party derivative contracts during 2002 and 2(

(2) See Note 4 of Notes to Consolidated Financial 8tatgs for discussion of asset sales and otherasadru
2007, 2006, and 200

(3) See Note 2 of Notes to Consolidated Financial Statgs for the analysis of the 2007, 2006 and 2666me
(loss) from discontinued operations. The discomthaperations results for 2004 and 2003 includgtveer
business, the Canadian straddle plants, and trek&lefining, retail, and pipeline operations. 2683
discontinued operations results also include aegas processing and natural gas liquid operatio@&nada,
a soda ash mining operation, a bio-energy operaliexas Gas Transmission Corporation, certain abgas
production properties, our interest and investnieiVilliams Energy Partners, refining and marketing
operations in the midsouth, and retail travel cenite the midsoutt

(4) The 2005cumulative effect of change in accounting prinapdedue to implementation of Financial
Accounting Standards Board (FASB) Interpretation 86 (FIN 47), “Accounting for Conditional Asset
Retirement Obligations — an Interpretation of FASBtement No. 143 (SFAS 143).” The 2003 cumulative
effect of change in accounting principles include®762 million charge related to the adoption ofefging
Issues Task Force Issue No. 02-3, slightly offge®b million related to the adoption of SFAS 143,
“Accounting for Asset Retirement Obligations.” THe62 million charge primarily consisted of the tHain
value of power tolling, power load serving, gasg@ortation and gas storage contracts. The costvaarte no
derivatives and, therefore, were no longer repaatddir value
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Item 7. Managemen's Discussion and Analysis of Financial Conditionnal Results of Operations

General

We are primarily a natural gas company, engagéiding, producing, gathering, processing, andgpamting
natural gas. Our operations are located principalthe United States and are organized into tHeviing reporting
segments: Exploration & Production, Gas Pipelinaldtteam Gas & Liquids (Midstream), and Gas Marlggti
Services. (See Note 1 of Notes to Consolidatedri€iad Statements for further discussion of repgrgegments.)

Unless indicated otherwise, the following discussib critical accounting estimates, discussion analysis of
results of operations and financial condition agditlity relates to our current continuing operaand should be
read in conjunction with the consolidated finansi@tements and notes thereto included in Pate¢r B of this

document.

Overview of 2007

Our plan for 2007 was focused on continued disogaigrowth. Objectives and highlights of this placluded:

Objectives

Highlights

Continuing to improve both EVR and segment profit.

2007 segment profit of almost $2.2 billion contitisa
to improving our EVA®.

Investing in our businesses in a way that imprds&é
®  meets customer needs, and enhances our comgeti
position.

tikillion, of which approximately $1.7 billion was

Total capital expenditures were approximately $2.8

invested in Exploration & Productio

Continuing to increase natural gas production and
reserves in a responsible and efficient manner.

Exploration & Production increased its averageydai
domestic production by approximately 21 percentgve
last year while adding 776 billion cubic feet ecalant
in net reserves during 2007. Total year-end 2007

proved domestic natural gas reserves are 4.1ibrill
cubic feet equivalent, up 12 percent from year-end
2006 reserves. Additionally, we received 2007 itigu
awards, including the Bureau of Land Management
Best Management Practice Awa

(2]

S

Increasing the scale of our gathering and procgssin
business in key growth basins.

We invested approximately $587 million in capital

expenditures in Midstream, including Deepwater G
expansion projects and completion of our Opal gas
processing facility expansio

I

Successfully resolving rate cases to enable our Gas
Pipeline segment to create additional value.

Increased rates were effective, subject to refand,
January 1, 2007, for Northwest Pipeline and on KMarc
1, 2007, for Transco. In March, the FERC approve
Northwest Pipelin’s new rates. In November, Trans
filed a stipulation and settlement agreement with t
FERC, which is subject to final approv

CO

Our 2007income from continuing operatiomgcreased to $847 million, as compared to $347ionilin 2006.
Our net cash provided by operating activitiwas $2.2 billion in 2007 compared to $1.9 billion2006. These

comparative results reflect:

* Increased operating income at Midstream due
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« Increased operating income at Exploration & Proiducassociated with increased production volumes an
higher net realized average pric

« Increased operating income at Gas Pipeline dueapityrto new rates effective in the first quartéi2607;
* The absence of 2006 litigation expense associaitddsivareholder lawsuits and Gulf Liquids litigartic

Natural gas prices in the Rocky Mountain areas kiesg trended lower throughout 2007 due to strarilrd
activities increasing third-party supplies whilenstrained by limited pipeline capacity. This trérat benefited
Midstream as the lower regional gas prices contieihtio increased NGL margins in the West regioml&ation &
Production utilizes firm transportation contraethich allow a substantial portion of their Rockjgeduction to be
sold at more advantageous market points, and bes#h-collars and fixed-price hedges to reduce sypsto this
trend.

See additional discussion in Results of Operations.

Recent Events

During third-quarter 2007, we formed Williams Pipel Partners L.P. (WMZ) to own and operate natgaal
transportation and storage assets. In January 20B®, completed its initial public offering of 16.28illion
common units at a price of $20.00 per unit. In Eaby 2008, the underwriters also exercised thghtrio purchase
an additional 1.65 million common units at the samiee. A subsidiary of ours serves as the gemmdher of
WMZ. The initial asset of the partnership is a &oaent interest in Northwest Pipeline GP, formé&tyrthwest
Pipeline Corporation. Upon completion of the traniga, we hold approximately 47.7 percent of theriests in
WMZ, including the interests of the general partner

In December 2007, Williams Partners L.P. acquirdain of our membership interests in Wamsutter L th@
limited liability company that owns the Wamsuttgstem, from us for $750 million. Williams Partnér®.
completed the transaction after successfully ctpsipublic equity offering of 9.25 million commonits that
yielded net proceeds of approximately $335 millibhe partnership financed the remainder of thehase price
primarily through utilizing $250 million of term &m borrowings and issuing approximately $157 millad commol
units to us. Since Williams Partners L.P. is coiasdéd within our consolidated financial statemetite debt and
equity issued by Williams Partners L.P. is repodec component of our consolidated debt balanderamority
interest balance, respectively. (See Note 1 of dtmeConsolidated Financial Statements.)

In December 2007, we repurchased $213 million 25 percent notes due September 2011 and $22 milfio
8.125 percent notes due March 2012. In conjunactiitin these early retirements, we paid premiums of
approximately $19 million. These premiums, as wsltelated fees and expenses are recordedlriysdebt
retirement costi the Consolidated Statement of Income.

On November 9, 2007, we closed on the sale of anbatly all of our power business to Bear Enelgy, a
unit of The Bear Stearns Companies, Inc., for $h8@8on, subject to post-closing adjustments. Theeds sold
included tolling contracts, full requirements catts, tolling resales, heat rate options, relatzthhs and other
related assets including certain property and soBwrThis sale reduces the risk and complexityuofowerall
business model.

In November 2007, our credit ratings were raisemhtestment grade based on improvements in ouitcred
outlook. As we continue to invest and grow our ratgas businesses, our improved credit ratingeeted to
provide greater access to capital and more faverdalh terms. See additional discussion of crediihgs in
Managemer's Discussion and Analysis of Financial Condition

On November 28, 2007, Transco filed a formal stipah and agreement with the FERC resolving all
substantive issues in Transco’s pending 2006 &xte.d-inal resolution of the rate case is subgeapproval by the
FERC.

In July 2007, our Board of Directors authorized thpurchase of up to $1 billion of our common stdske
intend to purchase shares of our stock from timnte in open-market transactions or through pelabegotiated
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or structured transactions at our discretion, sstliggemarket conditions and other factors. Thiglst@purchase
program does not have an expiration date. Durifly 2@e repurchased approximately 16 million shéoes
$526 million at an average cost of $33.08 per sh&keare funding this program with cash on hand.

In April 2007, our Board of Directors approved gukar quarterly dividend of 10 cents per share ciwhi
reflected an increase of 11 percent compared t8 ttents per share that we paid in each of thegdar quarters
and marked the fourth increase in our dividendesiate 2004.

On March 30, 2007, the FERC approved the stipuiadiod settlement agreement with respect to theceste
for Northwest Pipeline. The settlement establisireincrease in general system firm transportatidesron
Northwest Pipelin's system from $0.30760 to $0.40984 per Dth (dedai), effective January 1, 2007.

Outlook for 2008
Our plan for 2008 is focused on continued discgdigrowth. Objectives of this plan include:

« Continue to improve both EV® and segment profi

« Invest in our businesses in a way that improves BV Aneets customer needs, and enhances our
competitive position

» Continue to increase natural gas production anetves.
« Increase the scale of our gathering and processisimess in key growth basit
Potential risks and/or obstacles that could preusritom achieving these objectives include:
 Volatility of commodity prices
» Lower than expected levels of cash flow from operes;
« Decreased drilling success at Exploration & Proidung
» Decreased drilling success by third parties sebyellidstream and Gas Pipelir

« Exposure associated with our efforts to resolvellagry and litigation issues (see Note 15 of Nates
Consolidated Financial Statemen

» General economic and industry downtt

We continue to address these risks through utitimadf commodity hedging strategies, focused esftot
resolve regulatory issues and litigation claimscifilined investment strategies, and maintainingdasired level of
at least $1 billion in liquidity from cash and casdfuivalents and unused revolving credit facilities

New Accounting Standards and Emerging Issues

Accounting standards that have been issued anibaret effective may have an effect on our Consaéd
Financial Statements in the future. These include:

* SFAS No. 141(R) “Business CombinationSHAS No. 141(R)). SFAS No. 141(R) is effective boisines
combinations with an acquisition date in fiscalngaeginning after December 15, 20

« SFAS No. 160 “Noncontrolling Interests in ConsolethFinancial Statements — an amendment of
Accounting Research Bulletin No. 51” (SFAS No. 188FAS No. 160 is effective for fiscal years
beginning after December 15, 20!

SeeRecent Accounting StandariisNote 1 of Notes to Consolidated Financial Staets for further
information on these and other recently issued atiing standards.

Critical Accounting Estimates

The preparation of financial statements, in confgriwith generally accepted accounting principlegjuires
management to make estimates and assumptiondfezitthe reported amounts therein. We have distitse
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following accounting estimates and assumptionselbas related disclosures with our Audit Committé&e believi
that the nature of these estimates and assumpsionaterial due to the subjectivity and judgmertassary, or the
susceptibility of such matters to change, andtigaict of these on our financial condition or resoftoperations.

Revenue Recognition — Derivative Instruments andddgng Activities

We hold a portfolio of energy trading and nontradaontracts. We review these contracts to determbrether
they are nonderivatives or derivatives. If they deevatives, we further assess whether the castalify for
either cash flow hedge accounting or the normatieses and normal sales exception.

The determination of whether a derivative contrpdlifies as a cash flow hedge includes an anabfsis
historical market price information to assess wéethe derivative is expected to be highly effexiivachieving
offsetting cash flows attributed to the hedged.isle also assess whether the hedged forecastesddtam is
probable of occurring. This assessment requirdée agercise judgment and consider a wide variefactors in
addition to our intent, including internal and ext forecasts, historical experience, changingketaaind business
conditions, our financial and operational abilibydarry out the forecasted transaction, the len§thme until the
forecasted transaction is projected to occur, hadjtiantity of the forecasted transaction. In aaldjtve compare
actual cash flows to those that were expected fl@wnderlying risk. If a hedged forecasted tratisagds not
probable of occurring, or if the derivative contricnot expected to be highly effective, the datilve does not
qualify for hedge accounting.

For derivatives that are designated as cash flalgés we do not reflect the effective portion cdrges in
their fair value in earnings until the associatedded item affects earnings. For those that havbe®n designated
as hedges or do not qualify for hedge accountirgregognize the net change in their fair value@oime currently
(marked to market).

For derivatives that are designated as cash flalgé®g we prospectively discontinue hedge accouatirly
recognize future changes in fair value directlga@mnings if we no longer expect the hedge to belfigffective, or
if we believe that the hedged forecasted transaésimo longer probable of occurring. If the forsteal transaction
becomes probable of not occurring, we reclass atsqueviously recorded in other comprehensive ireamo
earnings in addition to prospectively discontinuiregige accounting. If the effectiveness of thevdgitie improves
and is again expected to be highly effective iseting cash flows attributed to the hedged riskf the forecasted
transaction again becomes probable, we may prasphrcte-designate the derivative as a hedge ofitigerlying
risk.

Derivatives for which the normal purchases and rbsales exception has been elected are accouwrted fr
accrual basis. In determining whether a derivagwaigible for this exception, we assess whetherdontract
provides for the purchase or sale of a commoday will be physically delivered in quantities expegtto be used
sold over a reasonable period in the normal coofrb@isiness. In making this assessment, we consigeerous
factors, including the quantities provided under ¢bntract in relation to our business needs, dglilocations per
the contract in relation to our operating locatiathgration of time between entering the contract delivery, past
trends and expected future demand, and our pastiges and customs with regard to such contraatditidnally,
we assess whether it is probable that the contrilatesult in physical delivery of the commoditp@not net
financial settlement.

The fair value of derivative contracts is determdib@sed on the nature of the transaction and thlkeertniz
which transactions are executed. We also incorp@ssumptions and judgments about counterpartgrpeshce
and credit considerations in our determinatiorheirtfair value. Contracts are executed in theofeihg
environments:

« Organized commodity exchange or c¢-the-counter markets with quoted prict

« Organized commodity exchange or over-the-counteketa with quoted market prices but limited price
transparency, requiring increased judgment to deter fair value

« Markets without quoted market price
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The number of transactions executed without quotarket prices is limited. We estimate the fair eadid thes:
contracts by using readily available price quotesimilar markets and other market analyses. The/ddue of all
derivative contracts is continually subject to apaas the underlying commodity market changes and o
assumptions and judgments change.

Additional discussion of the accounting for enecgytracts at fair value is included in Energy Tradi
Activities within Item 7 and Note 1 of Notes to Gaofidated Financial Statements.

Oil- and Gas-Producing Activities

We use the successful efforts method of accouritingur oil- and gas-producing activities. Estinthteatural
gas and oil reserves and forward market pricesif@nd gas are a significant part of our financialculations.
Following are examples of how these estimates tfiegncial results:

« Anincrease (decrease) in estimated proved oilgasdreserves can reduce (increase) our umptaductior
depreciation, depletion and amortization ra

« Changes in oil and gas reserves and forward marlegs both impact projected future cash flows fiaur
oil and gas properties. This, in turn, can impagtmeriodic impairment analyses, including that for
goodwill.

The process of estimating natural gas and oil veseis very complex, requiring significant judgménthe
evaluation of all available geological, geophysieaigineering, and economic data. After being estthinternally,
99 percent of our reserve estimates are eithetexlidr prepared by independent experts. (See Rarhll for
further discussion.) The data may change subsligniger time as a result of numerous factors,ludahg additiona
development activity, evolving production histoapd a continual reassessment of the viability ofipction under
changing economic conditions. As a result, mateewisions to existing reserve estimates could ofrom time to
time. A revision of our reserve estimates withiagenably likely parameters is not expected to tésuan
impairment of our oil and gas properties or gootwibwever, reserve estimate revisions would imjoact
depreciation and depletion expense prospectivalyekample, a change of approximately 10 perceatl iand gas
reserves for each basin would change our argeeciation, depletion and amortizatierpense between
approximately $33 million and $41 million. The aaltimpact would depend on the specific basins irrgghand
whether the change resulted from proved develgpesed undeveloped or a combination of these reserv
categories.

Forward market prices, which are utilized in oupairment analyses, include estimates of pricepdoiods
that extend beyond those with quoted market pritkis forward market price information is consistesith that
generally used in evaluating our drilling decisi@msl acquisition plans. These market prices farr&iperiods
impact the production economics underlying oil gad reserve estimates. The prices of natural ghsihare
volatile and change from period to period, thusaetpng our estimates. An unfavorable change irffah&ard price
curve within reasonably likely parameters is ngiested to result in an impairment of our oil and geoperties or
goodwill.

Contingent Liabilities

We record liabilities for estimated loss contingesgincluding environmental matters, when we astes a
loss is probable and the amount of the loss caedmonably estimated. Revisions to contingentliieds are
generally reflected in income in the period in whiew or different facts or information become knoov
circumstances change that affect the previous gstsums with respect to the likelihood or amountasfs. Liabilities
for contingent losses are based upon our assunspiath estimates and upon advice of legal counsgineers, or
other third parties regarding the probable outcoaid¢ke matter. As new developments occur or mafi@tination
becomes available, our assumptions and estimatbe®é liabilities may change. Changes in our apsons and
estimates or outcomes different from our currestiagptions and estimates could materially affeatritesults of
operations for any particular quarterly or annueiqd. See Note 15 of Notes to Consolidated Firsr&tiatements.
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Valuation of Deferred Tax Assets and Tax Contingées

We have deferred tax assets resulting from cemaistments and businesses that have a tax basieéss of
the book basis and from tax carry-forwards gendratehe current and prior years. We must evaludttether we
will ultimately realize these tax benefits and bi&h a valuation allowance for those that maybwtealizable. Th
evaluation considers tax planning strategies, dinlyassumptions about the availability and charaat future
taxable income. At December 31, 2007, we have $7illibn of deferred tax assets for which a $57 il
valuation allowance has been established. Wherssissgethe need for a valuation allowance, we cemsitl
forecasts of future company performance, the estichinpact of potential asset dispositions andaduility and
intent to execute tax planning strategies to witex carryovers. We do not expect to be ableili@aais57 million of
foreign deferred tax assets primarily related twyeavers. The ultimate amount of deferred tax asssslized could
be materially different from those recorded, atuigriced by potential changes in jurisdictional meotax laws and
the circumstances surrounding the actual realizaifaelated tax assets.

We regularly face challenges from domestic andiforéax authorities regarding the amount of taxes.d
These challenges include questions regarding tiadiand amount of deductions and the allocatioinaime
among various tax jurisdictions. Beginning Janugr2007, we evaluate the liability associated waitin various
filing positions by applying the two step proce$sazognition and measurement as required by Fiahnc
Accounting Standards Board (FASB) Interpretation 88 “Accounting for Uncertainty in Income Taxes,
interpretation of FASB Statement No. 109” (FIN 48he ultimate disposition of these contingenciadadave a
significant impact on net cash flows. To the extgatwere to prevail in matters for which accruasenbeen
established or were required to pay amounts inssxo€our accrued liability, our effective tax ratea given
financial statement period may be materially impéct

See Note 5 of Notes to Consolidated Financial States for additional information regarding FIN 4&lgax
carryovers.

Pension and Postretirement Obligations

We have employee benefit plans that include pereighother postretirement benefits. Net perioditefie
expense and obligations are impacted by varioumatits and assumptions. These estimates and assasnpt
include the expected long-term rates of returnlan pssets, discount rates, expected rate of casapien increase,
health care cost trend rates, and employee demhuigsajincluding retirement age and mortality. Thassumptions
are reviewed annually and adjustments are madeetted. The assumptions utilized to compute expemdé¢he
benefit obligations are shown in Note 7 of Note€tmsolidated Financial Statements. The followaige presents
the estimated increase (decrease) in net periattiefli expense and obligations resulting from apereentage-
point change in the specified assumption.

Benefit Expense Benefit Obligation
One-Percentag-  One-Percentag-  One-Percentag-  One-Percentage
Point Increase Point Decrease Point Increase Point Decrease
(Millions)
Pension benefit:
Discount rate $ 6) $ 11 % (106) $ 12C
Expected long-term rate of return on plar
assets (12) 11 — —
Rate of compensation incree 2 2 13 (13
Other postretirement benefi
Discount rate 4) — (37 43
Expected long-term rate of return on plar
assets () 2 — —
Assumed health care cost trend | 5 @) 55 (44)

The expected long-term rates of return on plantasge determined by combining a review of histdrieturns
realized within the portfolio, the investment sti@y included in the plans’ Investment Policy Stagatnand capital
market projections for the asset classificationwliich the portfolio is invested as well as theyé&r
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weightings of each asset classification. Thesesraite impacted by changes in general market conditbut
because they are long-term in nature, short-termkehawings do not significantly impact the rat€hanges to our
target asset allocation would also impact thessr@ur expected longrm rate of return on plan assets used fo
pension plans is 7.75 percent for 2007. This rate W75 percent in 2006 and 8.5 percent from 20@0%-20ver the
past ten years, our actual average return on @lsetsfor our pension plans has been approximatélgercent.

The discount rates are used to measure the bebéfjations of our pension and other postretirenxemefit
plans. The objective of the discount rates is temine the amount, if invested at the Decemben8asurement
date in a portfolio of high-quality debt securitifsat will provide the necessary cash flows whendfit payments
are due. Increases in the discount rates decreasbligation and, generally, decrease the relmtpdnse. The
discount rates for our pension and other postratrg benefit plans were determined separately baiseah
approach specific to our plans and their respeeiypected benefit cash flows as described in NatENotes to
Consolidated Financial Statements. Our discourtaasumptions are impacted by changes in genenabeic and
market conditions that affect interest rates omterm high-quality debt securities as well asdbeation of our
plans’ liabilities.

The expected rate of compensation increase refisegeerage long-term salary increases. An incrieases
rate causes pension obligation and expense tceisere

The assumed health care cost trend rates are basmd actual historical cost rates that are adfuiir
expected changes in the health care industry. Are@se in this rate causes other postretiremertibebligation
and expense to increase.
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Results of Operations
Consolidated Overview

The following table and discussion is a summargwfconsolidated results of operations for thedtyears
ended December 31, 2007. The results of operatipisegment are discussed in further detail follgntins
consolidated overview discussion.

Years Ended December 31

$ Change % Change $ Change % Change
from from from from
2007  2006(1) 2006(1) 2006  2005(1) 2005(1) 2005
(Millions) (Millions) (Millions)

Revenue: $ 10,55¢ +1,18: +13%$ 9,37¢ —40¢& -4%$ 9,781
Costs and expense

Costs and operating expen: 8,07¢ -51= 7% 7,56¢€ +31¢ +4% 7,88k

Selling, general and administrative exper 471 -82 -21% 38¢ -112 -40% 2717

Other (income) expen— net (18 +52 NM 34 +23 +40% 57

General corporate expens 161 -29 —22% 132 +13 +9% 14E

Securities litigation settlement and related c — +167 +100(% 167 —-15¢ NM 9

Total costs and expens 8,697 8,28¢ 8,37:
Operating incom: 1,86t 1,08¢ 1,40¢
Interest accrue— net (659%) — — (653%) +7 +1% (660)
Investing income 257 +89 +53% 16¢€ +143 NM 25
Early debt retirement cos (29 +12 +3S% (32) -31 NM —
Minority interest in income of consolidat:

subsidiaries (90) =50 -125% (40 -14 -54% (26)
Other income— net 11 -15 -58% 26 -1 -4% 27
Income from continuing operations before incon

taxes and cumulative effect of change in

accounting principle 1,371 55€ 774
Provision for income taxe 524 -312 -14&% 211 +9C +30% 301
Income from continuing operatio 847 347 472
Income (loss) from discontinued operati 142 +181 NM (38  +11¢ +76% (157
Income before cumulative effect of change in

accounting principle 99( 30¢ 31¢€
Cumulative effect of change in accounting princ — — — — +2 +10(% 2
Net income $ 99 $  30¢ $ 314

(1) + = Favorable change twet income— = Unfavorable change teet income NM = A percentage calculation
not meaningful due to change in signs, a-value denominator or a percentage change greater200.

2007 vs. 2006

The increase inevenuess due primarily to higher Midstream revenues asded with increased natural gas
liquid (NGL) and olefins marketing revenues and@ased production of olefins and NGLs. Exploraton
Production experienced higher revenues also direteases in production volumes and net realizedame prices.
Additionally, Gas Pipeline revenues increased primdue to increased rates in effect since thet fijuarter of
2007. These increases are partially offset by &#tamarket loss recognized at Gas Marketing Services legacy
derivative natural gas sales contract that we expegssign to another party in 2008 under an dsmesgfer
agreement that we executed in December 2007.
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The increase igosts and operating expensgeslue primarily to increased NGL and olefins mérige purchase
and increased costs associated with our olefindyat@dn business at Midstream. Additionally, Explion &
Production experienced higher depreciation, depiedind amortization and lease operating expenseprinarily
to higher production volumes.

The increase iselling, general and administrative expenses (SG&Ayimarily due to increased staffing in
support of increased drilling and operational agtiat Exploration & Production, the absence oP& #illion gain
in 2006 related to the sale of certain receivabt€Sas Marketing Services, and a $9 million chaeigted to certain
international receivables at Midstream.

Other (income) expense — méthin operating incomén 2007 includes:

* Income of $18 million associated with payments ingzek for a terminated firm transportation agreenr
Northwest Pipelin’s Grays Harbor laterz

» Income of $17 million associated with a changesiineate related to a regulatory liability at Norésy
Pipeline;

* Income of $12 million related to a favorable litigen outcome at Midstrean

 Income of $8 million due to the reversal of a pledimajor maintenance accrual at Midstre

» Expense of $20 million related to an accrual fogdition contingencies at Gas Marketing Servi
» Expense of $10 million related to an impairmenthef Carbonate Trend pipeline at Midstre:

Other (income) expense — méthin operating incomén 2006 includes:

* A $73 million accrual for a Gulf Liquids litigatiooontingency
 Income of $9 million due to a settlement of anin&tional contract dispute at Midstree

The increase igeneral corporate expensissattributable to various factors, including higkenployee-related
costs, increased levels of charitable contributiemmd information technology expenses. The highgrleyeerelatec
costs are primarily the result of higher stock cengation expense. (See Note 1 of Notes to Consatidéinancial
Statements.)

Thesecurities litigation settlement and related castgrimarily the result of our 2006 settlement tethto
class-action securities litigation filed on belaflfpurchasers of our securities between July 2a02hd July 22,
2002. (See Note 15 of Notes to Consolidated FirmduStatements.)

The increase inperating incomeeflects record high NGL margins at Midstream, ewregd strong natural gas
production growth at Exploration & Production, {hasitive effect of new rates at Gas Pipeline, &edabsence of
2006 litigation expenses associated with sharehddaesuits and Gulf Liquids litigation.

Interest accrued — natcludes a decrease of $19 million in interest espeassociated with our Gulf Liquids
litigation contingency, offset by changes in oubteortfolio, most significantly the issuance ofandebt in
December 2006 by Williams Partners L.P.

The increase imvesting incomés due to:

» An approximate $27 million increase in interestoime primarily associated with larger cash and cash
equivalent balances combined with slightly higteges of return in 2007 compared to 2C

* Increased equity earnings of $38 million due laydelincreased earnings of our Gulfstream Natuiad G
System, L.L.C. (Gulfstream), Discovery Producen®es LLC (Discovery) and Aux Sable Liquid
Products, L.P. (Aux Sable) investmer

* The absence of a $16 million impairment in 200& &enezuelan cost-based investment at Exploration &
Production;

» Approximately $14 million of gains from sales ofst-based investments in 20(
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These increases are partially offset by the absehar approximately $7 million gain on the saleanfinternational
investment in 2006.

Early debt retirement costs 2007 includes $19 million of premiums and feelstted to the December 2007
repurchase of senior unsecured notes. (See NaiéNates to Consolidated Financial Statemeriar)y debt
retirement costi 2006 includes $27 million in premiums and feglated to the January 2006 debt conversion and
$4 million of accelerated amortization of debt exges related to the retirement of the debt sedwyexbsets of
Williams Production RMT Company.

Minority interest in income of consolidated subaitisincreased primarily due to the growth in the mityori
interest holdings of Williams Partners L.P.

Provision for income taxesas significantly higher in 2007 due primarily tigher pre-tax earnings. The
effective income tax rate for 2007 is slightly highthan the federal statutory rate primarily duthtmeffect of taxes
on foreign operations and an accrual for incomectaxingencies, partially offset by the utilizatiohcharitable
contribution carryovers not previously benefitetieTeffective income tax rate for 2006 is slightigher than the
federal statutory rate primarily due to state inedaxes, the effect of taxes on foreign operatinnagdeductible
convertible debenture expenses and an accruatdonie tax contingencies, partially offset by theofable
resolution of federal income tax litigation and titéization of charitable contribution carryoverst previously
benefited. The 2006 effective income tax rate lenbincreased by an adjustment to increase odafaired
income tax liabilities. (See Note 5 of Notes to €alidated Financial Statements.)

Income (loss) from discontinued operatiom®007 primarily includes the operating resultsobstantially all
of our power business and the sale of that busimgsish was completed in November 2007. (See NatENotes t
Consolidated Financial Statements.) These resutade the following pre-tax items:

« A $429 million gain associated with the reclassifion of deferred net hedge gains frantumulated otht
comprehensive incompartially offset by unrealized me-to-market losses of approximately $23 millic

A $111 million impairment charge related to therging value of certain derivative contracts for aiwe
had previously elected the normal purchases andal@ales exception under SFAS 133 and, accordingly
were no longer recording at fair valt

A $37 million loss on the sale of substantiallyallour power busines

A $14 million impairment charge for our Hazeltony®r generation facility

Income (loss) from discontinued operatiom2006 includes:

A $14 million net-of-tax loss related to our distoned power business (see Note 2 of Notes to
Consolidated Financial Statemen

A $12 million ne-of-tax litigation settlement related to our former wheal fertilizer business

A $4 million net-of-tax charge associated with settlement of a loss contingency related to a forme
exploration busines:

A $9 million net-of-tax charge associated with drparchase contract related to our former Alaska
refinery.

2006 vs. 2005
The decrease irevenuess primarily due to lower natural gas realized rawes at Gas Marketing Services

associated with lower natural gas sales pricesitidddlly, the effect of a change in forward priea@slegacy naturi
gas derivative contracts not designated as cashhféalges had an unfavorable impact on revenuesalBar
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offsetting these decreases are increased crudis atel NGL marketing revenues, higher NGL produttievenue
at Midstream and increased production revenue ploEation & Production.

The decrease ioosts and operating expensedargely due to reduced natural gas purchasepst Gas
Marketing Services. Partially offsetting these @éases are increased crude, olefin and NGL markptinghases
and operating expenses at Midstream and increag@eédation, depletion and amortization and legsraiing
expense at Exploration & Production.

The increase iIBG&A expenseis primarily due to increased personnel costs,rarste expense, higher
information systems support costs and the absere&b7 million reduction of pension expense at Baeline in
2005. Additionally, Exploration & Production expeniced higher costs due to increased staffing ipatof
increased drilling and operational activity.

Other (income) expense — méthin operating incomén 2005 includes:

» An $82 million accrual for litigation contingenciaes Gas Marketing Services, associated primariti wi
agreements reached to substantially resolve expaslated to certain natural gas price and volume
reporting issues

» Gains totaling $30 million on the sale of certaiiural gas properties at Exploration & Producti

A gain of $9 million on a sale of land in our Otlsgment

General corporate expensdscreased primarily due to the absence of $14amibhf insurance settlement
charges in 2005 associated with certain insuraagerage allocation issues.

The decrease ioperating incomgrimarily reflects the negative effect of a chaimyérward prices on natural
gas derivative contracts at Gas Marketing Servigigher operating and administrative costs at GpsliRe and
2006 litigation expenses associated with sharehddaesuits and Gulf Liquids litigation. These demses are
partially offset by higher margins at Midstream die absence a 2005 accrual for estimated litigatamtingencies
associated primarily with agreements reached tetanbally resolve exposure related to naturalpggas and
volume reporting issues.

Interest accrued — né@t 2006 includes $22 million in interest expenssoagted with our Gulf Liquids
litigation contingency.

The increase imvesting incomés due to:

» The absence of an $87 million impairment in 200®oninvestment in Longhorn Partners Pipeline, L.P.
(Longhorn);

» The absence of a $23 million impairment in 2005wf Aux Sable equity investmel

+ An approximate $30 million increase in interestoime primarily associated with increased earnings on
cash and cash equivalent balances associated igfitartrates of returr

* Increased equity earnings of $33 million due laydelthe absence of equity losses in 2006 on Lomgho
and increased earnings of our Discovery and AuxeSaliestments

These increases are partially offset by:

* A $16 million impairment of a Venezuelan c-based investment at Exploration & Production in&(

» The absence of a $9 million gain on sale of ouraieing Mid-America Pipeline (MAPL) and Seminole
Pipeline (Seminole) investments at Midstream in32i

The increase iminority interest in income of consolidated sulesidisis primarily due to the growth of
Williams Partners L.P.
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Provision for income taxesas significantly lower in 2006 due primarily toAler pre-tax earnings. The
effective income tax rate for 2006 is slightly héglthan the federal statutory rate primarily dusttde income taxe
the effect of taxes on foreign operations, nondebligcconvertible debenture expenses and an acfouaicome ta:
contingencies, partially offset by the favorablsealation of federal income tax litigation and th#ization of
charitable contribution carryovers not previousinéfited. The 2006 effective income tax rate hanbecreased t
an adjustment to increase overall deferred incardidbilities. The effective income tax rate f@d is higher tha
the federal statutory rate due primarily to statmme taxes, nondeductible expenses and the iyabilutilize
charitable contribution carryovers. The 2005 effecincome tax rate was reduced by an adjustmergcdoce
overall deferred income tax liabilities and favdeabettlements on federal and state income taxensai{See Note 5
of Notes to Consolidated Financial Statements.)

Income (loss) from discontinued operatiam®2005 includes a $155 million net-of-tax lossatet] to our
discontinued power business. (See Note 2 of Not€onhsolidated Financial Statements.)

Cumulative effect of change in accounting principl2005 is due to the implementation of FIN 47.
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Results of Operations— Segments

We are currently organized into the following segitseExploration & Production, Gas Pipeline, Midstm,
Gas Marketing Services, and Other. Other primadigsists of corporate operations. Our managemergrly
evaluates performance based on segment profi) fi@sa operations. (See Note 17 of Notes to Codatdid
Financial Statements.)

Exploration & Production
Overview of 2007

In 2007, we continued our strategy of a rapid ekenwf our development drilling program in our gith
basins. Accordingly, we:

* Increased average daily domestic production ldwelapproximately 21 percent compared to last yEae.
average daily domestic production was approxima&@é&B million cubic feet of gas equivalent (MMcfa) i
2007 compared to 752 MMcfe in 2006. The increaseduyxtion is primarily due to increased developn
within the Piceance, Powder River, and Fort Woghilbs.

2007 vs 2006 Domestic Production
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Average daily domestic production grew 21 percentrdl61 MMcfe per day

» Benefited from increased domestic net realizedageprices, which increased by approximately
15 percent compared to last year. The domesticeiaized average price was $5.08 per thousand ¢e
of gas equivalent (Mcfe) in 2007 compared to $pdOMcfe in 2006. Net realized average prices ibelu
market prices, net of fuel and shrink and hedgétipaos, less gathering and transportation exper

« Utilized firm transportation contracts which allodva substantial portion of our Rockies productimbé
sold at more advantageous market points outsitleeoRocky Mountain markets. Basin-level collars and
fixed-price hedges also reduced our exposure to natasgbigces in the Rockie

« Continued our aggressive development drilling paogrdrilling 1,590 gross wells in 2007 with a sisxce
rate of over 99 percent. This contributed to tottl additions of 776 billion cubic feet equivaléBtfe) in
net reserves — a replacement rate for our dompsituction of 232 percent in 2007 compared to
216 percent in 2006. Capital expenditures for ddimesilling, development, and acquisition activity
2007 were approximately $1.7 billion compared tpragimately $1.4 billion in 200¢
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The benefits of higher production volumes and higted realized average prices were partially offset
increased operating costs. The increase in opgratists was primarily due to increased productmnmes and
higher well service and industry costs. In additioigher production volumes increased depletioprelgation and
amortization expense.

Significant events

In February 2007, we entered into a five-year unsstcredit agreement with certain banks in ordeetuce
margin requirements related to our hedging actisitis well as lower transaction fees. Margin requénts, if any,
under this new facility are dependent on the le¥diedging and on natural gas reserves value.N®&=11 of
Notes to Consolidated Financial Statements.) We atey execute hedges with the Gas Marketing Sesgegmen
which, in turn, executes offsetting derivative gants with unrelated third parties. In this sitoatiGas Marketing
Services, generally, bears the counterparty pedaoa risks associated with unrelated third partiesiging
decisions primarily are made considering our ovex@hmodity risk exposure and are not executedpeddently
by Exploration & Production.

In May and July 2007, we increased our positiothenFort Worth basin by acquiring producing projgsrand
leasehold acreage for approximately $41 millioneS§éhacquisitions are consistent with our growtitegy of
leveraging our horizontal drilling expertise by aiing and developing low-risk properties in theriBett Shale
formation. In July 2007, we increased our positiothe Piceance basin by acquiring additional uettged
leasehold acreage for approximately $36 million.

Outlook for 2008
Our expectations and objectives for 2008 include:

« Maintaining our development drilling program in day basins of Piceance, Powder River, San Juan,
Arkoma, and Fort Worth through our planned camtadenditures projected between $1.45 billion and
$1.65 billion.

< Continuing to grow our average daily domestic paitun level with a goal of approximately 10 to
15 percent annual growt

Natural gas prices in the Rocky Mountain areasdgdriower throughout 2007 due to strong drilling\aiies
increasing supplies while constrained by limiteplgine capacity. However, we will continue to aifirm
transportation contracts which allow a substamttation of our Rockies production to be sold at enadvantageous
market points. Our continued use of basin-levebesland fixed-price hedges should also reducexposure to
this trend. The construction of a new third-pairitygfine that began transporting gas from the Rddkyintain areas
in the beginning of 2008 should lessen pipelinegportation capacity constraints and provided alitiadal
alternative market for the sale of production.

Approximately 70 MMcf of our forecasted 2008 daidlgmestic production is hedged by NYMEX and basis
fixed-price contracts at prices that average $p&Mcf at a basin level. In addition, we haveftiilowing collar
agreements for our forecasted 2008 daily domesbidyztion, shown at basin-level weighted-averageeprand
weighted-average volumes:

Volume Floor Price Ceiling Price
(MMcf/d) ($/Mcf)
2008 collar agreements
Northwest Pipeline/Rockie 17 $ 6.1¢ $ 9.14
El Paso/San Jus 20z $ 6.3 % 8.9¢
Mid-Continent (PEPL 25 $ 691 % 9.1t

Risks to achieving our expectations include unfalste natural gas market price movements which are
impacted by numerous factors including weather tmm$ and domestic natural gas production and woipsion.
Also, achievement of expectations can be affecjecbists of services associated with drilling.
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In January 2008, we sold a contractual right tocapction payment on certain future internationaldocarbor
production for approximately $148 million. We haeeeived $118 million in cash and $29 million hag placed
in escrow subject to certain post-closing conditiand adjustments. We will recognize a pre-tax ghin
approximately $118 million in the first quarter2(08 related to the initial cash received. As altesf the contract
termination, we have no further interests assodiaféh the crude oil concession, which is locate@®eru. We had
obtained these interests through our acquisitioBasfett Resources Corporation in 2001.

Year-Over-Year Operating Results

Years Ended December 31,

2007 2006 2005
(Millions)
Segment revenus $2,09¢  $1,48¢  $1,26¢
Segment profi $ 75€ $ 552 $ 587

2007 vs. 2006
Total segment revenuéscreased $605 million, or 41 percent, primarilyeda the following:

» $487 million, or 39 percent, increase in domestadpction revenues reflecting $264 million assadat
with a 21 percent increase in production voluméd and $223 million associated with a 15 percent
increase in net realized average prices. The isergaproduction volumes reflects an increaseén th
number of producing wells primarily from the Picearand Powder River basins. The impact of hedge
positions on increased net realized average pinchsdes both the expiration of a portion of fixpdee
hedges that are lower than the current market$&oé higher than current market prices relatdzhsin-
specific collars entered into during the periocbd®riction revenues in 2007 include approximately
$53 million related to natural gas liquids. In 20@6proximately $29 million of similar revenues wer
classified within other revenue

» $139 million increase in revenues for gas manageéaxtivities related to gas sold on behalf of darta
outside parties which is offset by a similar inae#@nsegment costs and expen;

These increases were partially offset by a $30anillecrease relating to hedge ineffectivenes200®, there were
$14 million in net unrealized gains from hedge fieefiveness as compared to $16 million in net ired losses in
2007.

To manage the commodity price risk and volatilifypoaning producing gas properties, we enter intovagive
forward sales contracts that fix the sales pritatirey to a portion of our future production. Apgimately
19 percent of domestic production in 2007 was hédyeNYMEX and basis fixed-price contracts at agied-
average price of $3.90 per Mcf at a basin levelgamd to 40 percent hedged at a weighted-average qir$3.82
per Mcf for 2006. Also, approximately 30 percentl d® percent of 2007 and 2006 domestic productias w
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hedged in the following collar agreements showbiaain-level weighted-average prices and weightesteame

volumes:
Volume Floor Price Ceiling Price
(MMcf/d) ($/Mcf)
2007 collar agreements
NYMEX 15 $ 650 $ 8.2t
Northwest Pipeline/Rockie 50 $ 56t $ 7.4
El Paso/San Jue 13 $ 59 $ 9.6:
Mid-Continent (PEPL 76 $ 682z $ 10.7i
2006 collar agreements
NYMEX 48 $ 650 $ 8.2¢
NYMEX 15 $ 7.0C $ 9.0C
Northwest Pipeline/Rockie 50 $ 6.0t $ 7.9C

Total segment costs and expenseseased $404 million, primarily due to the folliowy:

+ $173 million higher depreciation, depletion and aization expense primarily due to higher produttio
volumes and increased capitalized drilling ca

« $139 million increase in expenses for gas manageawtivities related to gas purchased on behalf of
certain outside parties which is offset by a simif@rease irsegment revenu;

» $46 million higher lease operating expenses fromriheeased number of producing wells primarily it
the Piceance, Powder River, and Fort Worth basim®@mbination with higher well service expenses,
facility expenses, equipment rentals, maintenanderapair services, and salt water disposal exjge

+ $36 million higherSG&A expenseagrimarily due to increased staffing in supportradreased drilling and
operational activity, including higher compensatibnaddition, we incurred higher insurance and
information technology support costs related toitleeeased activity. First quarter 2007 also ineld
approximately $5 million of expenses associateth witorrection of costs incorrectly capitalizegbior
periods.

The $204 million increase inegment profifs primarily due to the 21 percent increase in detimgroduction
volumes sold as well as the 15 percent increasetinealized average prices, partially offset lgyititrease in
segment costs and expenses

2006 vs. 2005
Total segment revenuéscreased $219 million, or 17 percent, primarilyeda the following:

« $165 million, or 15 percent, increase in domestadpction revenues reflecting $245 million primyaril
associated with a 23 percent increase in natusapgaduction volumes sold, offset by a decrease of
$80 million associated with a 6 percent decreasetrealized average prices. The increase in jotagu
volumes is primarily from the Piceance and PowdgeRbasins and the decrease in prices reflects the
downward trending of market prices in the lattent ph 2006.

+ $10 million increase in production revenues fromioternational operations primarily due to incresam
net realized average prices for crude oil productiolumes sold

* $14 million of net unrealized gains in 2006 fronde ineffectiveness and forward mark-to-market gain
on certain basis swaps not designated as hedgesmmared to $10 million in net unrealized losses
attributable to hedge ineffectiveness from NYMEXla in 2005,

In 2005, approximately 47 percent of domestic pobidn was hedged by NYMEX and basis fixed-price
contracts at a weighted-average price of $3.9Muégr Approximately 10 percent of domestic produntigas
hedged by a NYMEX collar agreement for approxima&fl MMcf per day at a floor price of $7.50 per Mafd a
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ceiling price of $10.49 per Mcf in the first quartnd at a floor price of $6.75 per Mcf and a ogjlprice of $8.50
per Mcf in the second, third, and fourth quartarg] a Northwest Pipeline/Rockies collar agreemant f
approximately 50 MMcf per day in the fourth quarer floor price of $6.10 per Mcf and a ceilingcprof $7.70
per Mcf.

Total segment costs and expenseseased $257 million, primarily due to the folliowy:

+ $107 million higher depreciation, depletion and aization expense primarily due to higher produetio
volumes and increased capitalized drilling ca

+ $54 million higher lease operating expense primatile to the increased number of producing welts an
higher well service and industry costs due to iaseel demand and approximately $6 million for out-of
period expenses related to 20

» $33 million higher selling, general and administratexpenses primarily due to higher compensaton f
additional staffing in support of increased drijiand operational activity. In addition, we incurtggher
legal, insurance, and information technology supposts related to the increased activ

 $19 million higher operating taxes primarily duehigher production volumes sold and increased ttesr
» The absence in 2006 of $30 million of gains onghles of properties in 200

The $35 million decrease segment profits primarily due to lower net realized average gsiand higher
segment costs and expenasdgliscussed previously, and the absence in 208800fillion of gains on the sales of
properties in 2005. Partially offsetting these @ases are a 23 percent increase in domestic prodwciumes sold
and increase in income from ineffectiveness anddod mark-to-market gainSegment profialso includes an
$8 million increase in our international operatigenarily due to higher revenue and equity earsiag a result of
increases in net realized average prices for coilggoduction volumes sold.

Gas Pipeline
Overview

Our strategy to create value for our shareholdssades on maximizing the utilization of our pipelicapacity
by providing high quality, low cost transportatiohnatural gas to large and growing markets.

Gas Pipeline’s interstate transmission and stoaageities are subject to regulation by the FER@ as such,
our rates and charges for the transportation afrabgas in interstate commerce, and the extensikpgnsion or
abandonment of jurisdictional facilities and acdingy, among other things, are subject to regulafidre rates are
established through the FERC's ratemaking proc&isanges in commodity prices and volumes transptraed
little impact on revenues because the majorityost of service is recovered through firm capaaservation
charges in transportation rates.

Significant events of 2007 include:

Gas Pipeline master limited partnership

During third-quarter 2007, we formed Williams Pipel Partners L.P. (WMZ) to own and operate natgasl
transportation and storage assets. In January X0ME, completed its initial public offering of 16.2%illion
common units at a price of $20.00 per unit. In Baby 2008, the underwriters also exercised thghtrio purchase
an additional 1.65 million common units at the samiee. A subsidiary of ours serves as the gemmdher of
WMZ. The initial asset of the partnership is a &oaent interest in Northwest Pipeline GP, formétyrthwest
Pipeline Corporation. Upon completion of the trantiem, we hold approximately 47.7 percent of theriests in
WMZ, including the interests of the general partner
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Status of rate cases

During 2006, Northwest Pipeline and Transco edeld fijieneral rate cases with the FERC for incremseges.
The new rates were effective, subject to refundjamuary 1, 2007, for Northwest Pipeline and ondiddr, 2007,
for Transco.

On March 30, 2007, the FERC approved the stipuladiod settlement agreement with respect to theceste
for Northwest Pipeline. The settlement establisirescrease in general system firm transportatib@sron
Northwest Pipelin's system from $0.30760 to $0.40984 per Dth (deaf), effective January 1, 2007.

On November 28, 2007, Transco filed a formal stipah and agreement with the FERC resolving all
substantive issues in Transco’s pending 2006 &axde.d=inal resolution of the rate case is subgeapproval by the
FERC.

Parachute Lateral project

In May 2007, we placed into service a 37.6-mileangion of 30-inch diameter line in northwest Cottaralhe
expansion increased capacity by 450 Mdt/d at aafcepproximately $86 million. In December 2007sthsset was
purchased by Midstream. In an arrangement approye¢de FERC, Midstream will lease the pipeline ®sG
Pipeline, who will continue to operate the pipelurgil completion of a planned FERC abandonmeintdil

Leidy to Long Island expansion project

In December 2007, we placed into service an exparti certain existing pipeline facilities in thertheast
United States. The project increased firm transgpiom capacity by 100 Mdt/d at an approximate obst
$169 million.

Potomac expansion project

In November 2007, we placed into service 16.5 nofe$2-inch pipeline in the Mid-Atlantic region tife
United States. The second phase of the projechimgpinstallation of certain facilities will be capleted in the fall
of 2008. The project provides 165 Mdt/d of increta¢firm capacity at an approximate total cost 88 $nillion.

Outlook for 2008

Gulfstream

In June 2007, our equity method investee, Gulfstrgaceived FERC approval to extend its existirnmeline
approximately 34 miles within Florida. The extemswill fully subscribe the remaining 345 Mdt/d affi capacity
on the existing pipeline. Construction began inuday 2008. The estimated cost of this project raximately
$130 million and is expected to be placed intoiserin July 2008.

In September 2007, Gulfstream received FERC apptov@nstruct 17.5 miles of 20-inch pipeline and t
install a new compressor facility. Construction &egn December 2007. The pipeline expansion wiliéase
capacity by 155 Mdt/d and is expected to be plactrservice in September 2008. The compressalitfais
expected to be placed into service in January ZDB8.estimated cost of this project is approxinya$dl53 million.

Sentinel expansion project

In December 2007, we filed an application with HtERC to construct an expansion in the northeadsiedni
States. The estimated cost of the project is apmetely $169 million. The expansion will increasgpacity by 142
Mdt/d and is expected to be placed into servidg&vmphases, occurring in November 2008 and Nover2oe®.

Jackson Prairie expansion project

We own a one-third interest in the Jackson Prainderground storage facility located in Washingteith the
remaining interests owned by two of our distribntaustomers. In February 2007, we received FER@oappto
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expand the Jackson Prairie facility. The expansidinncrease our one-third share of the capacitylb4 Mdt/d and
is expected to be placed into service in Novembés2

Year-Over-Year Operating Results

Years Ended December 31
2007 2006 2005

(Millions)
Segment revenue $1,61C $1,34¢ $1,41:
Segment profi $ 67 $ 467 $ 58€

2007 vs. 2006

Revenuescreased $262 million, or 19 percent, due prilgaola $173 million increase in transportation
revenue and a $25 million increase in storage naxeesulting primarily from new rates effectivetlie first quarter
of 2007. In addition, revenues increased $59 mnildoe to the sale of excess inventory gas.

Costs and operating expensesreased $86 million, or 11 percent, due primaly

» Anincrease of $59 million associated with the sdlexcess inventory gas, which includes a $19onill
deferred gain, half of which will be payable to tmmsers, pending FERC approv

* An increase in depreciation expense of $30 miliae to property addition

» An increase in personnel costs of $10 million damarily to higher compensation as well as an iaseeil
number of employee:

» The absence of a $3 million credit to expense dEnbin 2006 related to corrections of the carryialye
of certain liabilities

Partially offsetting these increases is a decre&$42 million in contract and outside service samtd a decrease of
$7 million in materials and supplies expense.

Other (income) expense — wmbianged favorably by $15 million due primarily tb8million of income
associated with payments received for a terminfwedtransportation agreement on Northwest Pip&igrays
Harbor lateral. Also included in the favorable ofpaiis $17 million of income recorded in the secqodrter of 200
for a change in estimate related to a regulatadyillty at Northwest Pipeline, partially offset B8 million of
expense related to higher asset retirement oldigsiti

Equity earnings increased $14 million due primatdlya $14 million increase in equity earnings from
Gulfstream. Gulfstream’s higher earnings were pritpaue to a decrease in property taxes from aifable
litigation outcome as well as improved operatinguits.

The $206 million, or 44 percent, increases@gment profits due primarily to $262 million higher revenues,
$14 million higher equity earnings and $15 milli@vorableother (income) expense — @stpreviously discussed.
Partially offsetting these increases are higlosts and operating expensespreviously discussed.

2006 vs. 2005
Significant 2005 adjustments
Operating results for 2005 included:

» Adjustments of $18 million reflected as a $12 noillireduction otosts and operating expensesl a
$6 million reduction oSG&A expensesThese cost reductions were corrections of theyicey value of
certain liabilities that were recorded in prioripés. Based on a review by management, theseitiabil
were no longer require

» Pension expense reduction of $17 million in theosdajuarter of 2005 to reflect the cumulative impsHe
correction of an error attributable to 2003 and£0he error was associated with the actui
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computation of annual net periodic pension expamskresulted from the identification of errors @rtain
Transco participant data involving annuity contiaébrmation utilized for 2003 and 200

Adjustments of $37 million reflected as increasesasts and operating expengetated to $32 million of
prior period accounting and valuation correctiomsdertain inventory items and an accrual of $3iomil
for contingent refund obligation

Revenuedecreased $65 million, or 5 percent, due primadal$75 million lower revenues associated with
exchange imbalance settlements (offsatdsts and operating expenge®artially offsetting this decrease is a
$9 million increase in revenue due to an adjustrf@rhe recovery of state income tax rate charfgset in
provision for income taxe).

Costs and operating expenstecreased $17 million, or 2 percent, due primaaly

A decrease in costs of $75 million associated withange imbalance settlements (offserevenue);

A decrease in costs of $37 million related to theemce of $32 million of 2005 prior period accongtanc
valuation corrections for certain inventory itenmslan accrual of $5 million for contingent refund
obligations.

Partially offsetting these decreases are:

An increase in contract and outside service cdst2® million due primarily to higher pipeline assenent
and repair costt

An increase in depreciation expense of $15 mildae to property addition

An increase in operating and maintenance experiskkbamillion;

An increase in operating taxes of $10 milli

The absence of $14 million of income in 2005 as#ed with the resolution of litigatiol

The absence of $12 million of expense reductiomB1d2005 related to the carrying value of certain
liabilities.

SG&A expensescreased $77 million, or 92 percent, due primaty

An increase in personnel costs of $18 milli

The absence of a 2005 $17 million reduction in gensosts to correct an error in prior perio
An increase in information systems support costl@f million;

An increase in property insurance expenses of $llibm

The absence of $6 million of cost reductions in2€tat related to correcting the carrying valueertain
liabilities.

The $119 million, or 20 percent, decreassegment profits due primarily to the absence of significant 2005
adjustments as previously discussed, increasessits and operating expensesl SG&A expenseas previously
discussed, and the absence of a $5 million congirucompletion fee recognized in 2005 relatedupinvestment
in Gulfstream.

Midstream Gas & Liquids
Overview of 2007

Midstream’s ongoing strategy is to safely and kd{iaperate large-scale midstream infrastructureretour
assets can be fully utilized and drive low per-woists. Our business is focused on consistentigcéittg new
business by providing highly reliable service to oustomers.
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Significant events during 2007 include the follogin

Continued favorable commodity price margins

The average realized natural gas liquid (NGL) pet margins at our processing plants during 2008 aa
record high 55 cents per gallon. NGL margins exedéddidstream’s rolling five-year average for thstlaeven
quarters. The geographic diversification of Midatreassets contributed significantly to our realiaed margins
resulting in margins generally greater than thahefindustry benchmarks for gas processed in greyHHub area
and fractionated and sold at Mont Belvieu. Thedatgmpact was realized at our western United Sigas
processing plants, which benefited from lower raglanarket natural gas prices.

Domestic Gathering and Processing Per Unit NGL Marip with Production and
Sales Volumes by Quarter
(excludes partially owned plants)
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Expansion efforts in growth areas

Consistent with our strategy, we continued to edpaur midstream operations where we have lagde asse
in growth basins.

During the first quarter of 2007, we completed ¢nngion at our existing gas processing compleated near
Opal, Wyoming, to add a fifth cryogenic gas prog@ss$rain capable of processing up to 350 MMcbdnging total
Opal capacity to approximately 1,450 MMcf/d. Thiant expansion became operational during the dustrter. We
also have several expansion projects ongoing iWtast region to lower field pressures and incrgaeduction
volumes for our customers who continue robustidglhctivities in the region.

We continue construction of 37-mile extensionsathlof our oil and gas pipelines from our DevilsyiEs spar
to the Blind Faith prospect located in Mississi@ginyon. These extensions, estimated to cost appately
$250 million, are expected to be ready for serbigéhe second quarter of 2008.

During 2007, we have continued construction adéisibn the Perdido Norte project which includesaoi gas
lines that would expand the scale of our existirfgaistructure in the western deepwater of the GuMexico. In
addition, we completed agreements with certain preds to provide gathering, processing and transtion
services over the life of the reserves. We alsenidito expand our Markham gas processing facdigdequately
serve this new gas production. The scale of thepgrbas increased to include additional pipeling aore
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efficient processing capacity. The estimated cosbw approximately $560 million, and it is expekcte be in
service in the third quarter of 2009.

In July 2007, we exercised our right of first refl acquire BASF’s 5/12th ownership interestia Geismar
olefins facility for approximately $62 million. Thecquisition increases our total ownership to 1®/12

In March 2007, we announced plans to constructogiedate the new Willow Creek facility, a
450 MMcf/d natural gas processing plant in westéoiorados Piceance basin, where Exploration & Productics
its most significant volume of natural gas prodowcfireserves and development activity. ExploragdProductions
existing Piceance basin processing plants are pfjntiesigned to condition the natural gas to ntpetlity
specifications for pipeline transmission, not taximaze the extraction of NGLs. We expect the newlltMi Creek
facility to recover 25,000 barrels per day of NGtstartup, which is expected to be in the thirdrtgr of 2009.

In December 2007, we purchased the Parachute Latetem from Gas Pipeline. The system is a 3716-mi
expansion, originally placed in service by Gas Rigan May 2007, and provides capacity of 450 Mdtrough a
30-inch diameter line, transporting residue gamftbe Piceance basin to the Greasewood Hub inwesth
Colorado. The Willow Creek facility will straddlbe Parachute Lateral pipeline and will processfigasng
through the pipeline. In an arrangement approvetheyrERC, Midstream will lease the pipeline to Gg=line,
who will continue to operate the pipeline until quetion of a planned FERC abandonment filing.

In addition, we have acquired an existing natueal gipeline from Gas Pipeline, and begun the psoots
converting it from natural gas to NGL service andstructing additional pipeline to create a pipelatternative for
NGLs currently being transported by truck from Eoation & Productio’s existing Piceance basin processing
plants to a major NGL transportation pipeline syste

We have also agreed to dedicate our equity NGLmaekifrom Willow Creek, along with our two Wyoming
plants, for transport under a long-term shippingeagent with Overland Pass Pipeline Company, LLE. W
currently have a 1 percent interest in OverlandsPageline Company, LLC and have the option togase our
ownership to 50 percent and become the operatbinatiivo years of the pipeline becoming operatioB&hrt-up is
planned for mid-2008. The terms of the shippingeagrent represent significant savings comparedagtbhements
we are now utilizing.

Williams Partners L.P.

We currently own approximately 23.6 percent of Withis Partners L.P., including the interests ofgbeeral
partner, which is wholly owned by us. Considerihg tontrol of the general partner in accordanch ®ITF Issue
No. 045, Williams Partners L.P. is consolidated witHie tMidstream segment. (See Note 1 of Notes to
Consolidated Financial Statements.) Midstream’sreag profit includes 100 percent of Williams Partne.P.’s
segment profit, with the minority interest’s shdezlucted below segment profit. The debt and edgstyed by
Williams Partners L.P. to third parties is reporésda component of our consolidated debt balanderamority
interest balance, respectively.

In June 2007, Williams Partners L.P. complete@dguisition of our 20 percent interest in Discovergducer
Services, LLC (Discovery). Williams Partners L.Bwnowns a 60 percent interest in Discovery.

In December 2007, Williams Partners L.P. acquirerain of our membership interests in Wamsutter | h@
limited liability company that owns the Wamsuttgstem, from us for $750 million. Williams Partnér$.
completed the transaction after successfully ctpsipublic equity offering of 9.25 million commonits that
yielded net proceeds of approximately $335 millidhe partnership primarily financed the remaindethe
purchase price through utilizing $250 million ofrteloan borrowings and issuing approximately $15lfion of
common units to us. The $250 million term loannsler Williams Partners L.P.’s new $450 million fiyear senior
unsecured credit facility that became effectiveudiemeous with the closing of the Wamsutter tratisac(See
Note 11 of Notes to Consolidated Financial Statemg
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Ignacio Gas Processing Plant Fire

On November 28, 2007, there was a fire at the ligngas processing plant. This fire resulted in sexlamage
to the facility’s cooling tower, control room, adgnt warehouse buildings and control systems. Tdm& pras shut
down until January 18, 2008. There were no injuaigs result of this incident and the plant nowfbdryogenic
recovery capability available for operation. Theaut of the fire was immaterial to our results pémtions.

Outlook for 2008
The following factors could impact our busines2@98 and beyond.

« As evidenced in recent years, natural gas and aildearkets are highly volatile. NGL margins eatrat
our gas processing plants in the last seven queastere above our rolling five-year average, duglobal
economics maintaining high crude prices which dateeto strong NGL prices in relationship to natwgyas
prices. Forecasted domestic demand for ethylengrapylene, along with political instability in mpaif
the key oil producing countries, currently supfd@L margins continuing to exceed our rolling fiveay
average. Natural gas prices in the Rocky Mounteashave trended lower throughout 2007 due tagtro
drilling activities increasing supplies while thipadirty production volumes have been constrained by
limited pipeline capacity. The construction of awthird-party pipeline that began transporting fram
the Rocky Mountain areas in the beginning of 20@8il indicate increasing natural gas prices,
moderating our future NGL margir

« If the previously mentioned Overland Pass pipeineot completed as scheduled, our NGL transportati
costs will increase in the short-term over 2002levWhen the pipeline is complete, the terms of ou
transportation agreement represent significaninggvtompared to 200

 As part of our efforts to manage commodity pricgksion an enterprise basis, during December 2087 an
January and February 2008, we entered into vafinascial contracts. Approximately 28 percent of ou
forecasted domestic NGL sales for 2008 are hedggbdcwllar agreements or fixed-price swap contracts
Approximately 24 percent of our forecasted domdsl. sales have been hedged with collar agreements
at a weighted average sales price range of 9 pet@@?2 percent above our average 2007 domestic NGL
sales price and approximately 4 percent of ourcisted domestic NGL sales have been hedged wét-fix
price swap contracts. The natural gas shrink requents associated with the sales under the fixieg-pr
swap contracts have also been hedged through Gaefitg Services with physical gas purchase
contracts, thus effectively hedging the marginlmtolumes associated with fixed price swap cotgrac
a level about two times our rolling fi-year average and approximating our 2007 avel

» Margins in our olefins business are highly depehdgon continued economic growth within the United
States and any significant slow down in the econarayld reduce the demand for the petrochemical
products we produce in both Canada and the Uniiggs$S Based on our increased ownership in our
Geismar facility, we anticipate results from ouefois business to be above 2007 lev

« Gathering and processing fee revenues in our Véggim in 2008 are expected to be at or slightlwabo
levels of previous years due to continued stroiiirdy activities in our core basin

« We expect fee revenues in our Gulf Coast regiandease in 2008 as we expand our Devil’'s Tower
infrastructure to serve the Blind Faith and Bags prospects. This increase is expected to beafigrti
offset by lower volumes in other deepwater areastdwnatural declines. Fee revenues include gatieri
processing, production handling and transportdtes.

* Revenues from deepwater production areas are sitgiect to risks associated with the interruptiod a
timing of product flows which can be influencedwgather and other thi-party operational issue

« The construction of deepwater pipelines is suliethe risk of pipe collapse from stresses during
installation as well as from high hydrostatic pressthat could delay completion and increase caais.
Perdido Norte project is located in the Gulf Caaglion in the deepwater Gulf of Mexico and subject
these risks
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« We will continue to invest in facilities in the gwth basins in which we provide services. We expect
continued expansion of our gathering and processistems in our Gulf Coast and West regions to keep
pace with increased demand for our services. Apursue these activities, our operating and gererdl
administrative expenses are expected to incr

* We expect continued expansion in the deepwates arigthe Gulf of Mexico to contribute to our future
segment revenues and segment profit. We expect Hulitional fee-based revenues to lower our
proportionate exposure to commaodity price ris

« The Venezuelan government continues its publiccesih of U.S. economic and political policy, has
implemented unilateral changes to existing eneefpted contracts, and has expropriated privatdly he
assets within the energy and telecommunication®isezscalating our concern regarding politicak iis
Venezuela

» Our right of way agreement with the Jicarilla Apadiation (JAN), which covered certain gathering
system assets in Rio Arriba County of northern Nexico, expired on December 31, 2006. We currently
operate our gathering assets on the JAN lands auoir$o a special business license granted by the JA
which expires February 29, 2008. We are engagedaussions with the JAN designed to result insile
of our gathering assets which are located on oisatated by the JAN lands. Provided the partiesadle
to reach an acceptable value on the sale of theaulmthering assets, our expectation is that e w
nonetheless maintain partial revenues associatdgathering and processing downstream of the JAN
lands and continue to operate the gathering agedtse JAN lands for an undetermined period of time
beyond February 29, 2008. Based on current estihggtthering volumes and range of annual average
commodity prices over the past five years, we estinthat gas produced on or isolated by the JANslan
represents approximately $20 million to $30 millmithe West region’s annual gathering and proogssi
revenue less related product co

Year-Over-Year Results

Years Ended December 31

2007 2006 2005
(Millions)

Segment revenug $5,18C $4,15¢ $3,291
Segment profi

Domestic gathering & processir 897 631 38¢

Venezueli 89 98 95

Other 174 16 42

Indirect general and administrative expet (88) (70 (66)

Total $1,072 $ 675 $ 46C

In order to provide additional clarity, our managstis discussion and analysis of operating rese@farately
reflects the portion of general and administraixpense not allocated to an asset groupdisect general and
administrative expenselThese charges represent any overhead cost eatldiattributable to one of the specific
asset groups noted in this discussion.

2007 vs. 2006
The $1,021 million, or 25 percent, increass@égment revenués largely due to:

+ A $528 million increase in revenues from the marigbf NGLs and olefins
* A $303 million increase in revenues from our olefproduction busines
* A $244 million increase in revenues associated thighproduction of NGLs

These increases are partially offset by a $35 onillecrease in fee revenues.
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Segment costs and expenseseased $645 million, or 18 percent, primarilyaagsult of:

* A $491 million increase in NGL and olefin marketipgrchases

A $257 million increase in costs from our olefimreguction busines:

A $37 million increase in operating expenses inicigdigher depreciation, maintenance, gathering fue
expenses and operating tax

$24 million higher general and administrative exge;

A $10 million loss on impairment of the Carbonaterid pipeline and an $8 million loss on impairmeft
certain other asset

» The absence of $11 million of net gains on thessafeassets in 200
These increases are partially offset by;

» The absence of a 2006 charge of $73 million reltdezlr Gulf Liquids litigation (see Note 15 of Ngtto
Consolidated Financial Statemen

* A $95 million decrease in costs associated withptteeluction of NGLs due primarily to lower natuggls
prices;
* $12 million income in 2007 from a favorable litigati outcome
The $397 million, or 59 percent, increase in Midatn’ssegment profiteflects $339 million higher NGL
margins and the absence of the previously menti@d&dmillion Gulf Liquids litigation charge in 2006s well as

the other previously described changesdgment revenuasdsegment costs and expengesinore detailed
analysis of the segment profit of Midstream’s vas@perations is presented as follows.

Domestic gathering & processing

The $266 million increase itlomestic gathering and processing segment prafitides a $308 million increase
in the West region, partially offset by a $42 noillidecrease in the Gulf Coast region.

The $308 million increase in our West regioségment profiprimarily results from higher NGL margins,
higher processing fee based revenues and incommedfavorable litigation outcome, partially off$st higher
operating expenses and lower gathering fee reveiiessignificant components of this increase idelthe
following:

* NGL margins increased $326 million in 2007 compared006. This increase was driven by an increa
average per unit NGL prices, a decrease in costaged with the production of NGLs reflecting kw
natural gas prices and higher volumes due prim#wilyew capacity on the fifth cryogenic train at @pal
plant.

» Processing fee revenues increased $12 million.eBsiitg volumes are higher due to customers eletding
take liquids and pay processing fe

* $12 million income in 2007 from a favorable litigati outcome

» Gathering fee revenues decreased $6 million dueguily to natural volume declines and the shutdaivn
the Ignacio plant in the fourth quarter of 2007aassult of the fire

» Operating expenses increased $21 million inclu&®gnillion in higher depreciation, $9 million indier
treating plant and gathering fuel due primarilgtte expiration of a favorable gas purchase contract
$5 million related to gas imbalance revaluatiorséssin the current year compared to gains in tioe pr
year, $5 million higher leased compression costs$hmillion higher costs related to the Jicafiéase
arrangement. These were partially offset by theads of a $7 million accounts payable accrual
adjustment in 2006 and $5 million in lower systemduct losses
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The $42 million decrease in the Gulf Coast regi@@gment profits primarily a result of lower volumes from
our deepwater facilities, losses on impairmentd,the absence of gains on assets in 2006, partfifigt by higher
NGL margins and higher other fee revenues. Thafgignt components of this decrease include thiefohg:

» Fee revenues from our deepwater assets decrea@exilidn due primarily to declines in producers’
volumes.

+ A $10 million loss on impairment of the Carbonaterid pipeline and a $6 million loss on impairmeint o
certain other asset

« The absence of $8 million in gains on the salesedfain gathering assets and a processing pl&@df
and $5 million lower involuntary conversion gaiesulting from insurance proceeds used to rebuéd th
Cameron Meadows plar

* NGL margins increased $14 million driven by highsL prices, partially offset by lower NGL recoves
and an increase in costs associated with the ptiotuaf NGLs.

 Other fee revenues increased $8 million drivenighér water removal fee

Venezuela

Segment profifor our Venezuela assets decreased $9 million.dBoeecase is primarily due to the absence of a
$9 million gain from the settlement of a contraispdite in 2006, $6 million lower fee revenues drimarily to the
discontinuance in 2007 of revenue recognition egldb labor escalation receivables, $7 million kigbperating
expenses, and $8 million higher bad debt experiateceto labor escalation receivables, partialfgetfby
$19 million of higher currency exchange gains ahdrllion higher equity earnings.

Other

The significant components of the $158 million e&se irsegment profibf our other operations include the
following:

» The absence of the previously mentioned $73 milGarif Liquids litigation charge in 2001

+ $46 million in higher margins from our olefins pradion business due primarily to the increase in
ownership of the Geismar olefins facility in Ju@ and higher prices of NGL products producedun o
Canadian olefins operatior

< $18 million in higher margins related to the maikgtof olefins and $21 million in higher margindated
to the marketing of NGLs due to more favorable gjesnin pricing while product was in transit during
2007 as compared to 20(

+ An $8 million reversal of a maintenance accruaé (selow);
* $9 million higher Aux Sable equity earnings primgaidue to favorable processing margi
+ $11 million higher Discovery equity earnings priniidue to higher NGL margins and volum

These increases are partially offset by:

+ $19 million in higher foreign exchange losses relatethe revaluation of current assets held in ddars
within our Canadian operatior

» The absence of a $4 million favorable transpontasettlement in 200t

Effective January 1, 2007, we adopted FASB Stafiitikm (FSP) No. AUG AIR-1Accounting for Planned
Major Maintenance ActivitiesAs a result, we recognized as other income an $&mreversal of an accrual for
major maintenance on our Geismar ethane crackeditMeot apply the FSP retrospectively becauséntipact to
our first quarter 2007 and estimated full year 26@whings, as well as the impact to prior peritlapt material.
We have adopted the deferral method for accourfitinthese costs going forward.
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Indirect general and administrative expense

The $18 million, or 26 percent, increase in indigeneral and administrative expense is due priynrihighel
technical support services and other charges fiowsadministrative support functions and highrepkoyee
expenses.

2006 vs. 2005
The $868 million, or 26 percent, increases@gment revenués largely due to:

» A $561 million increase in crude marketing revenuwesich is offset by a similar change in costsuhésg
from additional deepwater production comin¢line in November 200%

A $165 million increase in revenues associated thighproduction of NGLs, primarily due to higher NG
prices combined with higher volume

A $137 million increase in the marketing of NGLglaslefins, which is offset by a similar change osts;

« An $83 million increase in fee-based revenues oy $52 million in higher production handling
revenues

A $44 million increase in revenues in our olefimstulue to higher volume

These increases were partially offset by an $8#4amiteduction in NGL revenues due to a change in
classification of NGL transportation and fractidnatexpenses from costs of goods sold to net rea®(offset in
costs and operating expenses).

Segment costs and expeniseseased $688 million, or 23 percent, primarilyaagsult of:

« A $561 million increase in crude marketing purchsasehich is offset by a similar change in reveni

A $137 million increase in NGL and olefins marketipurchases, offset by a similar change in rever

An $82 million increase in operating expenses idicig an $11 million accounts payable accrual
adjustment, higher system losses, depreciationranse expense, personnel and related benefit sgpen
turbine overhauls, materials and supplies, comressd post-hurricane inspection and survey costs
required by a government agen

A $59 million increase in other expense includihg $73 million charge related to the Gulf Liquids
litigation, partially offset by a $9 million favobée settlement of a contract dispt

A $20 million increase in costs associated withdpiedion in our olefins unit

These increases were partially offset by:

» An $84 million reduction in NGL transportation afrectionation expenses due to the above-noted &ang
in classification (offset in revenue:

* A $77 million decrease in plant fuel and costs eisded with the production of NGLs due primarily to
lower gas prices

The $215 million, or 47 percent, increase in Midamsegment profits primarily due to higher NGL margins,
higher deepwater production handling revenues,grighthering and processing revenues, higher nsafgim our
olefins unit, and a settlement of an internatigualtract dispute, and the absence of a $23 miiltigrairment of our
equity investment in Aux Sable Liquid Products L(A&ux Sable) recorded in 2005. These increases laggely
offset by the $73 million charge related to thefGuiduids litigation contingency combined with highoperating
costs and lower margins related to the marketingefins and NGLs. A more detailed analysis of $hgment profi
of Midstream’s various operations is presentedHsviis.
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Domestic gathering & processing

The $242 million increase ilomestic gathering and processing segment pirafitides a $138 million increase
in the West region and a $104 million increasenan®Gulf Coast region.

The $138 million increase in our West regiosé&gment profiprimarily results from higher product margins
higher gathering and processing revenues, partiéiibet by higher operating expenses. The significamponents
of this increase include the following:

* NGL margins increased $166 million compared to 2008s increase was driven by a decrease in
associated with the production of NGLs, an increaseserage per unit NGL prices and higher volumes
resulting from lower NGL recoveries during the fituguarter of 2005 caused by intermittent peridds o
uneconomical market commodity prices and a powtageiand associated operational issues at our Opal,
Wyoming facility. NGL margins are defined as NGlveaues less BTU replacement cost, plant fuel, and
transportation and fractionation exper

» Gathering and processing fee revenues increasethiitéh. Gathering fees are higher as a resuhiigher
average per-unit gathering rates. Processing vawarehigher due to customers electing to takédgu
and pay processing fe¢

» Operating expenses increased $51 million inclu&ihg million in higher net system product lossea as
result of system gains in 2005 compared to 082906, a $7 million accounts payable accrual
adjustment; $8 million in higher personnel andtedebenefit expenses; $6 million in higher materaid
supplies; $6 million in higher gathering fuel, $4lion in higher leased compression costs; $4 wnillin
higher turbine overhaul costs; and $4 million igtter depreciatior

The $104 million increase in the Gulf Coast reggmsegment profiis primarily a result of higher NGL margir
higher volumes from our deepwater facilities, flti offset by higher operating expenses. The §icanit
components of this increase include the following:

* NGL margins increased $77 million compared to 200%s increase was driven by an increase in ave
per unit NGL prices and a decrease in costs agsdarath the production of NGL:

» Fee revenues from our deepwater assets increagadiffon as a result of $51 million in higher vohes
flowing across the Devils Tower facility and $22lian in higher Devils Tower unit-of-production et
recognized as a result of a new reserve study.€lineseases are partially offset by a $21 milliecldhe ir
other gathering and production handling revenuestdwolume declines in other are

« Operating expenses increased $25 million primaha result of $12 million in higher insurance spst
$4 million in higher depreciation expense on ougmeater assets, $3 million in higher net systendypco
losses as a result of lower gain volumes in 20@6n#lion in post-hurricane inspection and survegts
required by a government agency, and a $1 millmmoants payable accrual adjustm

Venezuela

Segment profifor our Venezuela assets increased $3 million eoldides $9 million resulting from the
settlement of a contract dispute and $1 milliohigher revenues due to higher natural gas volumeégeces at ou
compression facility. These are partially offsetfidymillion in higher expenses related to highsunance,
personnel and contract labor costs and a $2 miifiorease in the reserve for uncollectible accaunts

Other

The $26 million decrease segment profibf our other operations is largely due to the $1Hon of charges
related to the Gulf Liquids litigation contingencgmbined with $13 million in lower margins relatedthe
marketing of olefins. The decrease also reflec&rillion in lower margins related to the marketiwfgNGLs due t
more favorable changes in pricing while product wasansit during 2005 as compared to 2006. These
partially offset by the absence of a $23 milliorpamrment of our equity investment in Aux Sable 003,
$24 million in higher margins in our olefins ur7 million in higher earnings from our equity intr@ent in
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Discovery Producer Services, L.L.C. (Discovery)niflion in higher fractionation, storage and otlfex revenues,
and a $4 million favorable transportation settletmen

Gas Marketing Services

Gas Marketing Services (Gas Marketing) primarilppsorts our natural gas businesses by providing etisdg
and risk management services, which include margetnd hedging the gas produced by Exploration@&ction,
and procuring fuel and shrink gas and hedging ahgas liquids sales for Midstream. In additions@®#arketing
manages various natural gas-related contractsasittansportation, storage, and related hedgdading certain
legacy natural gas contracts and positions, andges services to third parties, such as producers.

Overview of 2007

Gas Marketing’s operating results for 2007 werenprily driven by a loss of approximately $166 noitli
related to certain legacy derivative natural gagreets that we expect to assign to another parg0D8 under an
asset transfer agreement that we executed in Desre?0087. In addition, a decrease in forward natgaal basis
prices against a net long legacy derivative pasitiontributed to the losses as well.

Outlook for 2008

For 2008, Gas Marketing intends to focus on prawjdiervices that support our natural gas busine€sgtain
legacy natural gas contracts and positions fronfaumer Power segment remain in the Gas Marketaggrent.
Gas Marketing’s earnings may continue to reflectkata-market volatility from commodity-based deriwves that
represent economic hedges but are not designateetiges for accounting purposes or do not qualiffhédge
accounting. However, this mark-to-market volatiigyexpected to be significantly reduced comparih previous
levels.

Year-Over-Year Results

Years Ended December 31,

2007 2006 2005
(Millions)
Realized revenue $4,94¢  $5,18:  $6,147
Net forward unrealized ma-to-market gains (losse (315) (13€) 18¢
Segment revenug 4,63: 5,04¢ 6,33%
Costs and operating expen: 4,93 5,25¢ 6,23¢
Gross margir (304) (209) 97
Selling, general and administrative (income) expt 13 (13 1)
Other (income) expen— net 20 (1) 89
Segment profit (loss $(B37) $(19%) $ 9

2007 vs. 2006

Realized revenuespresent (1) revenue from the sale of naturabgds(2) gains and losses from the net
financial settlement of derivative contrad®ealized revenuetecreased $237 million primarily due to a decréase
net financial settlements of derivative contraétsis is partially offset by an increase in physicatural gas revenue
as a result of a 9 percent increase in naturasgles volumes partially offset by a 6 percent deswdn average
prices on physical natural gas sales.

Net forward unrealized mark-to-market gains (lo3gesnarily represent changes in the fair valuesesfain
legacy derivative contracts with a future settletreerdelivery date that are not designated as hefigeaccounting
purposes or do not qualify for hedge accounting1A6 million loss related to a legacy derivativéunal gas sales
contract, that we expect to assign to another par®008 under an asset transfer agreement thakeeuted in
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December 2007, primarily caused the unfavorableghannet forward unrealized mark-to-market gains (loyses
Prior to the execution of the asset transfer agee¢mve accounted for this legacy contract on anuat basis unde
the normal purchases and normal sales excepti8fAB 133. Due to the pending assignment of theclegantract
we no longer consider the contract to be in thenabicourse of business. Therefore, we recognidedsato reflect
the current negative fair value of the contractadidition, losses on gas purchase contracts cdnysadlecrease in
forward natural gas prices were greater in 200 th&2006.

The $321 million decrease in Gas Marketingists and operating expenseprimarily due to a 7 percent
decrease in average prices on physical naturghgahases, partially offset by a 4 percent incréasatural gas
purchase volumes.

The unfavorable change selling, general and administrative (income) exgaasiue primarily to the absence
of a $25 million gain from the sale of certain reables to a third party in 2006.

Other (income) expense — meR007 includes a $20 million accrual for litigati contingencies.

The $142 million increase segment loss primarily due to the loss recognized on a legdeyvative sales
contract previously treated as a normal purchadenarmal sale, a $20 million accrual for litigatioontingencies,
and the absence of a $25 million gain from the e&teertain receivables as described above, plaroffset by an
improvement in accrual gross margin.

2006 vs. 2005

Realized revenuatecreased $962 million primarily due to a 17 perdecrease in average prices on physical
natural gas sales.

The effect of a change in forward prices on legaatural gas derivative contracts primarily caused t
$324 million unfavorable change et forward unrealized mark-to-market gains (loyseés decrease in forward
natural gas prices during 2006 caused losses asyatet forward gas fixed-price purchase contradtde an
increase in forward natural gas prices during 280fsed gains on legacy net forward gas fixed-gricehase
contracts.

The $980 million decrease in Gas Marketingists and operating expenssgrimarily due to an 18 percent
decrease in average prices on physical naturghgahases.

The favorable change selling, general and administrative (income) exgaagiue primarily to increased ga
from the sale of certain receivables to a thirdypdBas Marketing recognized a $25 million gair2606 compared
to a $10 million gain in 2005.

Other (income) expense — meR005 includes an $82 million accrual for estiethlitigation contingencies,
primarily associated with agreements reached tetanbally resolve exposure related to naturalpgga® and
volume reporting issues (see Note 15 of Notes tesGlidated Financial Statements) and a $5 millicerzal for a
regulatory settlement.

The $204 million change fromsegment profito asegment loss primarily due to the effect of a change in
forward prices on legacy natural gas derivativetiaans, partially offset by favorable changesiher (income)
expense — nefescribed above.

Other
Year-Over-Year Operating Results

Years Ended December 31
2007 2006 2005

(Millions)
Segment revenus $26 $27 $ 27
Segment los $(1) $13 (129
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2007 vs. 2006

The improvement isegment loskor 2007 is primarily driven by $5 million of neans on the sale of land.

2006 vs. 2005

Othersegment lostor 2005 includes $87 million of impairment chargeswhich $38 million was recorded
during the fourth quarter, related to our investteronghorn. In a related matter, we wrote offridlion of
capitalized project costs associated with Longh@fa.also recorded $24 million of equity losses asged with ou
investment in Longhorn. Partially offsetting thetmrges and losses was a $9 million fourth qugdar on the sale
of land.

Energy Trading Activities
Fair Value of Trading and Nontrading Derivatives

The chart below reflects the fair value of derivasi held for trading purposes as of December 317 .20/e
have presented the fair value of assets and liailby the period in which they would be realizedier their
contractual terms and not as a result of a saleh&Ve reported the fair value of a portion of thésgvatives in
assets and liabilities of discontinued operati¢g8ee Note 2 of Notes to Consolidated Financialegtants.)

Net Assets (Liabilities) — Trading

(Millions)
To be To be To be To be To be
Realized in Realized in Realized in Realized in Realized in
1-12 Months 13-36 Months 37-60 Months 61-120 Months 121+ Months Net
(Year 1) (Years 2-3) (Years 4-5) (Years €-10) (Years 11+) Fair Value
$(1) $ @ $ @ 9 Q 9 — 8 4

As the table above illustrates, we are not matgreaigaged in trading activities. However, we halsubstanti
portfolio of nontrading derivative contracts. Nading derivative contracts are those that hedg®mid possibly
hedge forecasted transactions on an economic bEsibave designated certain of these contractasisftow
hedges of Exploration & Production’s forecaste@salf natural gas production and Midstream’s foseszhsales of
natural gas liquids under SFAS No. 133, “AccounfmigDerivative Instruments and Hedging
Activities” (SFAS 133). Of the total fair value nbntrading derivatives, SFAS 133 cash flow hedgesanet
liability value of $268 million as of December 2007. The chart below reflects the fair value afvdgives held fo
nontrading purposes as of December 31, 2007, ferMBaketing Services, Exploration & Production, ktigtam,
and nontrading derivatives reported in assets iabdities of discontinued operations.

Net Assets (Liabilities) — Nontrading

(Millions)
To be To be To be To be To be
Realized in Realized in Realized in Realized in Realized in
1-12 Months 13-36 Months 37-60 Months 61-120 Months 121+ Months Net
(Year 1) (Years 2-3) (Years 4-5) (Years 6-10) (Years 11+) Fair Value
$(87) $ (268) % B $ Q 9 — $ (369

Methods of Estimating Fair Value

Most of the derivatives we hold settle in activeipgs and markets in which quoted market pricesageglable.
These include futures contracts, option contravtgp agreements and physical commodity purchasksad@s in
the commodity markets in which we transact. Whileaative market may not exist for the entire pergubted
prices can generally be obtained for natural gesutfh 2012.

These prices reflect current economic and regutatonditions and may change because of market tonsli
The availability of quoted market prices in actmarkets varies between periods and commoditiesdbase
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upon changes in market conditions. The abilitylitamn quoted market prices also varies greatly fregion to
region. The time periods noted above are an esimat aggregate availability of quoted prices. iknmaterial
portion of our total net derivative liability valud $368 million relates to periods in which actiypgotes cannot be
obtained. We estimate energy commodity priceseasetilliquid periods by incorporating informatiomoat
commodity prices in actively quoted markets, qugiddes in less active markets, and other markeddmental
analysis. Modeling and other valuation technighesyever, are not used significantly in determinting fair value
of our derivatives.

Counterparty Credit Considerations

We include an assessment of the risk of counterpemperformance in our estimate of fair valuedtbr
contracts. Such assessment considers (1) the catidiy of each counterparty as represented byi@tdting
agencies such as Standard & Poor’'s and Maothwestors Service, (2) the inherent default podliges within thes
ratings, (3) the regulatory environment that thetcaxct is subject to and (4) the terms of eachviddal contract.

Risks surrounding counterparty performance anditccedld ultimately impact the amount and timing of
expected cash flows. We continually assess this Vi& have credit protection within various agreatado call on
additional collateral support if necessary. At Dmber 31, 2007, we held collateral support, inclgdetters of
credit, of $215 million.

We also enter into master netting agreements tigaihét counterparty performance and credit risk.ifu2007
and 2006, we did not incur any significant losses th recent counterparty bankruptcy filings.

The gross credit exposure from our derivative @mify, a portion of which is included in assetsis€antinued
operations (see Note 2 of Notes to Consolidatedrigial Statements), as of December 31, 2007, isrsuined

below.
Investment
Counterparty Type Grade(a) Total
(Millions)
Gas and electric utilitie $ 78 $ 79
Energy marketers and trad: 224 1,32¢
Financial institution: 1,30z 1,30z
Other — 1
$ 1,604 2,71(
Credit reserve D
Gross credit exposure from derivati\ $2,70¢

We assess our credit exposure on a net basisiéotrefaster netting agreements in place with aertai
counterparties. We offset our credit exposure themunterparty with amounts we owe the counteypartier
derivative contracts. The net credit exposure foamderivatives as of December 31, 2007, is sunmadrbelow.

Investment

Counterparty Type Grade(a) Total
(Millions)

Gas and electric utilitie $ 17 $17
Energy marketers and tradt 18 20
Financial institution: 45 45
Other e

$ 80 82
Credit reserve 1)
Net credit exposure from derivativ $81
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(&) We determine investment grade primarily usingligly available credit ratings. We include coupteties
with a minimum Standard & Poor’s rating of BBB—NMbpody'’s Investors Service rating of Baa3 in
investment grade. We also classify counterpartiashiave provided sufficient collateral, such ash¢catandb
letters of credit, adequate parent company guagantnd property interests, as investment g

Trading Policy

We have policies and procedures that govern odimigsand risk management activities. These policagr
authority and delegation thereof in addition totcolrequirements, authorized commodities and tench exposure
limitations. Value-at-risk is limited in aggregated calculated at a 95 percent confidence level.

Management’s Discussion and Analysis of Financial @dition
Outlook

We believe we have, or have access to, the finaresaurces and liquidity necessary to meet future
requirements for working capital, capital and irtwesnt expenditures and debt payments while maiinigia
sufficient level of liquidity to reasonably proteagainst unforeseen circumstances requiring theueds. We
also expect to maintain our investment grade st&ua008, we expect to maintain liquidity from haand cash
equivalents and unused revolving credit facilibést least $1 billion. We maintain adequate ligtyido manage
margin requirements related to significant movem@émtcommodity prices, unplanned capital spendieeds, near
term scheduled debt payments, and litigation ahdratettlements. We expect to fund capital andsiment
expenditures, debt payments, dividends, stock odyases and working capital requirements through ftas from
operations, which is currently estimated to be leetw$2.3 billion and $2.7 billion in 2008, proceédsn debt
issuances and sales of units of Williams PartndPs &nd Williams Pipeline Partners L.P., as weltash and cash
equivalents on hand as needed.

We enter 2008 positioned for continued growth tgtodisciplined investments in our natural gas besses.
Examples of this planned growth include:

» Exploration & Production will continue to maintadis development drilling program in its key basais
Piceance, Powder River, San Juan, Arkoma, andWorth.

« Gas Pipeline will continue to expand its systermtzet the demand of growth marke

« Midstream will continue to pursue significant degper production commitments and expand capacity in
the western United State

We estimate capital and investment expenditurdsaetdl approximately $2.6 billion to $2.9 billian 2008. As
a result of increasing our development drillinggnam, $1.45 billion to $1.65 billion of the totadtenated 2008
capital expenditures is related to Exploration &drrction. Also within the total estimated expeniditufor 2008 is
approximately $180 million to $260 million for cofignce and maintenance-related projects at Gadifépe
including Clean Air Act compliance. Commitments émmstruction and acquisition of property, pland aquipmer
are approximately $484 million at December 31, 2007

Potential risks associated with our planned legélguidity and the planned capital and investment
expenditures discussed above include:

» Lower than expected levels of cash flow from operet due to commodity pricing volatility. To mitiga
this exposure, Exploration & Production has fixetg hedges for approximately 70 MMcfe per daytsf i
expected 2008 production. In addition, Explora®PRroduction has collar agreements for 2008 which
hedge approximately 397 MMcfe per day of expec@@B2roduction

 Sensitivity of margin requirements associated with marginable commodity contracts. As of
December 31, 2007, we estimate our exposure taialal margin requirements through 2008 to be no
more than $125 million, using a statistical anayatia 99 percent confidence ley
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« Exposure associated with our efforts to resolvelggry and litigation issues (see Note 15 of Nates
Consolidated Financial Statemen

< The impact of a general economic downturn, inclgdiny associated volatility in the credit markatd a
our access to liquidity and the capital mark

In August 2006, the Pension Protection Act of 20@6 signed into law. The Act makes significant gemnto
the requirements for employer-sponsored retirerpkamts, including revisions affecting the fundingdefined
benefit pension plans beginning in 2008. We hagessed the impact of the legislation on our futuneling
requirements and do not expect a significant irsréa minimum funding requirements over currenelsy
assuming long-term rates of return on assets amdrtudiscount rates do not experience a signifidacline.

Overview

In February 2007, Exploration & Production enteirgd a five-year unsecured credit agreement wittage
banks in order to reduce margin requirements rélet@ur hedging activities as well as lower tratisa fees.
Under the credit agreement, Exploration & Productgonot required to post collateral as long asvéilae of its
domestic natural gas reserves, as determined timel@rovisions of the agreement, exceeds by afgmaimount
certain of its obligations including any outstargditebt and the aggregate out-of-the-money positonsedges
entered into under the credit agreement. Explanadid®’roduction is subject to additional covenamider the credit
agreement including restrictions on hedge limhs, ¢reation of liens, the incurrence of debt, #ie sf assets and
properties, and making certain payments, suchwagettids, under certain circumstances.

On April 4, 2007, Northwest Pipeline retired $178Blion of 8.125 percent senior notes due 2010. Nosgst
Pipeline paid premiums of approximately $7 milliarconjunction with the early debt retirement.

On April 5, 2007, Northwest Pipeline issued $18%ior aggregate principal amount of 5.95 percenice
unsecured notes due 2017 to certain institutionadstors in a private debt placement. NorthwestIip initiated
an exchange offer on July 26, 2007, which expimredogust 23, 2007. Northwest Pipeline received full
participation in the exchange offer. (See Note flllates to Consolidated Financial Statements.)

In July 2007, our Board of Directors authorized tepurchase of up to $1 billion of our common statle
intend to purchase shares of our stock from tiné1e in open market transactions or through pelyahegotiated
or structured transactions at our discretion, stliggemarket conditions and other factors. Thiglst@purchase
program does not have an expiration date. We plémrtd this program with cash on hand. In 2007 pwehased
approximately 16 million shares for $526 milliondan the program at an average cost of $33.08 peesh

During third-quarter 2007, we formed Williams Pipel Partners L.P. (WMZ) to own and operate natgasl
transportation and storage assets. In January 20ME, completed its initial public offering of 16.2%illion
common units at a price of $20.00 per unit. In Baby 2008, the underwriters also exercised thghtrio purchase
an additional 1.65 million common units at the sariee. A subsidiary of ours serves as the gerpadher of
WMZ. The initial asset of the partnership is a &oaent interest in Northwest Pipeline GP, formétyrthwest
Pipeline Corporation. Upon completion of the trantiem, we hold approximately 47.7 percent of theriests in
WMZ, including the interests of the general partner

In December 2007, Williams Partners L.P. acquirerain of our membership interests in Wamsutter | h@
limited liability company that owns the Wamsuttgstem, from us for $750 million. Williams Partnér$.
completed the transaction after successfully ctpsipublic equity offering of 9.25 million commonits that
yielded net proceeds of approximately $335 millidhe partnership financed the remainder of thelmase price
primarily through utilizing $250 million of term &m borrowings and issuing approximately $157 millagd commol
units to us. The $250 million term loan is undetlifins Partners L.P.’s new $450 million five-yeangor
unsecured credit facility that became effectiveudianeous with the closing of the Wamsutter tratisacThe
remaining $200 million of capacity under the newilfty is available for revolving credit borrowings

In December 2007, we repurchased $213 million offoli25 percent senior unsecured notes due Septembe
2011 and $22 million of our 8.125 percent senigaaured notes due March 2012. In conjunction wids¢ early
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retirements, we paid premiums of approximately 8iilion. These premiums, as well as related feesexpenses
are recorded asarly debt retirement cosiis the Consolidated Statement of Income.

Credit ratings

On March 19, 2007, Standard & Poor’s raised ourosemsecured debt rating from a BBs-a BB with a stab
ratings outlook. On May 21, 2007, Standard & Poog\gsed its ratings outlook to positive from stahlDn
November 9, 2007, Standard & P’s raised our senior unsecured debt rating fronBada BB+ and our corporate
credit rating from a BB+ to a BBB- with a ratingstiook of stable. With respect to Standard & Poa'sating of
“BBB” or above indicates an investment grade ratiigating below “BBB” indicates that the securftgs
significant speculative characteristics. A “BB”iraf indicates that Standard & Poor’s believes fsaér has the
capacity to meet its financial commitment on thégattion, but adverse business conditions could tea
insufficient ability to meet financial commitmen&tandard & Poor’'s may modify its ratings with & ‘or a “~ "
sign to show the obligor’s relative standing withimajor rating category.

On May 21, 2007, Moody’s Investors Service placaedratings under review for possible upgrade. On
November 15, 2007, Moo''s Investors Service raised our senior unsecuréd rd¢ing from a Ba2 to a Baa3 with a
ratings outlook of stable. With respect to Moody@sating of “Baa’or above indicates an investment grade ratir
rating below “Baa” is considered to have specutadlements. A “Batating indicates an obligation that is judge:
have speculative elements and is subject to sufmtaredit risk. The “1”, “2” and “3” modifiers shw the relative
standing within a major category. A “1” indicatést an obligation ranks in the higher end of theadrrating
category, “2” indicates a mid-range ranking, andréhking at the lower end of the category.

On May 21, 2007, Fitch Ratings revised its ratingdook to positive from stable. On November 20020
Fitch Ratings raised our senior unsecured debtgdtom a BB+ to a BBB— with a ratings outlook tdilsle. With
respect to Fitch, a rating of “BBB” or above indiesan investment grade rating. A rating below “BBB
considered speculative grade. A “BB” rating frontchiindicates that there is a possibility of cretik developing,
particularly as the result of adverse economic geasver time; however, business or financial a#tves may be
available to allow financial commitments to be nkétch may add a “+” or a “— " sign to show the igjolr’s relative
standing within a major rating category.

Liquidity
Our internal and external sources of liquidity ird# cash generated from our operations, bank fingscand
proceeds from the issuance of long-term debt andyesecurities, and proceeds from asset saleslevitost of our
sources are available to us at the parent levsérstare available to certain of our subsidiaifesuding equity and

debt issuances from Williams Partners L.P. andisvils Pipeline Partners L.P. Our ability to raisedsiin the
capital markets will be impacted by our financiahdition, interest rates, market conditions, artigiry conditions

Available Liquidity

Year Ended
December 31, 200
—(Milions)
Cash and cash equivalen $ 1,69¢
Securities 20
Available capacity under our four unsecured revajvé@nd letter of credit facilities totaling
$1.2 billion 85¢
Available capacity under our $1.5 billion unsecuredolving and letter of credit facility* 1,222
Available capacity under Williams Partners L.P 458 million fiveyear senior unsecured cre
facility (see previous discussio 20C
$ 3,99¢
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* Cash and cash equivalenteludes $10 million of funds received from thirdrpes as collateral. The obligation
for these amounts is reportedaccrued liabilitieson the Consolidated Balance Sheet. Also included is
$475 million of cash and cash equivalents thakiadputilized by certain subsidiary and internasiboperations

** Northwest Pipeline and Transco each have acceB0@ million under this facility to the extent ndtlized by
us. In 2007, Northwest Pipeline borrowed $250 wrillunder this facility to retire matured notes, andanuary
2008, Transco borrowed $100 millic

In addition to the above, Northwest Pipeline andribco have shelf registration statements avaifabline
issuance of up to $350 million aggregate princgrabunt of debt securities. If the credit ratind\Nairthwest
Pipeline or Transco is below investment grade focradit rating agencies, they can only use tehglf registration
statements to issue debt if such debt is guaratteed.

Williams Partners L.P. has a shelf registratiotesteent available for the issuance of approximabaly billion
aggregate principal amount of debt and limitedrganghip unit securities.

In addition, at the parent-company level, we haseelf registration statement that allows us tadgsublicly
registered debt and equity securities as needed.

In February 2007, Exploration & Production enteirgd a five-year unsecured credit agreement wittage
banks which serves to reduce our usage of casbtaed credit facilities for margin requirementsateld to our
hedging activities as well as lower transactiorsfé8ee Note 11 of Notes to Consolidated Finar8tatements.)

On May 9, 2007, we amended our $1.5 billion unsegwredit facility extending the maturity date frosay 1,
2009 to May 1, 2012. Applicable borrowing rates anthmitment fees for investment grade credit ratiwere also
modified.

Sources (Uses) of Cash

Years Ended December 31,

2007 2006 2005
(Millions)
Net cash provided (used) k
Operating activitie! $2,237 $1,89C $1,45(
Financing activitie: (511 1,102 36
Investing activities (2,296 (2,327) (81¢)
Increase (decrease) in cash and cash equivi $ 670 $ 67z $ 667

Operating Activities

Ournet cash provided by operating activitias2007 increased from 2006 due primarily to theréase in our
operating results and the absence of a $145 milémurities litigation settlement payment in 20DBese increases
are partially offset by increased income tax pays@n2007 and other changes in working capital.

Ournet cash provided by operating activities2006 increased from 2005 due largely to highparating
income at Midstream, partially offset by a $145limil securities litigation settlement payment inffitn quarter
2006.

Financing Activities
2007

See Overview, within this section, for a discuss02007 debt issuances, retirements, stock repgesh and
additional financing by Williams Partners L.P.
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Quatrterly dividends paid on common stock incredsad $.09 to $.10 per common share during the s&con
quarter of 2007 and totaled $233 million for yeaded December 31, 2007.

2006

2005

Transco issued $200 million aggregate principal amof 6.4 percent senior unsecured notes due .

Northwest Pipeline issued $175 million aggregateqgipal amount of 7 percent senior unsecured e
2016.

Williams Partners L.P. acquired our interest inliafihs Four Corners LLC for $1.6 billion. The acqtios
was completed after Williams Partners L.P. succdlgstlosed a $150 million private debt offering of
7.5 percent senior unsecured notes due 2011, ariB@th private debt offering of 7.25 percent sami
unsecured notes due 2017, $350 million of commah@ass B units, and equity offerings of $519 ruiili
in net proceed:s

We paid $489 million to retire a secured floa-rate term loan due in 200

We paid $26 million in premiums related to the cersvon of $220 million of 5.5 percent junior
subordinated convertible debentures into commocks

Quarterly dividends paid on common stock incredsa $.075 to $.09 per share during the second
quarter of 2006 and totaled $207 million for thaiyended December 31, 20i

We retired $200 million of 6.125 percent notes é&bsby Transco, which matured January 15, 2

We received $273 million iproceeds from the issuance of common spockhased under the FELINE
PACS equity forward contract

We completed an initial public offering of approxtely 40 percent of our interest in Williams Partne
L.P. resulting in net proceeds of $111 millis

Quarterly dividends paid on common stock incredsam $.05 to $.075 per common share during thel
quarter of 2005 and totaled $143 million for theryended December 31, 201

Investing Activities

2007

Capital expenditures totaled $2.8 billion and wanienarily related to Exploration & Production’s Hirig
activity, mostly in the Piceance bas

We received $496 million of gross proceeds fromghle of substantially all of our power busine

We purchased $304 million and received $353 milfrmm the sale of auction rate securiti

Capital expenditures totaled $2.5 billion and wanienarily related to Exploration & Production’s Hirig
activity, mostly in the Piceance basin, and NortstwRipelin’s capacity replacement proje

We purchased $386 million and received $414 milfrmm the sale of auction rate securiti

Capital expenditures totaled $1.3 billion and wenienarily related to Exploration & Production’s iirig
activity, mostly in the Piceance basin, and GaglRig's normal maintenance and compliar

We received $310 million in proceeds from the Gd#fam recapitalizatior
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* We purchased $224 million and received $138 milfimm the sale of auction rate securiti

» Northwest Pipeline received an $88 million conttacimination payment, representing reimburseme
the net book value of the related ass

» We received $55 million proceeds from the salewfrmte with Williams Communications Group, our
previously owned subsidiar
Off-balance sheet financing arrangements and guaeshof debt or other commitments

We have various other guarantees and commitmerithwane disclosed in Notes 2, 3, 10, 11, 14, andf15
Notes to Consolidated Financial Statements. Weaddelieve these guarantees or the possible fuHitit of therr
will prevent us from meeting our liquidity needs.

Contractual Obligations

The table below summarizes the maturity dates otoatractual obligations, including obligationsated to
discontinued operations.

2009-  2011-
2008 2010 2012 Thereafter Total
(Millions)
Long-term debt, including current portio
Principal $ 13 $ 92 $2531 $ 516( $ 7,921
Interest 58t 1,142 1,011 4,745 7,481
Capital lease 6 6 — — 12
Operating lease 84 94 28 19 22t
Purchase obligations(; 1,351 1,347 1,29 2,85¢ 6,85¢
Other lon¢-term liabilities, including current portiol
Physical and financial derivatives(2)( 47¢ 661 26¢ 321 1,72¢
Other(4)(5) 5 1 — — 6
Total $2,647 $3,34: $5,13¢ $ 13,10: $24,22¢

(1) Includes $4.4 billion of natural gas purchase dil@ns at market prices at our Exploration & Prdatuc
segment. The purchased natural gas can be soldrketprices

(2) The obligations for physical and financial derivas are based on market information as of DeceBiber
2007. Because market information changes dailyhasdthe potential to be volatile, significant chesitp the
values in this category may occ

(3) Expected offsetting cash inflows of $5.6 billionRecember 31, 2007, resulting from product salesetr
positive settlements, are not reflected in theseuants. In addition, product sales may require aatud
purchase obligations to fulfill sales obligatiohattare not reflected in these amou

(4) Does not include estimated contributions to oursganand other postretirement benefit plans. Weemad
contributions to our pension and other postretirgnbenefit plans of $56 million in 2007 and $57lmil in
2006. In 2008, we expect to contribute approxinya$elé million to these plans (see Note 7 of Notes t
Consolidated Financial Statements), including $4l0an to our tax-qualified pension plans. Thererer@o
minimum funding requirements to our tax-qualifieghpion plans in 2007 or 2006, and we do not exg@gt
minimum funding requirements in 2008. We anticipthig future contributions will not vary significéy from
recent historical contributions, assuming actusalilts do not differ significantly from estimateduéts for
assumptions such as discount rates, returns orapkets, retirement rates, mortality and otheiifggnt
assumptions, and assuming no further changes iarduand prospective legislation and regulatiorasegi on
these anticipated levels of future contributions,d® not expect to trigger any minimum funding iegments
in the future; however, we may elect to make cbuations to increase the funded status of our p
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(5) On January 1, 2007, we adopted FASB Interpretdfion48, “Accounting for Uncertainty in Income Taxes
As of December 31, 2007, we have accrued approgign&¥6 million for unrecognized tax benefits. We
cannot make reasonably reliable estimates of thiag of the future payments of these liabilitiekeTefore,
these liabilities have been excluded from the tableve. See Note 5 of Notes to Consolidated Fiaanci
Statements for information regarding our contingertliability reserves

Effects of Inflation

Our operations have benefited from relatively loflation rates. Approximately 42 percent of ourggo
property, plant and equipment is at Gas Pipelirktaa remainder is at other operating units. GpslPie is subject
to regulation, which limits recovery to historicalst. While amounts in excess of historical costrast recoverable
under current FERC practices, we anticipate beliogvad to recover and earn a return based on isedkactual
cost incurred to replace existing assets. Costebgesgulation, along with competition and other neafiactors, may
limit our ability to recover such increased coSbtst the other operating units, operating costsrdheenced to a
greater extent by both competition for specialigetvices and specific price changes in oil andrahgas and
related commodities than by changes in generatiofi. Crude, natural gas, and natural gas ligpidt®s are
particularly sensitive to OPEC production levelsl/an the market perceptions concerning the suppdlydemand
balance in the near future. However, our exposuthdse price changes is reduced through the usedging
instruments.

Environmental

We are a participant in certain environmental #idis in various stages including assessment studieanup
operations and/or remedial processes at certais, sibme of which we currently do not own. (SeeeN& of Notes
to Consolidated Financial Statements.) We are maong these sites in a coordinated effort with othatentially
responsible parties, the U.S. Environmental Prmtecigency (EPA), or other governmental authoritl& are
jointly and severally liable along with unrelatddrd parties in some of these activities and salegponsible ii
others. Current estimates of the most likely co§&uch activities are approximately $46 milliofi,ad which are
recorded as liabilities on our balance sheet aeBéer 31, 2007. We will seek recovery of approxetyat
$13 million of the accrued costs through futureurgtgas transmission rates. The remainder of tbests will be
funded from operations. During 2007, we paid appnately $14 million for cleanup and/or remediatemmd
monitoring activities. We expect to pay approxinhatl5 million in 2008 for these activities. Estitaa of the most
likely costs of cleanup are generally based on detreg assessment studies, preliminary resultsudies or our
experience with other similar cleanup operationtsDAcember 31, 2007, certain assessment studiesstitin
process for which the ultimate outcome may yiegshgicantly different estimates of most likely cestTherefore,
the actual costs incurred will depend on the farabunt, type and extent of contamination discovetatese sites,
the final cleanup standards mandated by the ERAhar governmental authorities, and other factors.

We are subject to the federal Clean Air Act anthfederal Clean Air Act Amendments of 1990, which
require the EPA to issue new regulations. We ae slibject to regulation at the state and locallldm September
1998, the EPA promulgated rules designed to miigfa¢ migration of grountkvel ozone in certain states. In Ma
2004 and June 2004, the EPA promulgated additimgpilation regarding hazardous air pollutants, Wwinay
impose additional controls. Capital expendituresessary to install emission control devices onTeansco gas
pipeline system to comply with rules were approsxiha$3 million in 2007 and are estimated to beneen
$25 million and $30 million through 2010. The adtoasts incurred will depend on the final implenatitn plans
developed by each state to comply with these réignl We consider these costs on our Transcorsyassociated
with compliance with these environmental laws aggltations to be prudent costs incurred in thenamgi course ¢
business and, therefore, recoverable throughtiés.ra
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ltem 7A. Quantitative and Qualitative Disclosures About MagkRisk

Interest Rate Risk

Our current interest rate risk exposure is relatémarily to our debt portfolio. The majority of odebt
portfolio is comprised of fixed rate debt in ordemitigate the impact of fluctuations in interestes. The maturity
of our long-term debt portfolio is partially inflneed by the expected lives of our operating assets.

The tables below provide information about ourriest rate risk-sensitive instruments as of DecerBthe007
and 2006. Long-term debt in the tables represeamisipal cash flows, net of (discount) premium, aneighted-
average interest rates by expected maturity datesfair value of our publicly traded lorigrm debt is valued usir
indicative year-end traded bond market prices.d®eidebt is valued based on the prices of similanrities with
similar terms and credit ratings.

Fair Value
December 31
2008 2008 2010 2011 2012 Thereafter(1) Total 2007
(Dollars in millions)
Long-term debt, including current
portion(4):
Fixed rate $53 $41 $27 $94¢ $971 % 5111 $7,151 % 7,99¢
Interest rate 177% 7.7% 74% 7.4% 7.3% 7.7%
Variable rate $85 $12 $12 $ 7 $605(5) $ 18 $ 73¢$ 73t
Interest rate(2
Fair Value
December 31
2007 2008 2008 2010 2011 Thereafter(1) Total 2006
(Dollars in millions)
Long-term debt, including curren
portion(4):
Fixed rate $381 $15¢ $41 $205 $1,161 % 592 $7,86: $ 8,34:
Interest rate 17.7% 7.7% 7.7% 7.5% 7.€% 7.8%
Variable rate $10 $8 $12 $12 $ 7 % 23 % 14¢ 137

Interest rate(3

(1) Includes unamortized discount and premi

(2) The interest rate at December 31, 2007, is LIBQR fil percent
(3) The interest rate at December 31, 2006 was LIBQR plpercen
(4) Excludes capital lease

(5) Includes Transco’s subsequent refinancing of i@0%illion notes, due on January 15, 2008, under ou
$1.5 billion revolving credit facility. (See Notd bf Notes to Consolidated Financial Stateme

Commodity Price Risk

We are exposed to the impact of fluctuations innttaeket price of natural gas and natural gas lgjuad well a
other market factors, such as market volatility eachmodity price correlations. We are exposed ¢séfrisks in
connection with our owned energy-related assetslomg-term energy-related contracts and our petary trading
activities. We manage the risks associated withatmearket fluctuations using various derivatived monderivative
energy-related contracts. The fair value of deieatontracts is subject to changes in energy-codityonarket
prices, the liquidity and volatility of the marketswhich the contracts are transacted, and chaingeserest rates.
We measure the risk in our portfolios using a valtieisk methodology to estimate the potential dag-loss from
adverse changes in the fair value of the portfolios
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Value at risk requires a number of key assumptantsis not necessarily representative of actuakw fair
value that could be incurred from the portfoliosir@alue-at-risk model uses a Monte Carlo methaslrtaulate
hypothetical movements in future market prices asglimes that, as a result of changes in commadlitysp there
a 95 percent probability that the one-day lossinvfalue of the portfolios will not exceed the walat risk. The
simulation method uses historical correlations madket forward prices and volatilities. In applyitig
value-at-risk methodology, we do not consider thatsimulated hypothetical movements affect thetipos or
would cause any potential liquidity issues, nomaoconsider that changing the portfolio in respdiosmarket
conditions could affect market prices and couletiinger than a one-day holding period to exediftale a
one-day holding period has historically been trdustry standard, a longer holding period could nameurately
represent the true market risk given market ligyidind our own credit and liquidity constraints.

We segregate our derivative contracts into tradimgy nontrading contracts, as defined in the folhgwi
paragraphs. We calculate value at risk separatelthése two categories. Derivative contracts aedéy as normal
purchases or sales under SFAS 133 and nonderivaimgy contracts have been excluded from our astimof
value at risk.

Trading

Our trading portfolio consists of derivative comtissentered into for purposes other than economibalging
our commodity price-risk exposure. Our value &t fog contracts held for trading purposes was axipnately
$1 million at both December 31, 2007 and 2006. mythe year ended December 31, 2007, our valuskafar
these contracts ranged from a high of $2 millioa tow of $1 million.

Nontrading

Our nontrading portfolio consists of derivative tawcts that hedge or could potentially hedge theepisk
exposure from the following activities:

Segmen Commodity Price Risk Exposure
Exploration & Productioi « Natural gas sale
Midstream « Natural gas purchas
* NGL sales
Gas Marketing Service « Natural gas purchases and s:

The value at risk for derivative contracts helddontrading purposes was $24 million at DecembeB8Q7
and $12 million at December 31, 2006. During tharyended December 31, 2007, our value at riskhiese
contracts ranged from a high of $24 million to & lof $7 million. The increase in value at risk egfis the impact ¢
our nontrading portfolio of the sale of substahyiall of our power business in November 2007.

Certain of the derivative contracts held for noditng purposes are accounted for as cash flow haduesr
SFAS 133. Though these contracts are includediivalue-at-risk calculation, any change in the falue of these
hedge contracts would generally not be reflectezhimings until the associated hedged item affsatsings.

Foreign Currency Risk

We have international investments that could affectfinancial results if the investments incuregirpanent
decline in value as a result of changes in foreigmency exchange rates and/or the economic condith foreign
countries.

International investments accounted for under g method totaled $24 million at December 31, 2@0id
$42 million at December 31, 2006. These investmarggprimarily in nonpublicly traded companiesidrich it is
not practicable to estimate fair value. We belithat we can realize the carrying value of thesestments
considering the status of the operations of thepaories underlying these investments. If a 20 pérdeenge
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occurred in the value of the underlying currenciethese investments against the U.S. dollar, divevhlue at

December 31, 2007, could change by approximateinfion assuming a direct correlation betweentheency
fluctuation and the value of the investments.

Net assets of consolidated foreign operations, @/lfimsctional currency is the local currency, awated
primarily in Canada and approximate 7 percent apdr6ent of our net assets at December 31, 2002G01l
respectively. These foreign operations do not tsayeificant transactions or financial instrumeneésdminated in
other currencies. However, these investments de tievpotential to impact our financial positionedo
fluctuations in these local currencies arising frihva process of re-measuring the local functionalency into the
U.S. dollar. As an example, a 20 percent changieemespective functional currencies against tt& dollar could
have changedtockholders’ equity approximately $88 million at December 31, 2007.
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Item 8. Financial Statements and Supplementary Data

MANAGEMENT’'S REPORT ON INTERNAL CONTROL OVER
FINANCIAL REPORTING

Williams’ management is responsible for establigland maintaining adequate internal control ovearfcial
reporting (as defined in Rules 13a-15(f) and 15¢()18der the Securities Exchange Act of 1934) tmdhe
assessment of the effectiveness of internal cootret financial reporting. Our internal control &ym was designed
to provide reasonable assurance to our managementoard of directors regarding the preparationfaird
presentation of financial statements in accordavitteaccounting principles generally accepted m thited State:
Our internal control over financial reporting indks those policies and procedures that (i) pettaihe maintenant
of records that, in reasonable detail, accurateti/fairly reflect the transactions and dispositiohsur assets;

(i) provide reasonable assurance that transactiomsecorded as to permit preparation of finarstaiements in
accordance with generally accepted accounting ipfiees and that our receipts and expenditures eirggbmade
only in accordance with authorization of our marmaget and board of directors; and (iii) provide mreble
assurance regarding prevention or timely deteafamauthorized acquisition, use or dispositiomof assets that
could have a material effect on our financial stetats.

All internal control systems, no matter how welkidmed, have inherent limitations. Therefore, efmse
systems determined to be effective can provide mrdgonable assurance with respect to financiedratnt
preparation and presentation. Projections of amjueNion of effectiveness to future periods argestthio the risk
that controls may become inadequate because ofjeban conditions, or that the degree of compliamitle the
policies or procedures may deteriorate.

Our management assessed the effectiveness of MAlliaternal control over financial reporting as of
December 31, 2007. In making this assessment, reama® used the criteria set forth by the Commitfee
Sponsoring Organizations of the Treadway Commisg€fDSO) ininternal Control — Integrated Framework.
Management’s assessment included an evaluatidreafdsign of our internal control over financigloging and
testing of the operational effectiveness of ouerinal control over financial reporting. Based on assessment we
believe that, as of December 31, 2007, William#2inal control over financial reporting is effedildased on those
criteria.

Ernst & Young LLP, our independent registered puhticounting firm, has audited our internal contnagr
financial reporting, as stated in their report whig included in this Annual Report on Form 10-K.
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING
FIRM ON INTERNAL CONTROL OVER FINANCIAL REPORTING

The Board of Directors and Stockholders of
The Williams Companies, Inc.

We have audited The Williams Companies, Inc.’srimi&control over financial reporting as of DecemBg,
2007, based on criteria established in Internalt@br— Integrated Framework issued by the Committee
Sponsoring Organizations of the Treadway Commis@toe COSO criteria). The Williams Companies, Isc.’
management is responsible for maintaining effedtiternal control over financial reporting, and ftr assessment
of the effectiveness of internal control over fingh reporting included in the accompanying Managetis Report
on Internal Control Over Financial Reporting. Oesponsibility is to express an opinion on the Comyfsainternal
control over financial reporting based on our audit

We conducted our audit in accordance with the stadsdof the Public Company Accounting Oversighti8oa
(United States). Those standards require that e g@hd perform the audit to obtain reasonable assarabout
whether effective internal control over financiaporting was maintained in all material respects. &udit included
obtaining an understanding of internal control dugincial reporting, assessing the risk that aemaltweakness
exists, testing and evaluating the design and tipgraffectiveness of internal control based onabsessed risk,
and performing such other procedures as we comsldercessary in the circumstances. We believethaudit
provides a reasonable basis for our opinion.

A company'’s internal control over financial repogiis a process designed to provide reasonablesass
regarding the reliability of financial reportingathe preparation of financial statements for exaepurposes in
accordance with generally accepted accounting ipfeez A company’s internal control over finanaiaporting
includes those policies and procedures that (pjpeto the maintenance of records that, in redsiendetail,
accurately and fairly reflect the transactions disgositions of the assets of the company; (2) idmveasonable
assurance that transactions are recorded as ngctsparmit preparation of financial statementa@cordance wit
generally accepted accounting principles, andréipts and expenditures of the company are breadg only in
accordance with authorizations of management amdtdis of the company; and (3) provide reasonasdeirance
regarding prevention or timely detection of unauitted acquisition, use, or disposition of the comps assets that
could have a material effect on the financial stegets.

Because of its inherent limitations, internal cohtiver financial reporting may not prevent or dete
misstatements. Also, projections of any evaluatibeffectiveness to future periods are subjecheorisk that
controls may become inadequate because of chamgesditions, or that the degree of compliance Withpolicies
or procedures may deteriorate.

In our opinion, The Williams Companies, Inc. mainéal, in all material respects, effective interoahtrol ovel
financial reporting as of December 31, 2007, basethe COSO criteria.

We also have audited, in accordance with the stasd# the Public Company Accounting Oversight Boar
(United States), the consolidated balance sheEhefwilliams Companies, Inc. as of December 31722@d 2006,
and the related consolidated statements of incetnekholders’ equity, and cash flows for each efttiree years in
the period ended December 31, 2007 of The Willi@ampanies, Inc. and our report dated February @23 2
expressed an unqualified opinion thereon.

/sl Ernst & Young LLP
Tulsa, Oklahoma

February 22, 2008
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

The Board of Directors and Stockholders of
The Williams Companies, Inc.

We have audited the accompanying consolidated balsimeet of The Williams Companies, Inc. as of
December 31, 2007 and 2006, and the related cdasedl statements of income, stockholders’ equitgt,Gash
flows for each of the three years in the periodeehbecember 31, 2007. Our audits also includedinbecial
statement schedule listed in the index at Item)19(aese financial statements and schedule anefiponsibility of
the Company’s management. Our responsibility exjgress an opinion on these financial statememtseimedule
based on our audits.

We conducted our audits in accordance with thedstals of the Public Company Accounting Oversighagio
(United States). Those standards require that e ghd perform the audit to obtain reasonable assarabout
whether the financial statements are free of malterisstatement. An audit includes examining, ¢@sa basis,
evidence supporting the amounts and disclosuréigifinancial statements. An audit also includegssing the
accounting principles used and significant estismatade by management, as well as evaluating thralbfieancial
statement presentation. We believe that our apditgide a reasonable basis for our opinion.

In our opinion, the financial statements refer@albove present fairly, in all material respedts, ¢onsolidated
financial position of The Williams Companies, liat.December 31, 2007 and 2006, and the consolidesedts of
its operations and its cash flows for each of tiied years in the period ended December 31, 20@0rformity
with U.S. generally accepted accounting principidso, in our opinion, the related financial statsmhschedule,
when considered in relation to the basic finansiatements taken as a whole, presents fairly imaterial respects
the information set forth therein.

As explained in Note 5 to the consolidated finahsiatements, effective January 1, 2007 the Compaoypted
FASB Interpretation No. 4&ccounting for Uncertainty in Income Taxes, an fiptetation of FASB Statement
No. 109. Also, as explained in Note 1 to the consoliddieancial statements, effective January 1, 2008, th
Company adopted Statement of Financial Accounttag@rds No. 123(Rghare-Based Payment

We also have audited, in accordance with the stasd# the Public Company Accounting Oversight Boar
(United States), The Williams Companies, Inc.’®intl control over financial reporting as of Decem81, 2007,
based on criteria established in Internal Controlntegrated Framework issued by the Committee ahSpring
Organizations of the Treadway Commission and opontedated February 22, 2008 expressed an uncdlifi
opinion thereon.

/sl Ernst & Young LLP
Tulsa, Oklahoma

February 22, 2008
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THE WILLIAMS COMPANIES, INC.
CONSOLIDATED STATEMENT OF INCOME

Years Ended December 31,
2007 2006 2005
(Millions, except pershare amounts)

Revenues
Exploration & Productiot $ 209 $ 148¢ $ 1,26¢
Gas Pipeline 1,61( 1,34¢ 1,41%
Midstream Gas & Liquid 5,18( 4,15¢ 3,291
Gas Marketing Service 4,63: 5,04¢ 6,33t
Other 26 27 27
Intercompany elimination (2,989 (2,695 (2,554
Total revenue 10,55¢ 9,37¢ 9,781
Segment costs and expens
Costs and operating expen: 8,07¢ 7,56¢€ 7,88t
Selling, general and administrative exper 471 38¢ 2717
Other (income) expen— net (18) 34 57
Total segment costs and exper 8,53 7,98¢ 8,21¢
General corporate expens 161 132 14E
Securities litigation settlement and related ¢ — 167 9
Operating income (loss
Exploration & Productior 731 53C 56€
Gas Pipeline 622 43C 542
Midstream Gas & Liquid 1,011 63t 45E
Gas Marketing Service (337) (195) 9
Other (@) (23) 12
General corporate expens (162) (132) (145)
Securities litigation settlement and related ¢ — (167) 9)
Total operating incom 1,86t 1,08¢ 1,40¢
Interest accrue (685) (670 (667)
Interest capitalize 32 17 7
Investing income 257 16¢ 25
Early debt retirement cos (29 31 —
Minority interest in income of consolidated subaiiks (90) (40) (26)
Other income— net 11 26
Income from continuing operations before incomesaand cumulative effect of change i
accounting principle 1,371 55¢ 774
Provision for income taxe 524 211 301
Income from continuing operatio 847 347 473
Income (loss) from discontinued operatic 14z (38) (157)
Income before cumulative effect of change in actiagrprinciple 99C 30¢ 31¢€
Cumulative effect of change in accounting princ — — (2)
Net income $ 99C $ 30 $ 314
Basic earnings (loss) per common sh
Income from continuing operatiol $ 14z $ 58 % .82
Income (loss) from discontinued operati .24 (.0€) (.27)
Income before cumulative effect of change in actiagmprinciple 1.6€ .52 I5e
Cumulative effect of change in accounting princ — — —
Net income $ 166 $ 52 3 b5
Weightet-average shares (thousan 596,17: 595,05: 570,42(
Diluted earnings (loss) per common shi
Income from continuing operatiol $ 14C $ 57 % 7¢
Income (loss) from discontinued operatit .23 (.0€) (.2€)
Income before cumulative effect of change in actiogmrinciple 1.6 .51 .53
Cumulative effect of change in accounting princ — — —
Net income $ 165 $ 51 $ .53
Weightec-average shares (thousan 609,86¢ 608,62 605,84

See accompanying notes.
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THE WILLIAMS COMPANIES, INC.
CONSOLIDATED BALANCE SHEET

December 31
2007 2006
(Dollars in millions,
except per-share

amounts)
ASSETS
Current asset:
Cash and cash equivale $169¢ $ 2,26¢
Accounts and notes receivable (net of allowanck2@fin 2007 and $15 in 200 1,192 981
Inventories 20¢ 23¢
Derivative asset 1,73¢ 1,28¢
Assets of discontinued operatic 18t 837
Deferred income taxe 19¢ 337
Other current assets and deferred cha 31¢ 374
Total current asse 5,53¢ 6,322
Investment: 901 86¢€
Property, plant and equipme— net 15,98: 14,15¢
Derivative asset 85¢ 1,84¢
Goodwill 1,011 1,011
Assets of discontinued operatic — 56&
Other assets and deferred chat 771 63€
Total asset $25,06.  $25,40:
LIABILITIES AND STOCKHOLDERS ' EQUITY
Current liabilities:
Accounts payabl $ 1,131 $ 90€
Accrued liabilities 1,15¢ 1,35:¢
Derivative liabilities 1,82¢ 1,304
Liabilities of discontinued operatiol 17t 73¢
Long-term debt due within one ye 142 392
Total current liabilities 4,431 4,69<
Long-term deb 7,751 7,622
Deferred income taxe 2,99¢ 2,88(
Derivative liabilities 1,13¢ 1,92(
Liabilities of discontinued operatiol — 147
Other liabilities and deferred incor 93z 98t
Contingent liabilities and commitments (Note !
Minority interests in consolidated subsidiar 1,43( 1,081
Stockholder' equity:
Common stock (960 million shares authorized at&1value; 608 million shares issued at
December 31, 2007, and 603 million shares issu€de¢mber 31, 200t 60¢ 603
Capital in excess of par vali 6,74¢ 6,60¢
Accumulated defici (293) (1,039
Accumulated other comprehensive i (1217) (60)
6,94z 6,114
Less treasury stock, at cost (22 million sharesoofimon stock in 2007 and 6 million
shares of common stock in 20( (567) (42)
Total stockholder equity 6,37t 6,07:
Total liabilities and stockholde’ equity $25,06:  $25,40:

See accompanying notes.
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THE WILLIAMS COMPANIES, INC.

CONSOLIDATED STATEMENT OF STOCKHOLDERS' EQUITY

Balance, December 31, 2004
Comprehensive incom:

Net income— 2005
Other comprehensive los

Capital in

Common Excess o Accumulated Comprehensive
Deficit Loss Other _Stock  Total

Stock Par Value

Accumulated
Other
Treasury

(Dollars in millions, except pe-share amounts)

$ 564% 6,00¢$

Net unrealized losses on cash flow hedges, netabdissificatior

adjustment:
Foreign currency translation adjustme
Minimum pension liability adjustmel

Total other comprehensive lo
Total comprehensive incon

Issuance of common stock and settlement of forwardracts as a

result of FELINE PACS exchan
Cash dividend— Common stock ($.25 per sha

Allowance for and repayment of stockholc' notes

Stock award transactions, including tax ber

Balance, December 31, 20C
Comprehensive incom:

Net income— 2006
Other comprehensive incomr

(1,307 $ (244 $ (220$  (41) $4,95¢

314 — — — 314

(143) - = — (14
— — 17 — 17
— - = — 64

Net unrealized gains on cash flow hedges, netaléssification

adjustment:
Foreign currency translation adjustme
Minimum pension liability adjustmel
Total other comprehensive incor
Total comprehensive incon

Adjustment to initially apply SFAS No. 158, nettak:

Pension benefits
Prior service cos
Net actuarial los
Minimum pension liability
Other postretirement benefi
Prior service cos
Net actuarial gail

Issuance of common stock from 5.5% debentures csiore

(Note 12)
Cash dividend— Common stock ($.35 per sha
Repayment of stockhold¢ notes
Stock award transactions, including tax ber
Balance, December 31, 2006
Comprehensive incom:

Net income— 2007
Other comprehensive los

(1,136) (2999 (5)  (41) 542

30¢ — — — 30¢

— 394 — — 394
— @ - = @
— W - - _@
38¢
69¢

— 4 — = (4)
— (150 — — (150
5 5

— @ - - @
2 2

= = = — 21z
(207) S —  (207)
= = 5 = 5
— - — — 88

Net unrealized losses on cash flow hedges, netabdissificatior

adjustmentt
Foreign currency translation adjustme
Pension benefite
Net actuarial gail
Other postretirement benefi
Prior service cos
Net actuarial gail
Total other comprehensive lo
Total comprehensive incon
Cash dividend— Common stock ($.39 per sha
FIN 48 adjustment (Note !
Purchase of treasury stock (Note
Stock award transactions, including tax ber
Other

Balance, December 31, 2007

5 142

(41) 6,07¢

99C — — —  99C

= ) —  @an
— 53 — — 53

(61)

92¢

(233 B — — (233
(17) = = — (1
(526) (526)
—  14¢

1 - = — 1

$ 60ES$ 6,74t $

(299$ (12)$ — $ (567) $6,37¢

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

Years Ended December 31,
2007 2006 2005

(Millions)
OPERATING ACTIVITIES:
Net income $ 99C $ 30¢ $ 314
Adjustments to reconcile to net cash provided bsgrations:
Cumulative effect of change in accounting princ — — 2
Reclassification of deferred net hedge gains toirgs related to sale of power busin (429 — —
Depreciation, depletion and amortizat 1,08: 86¢ 74C
Provision (benefit) for deferred income ta: 37C 154 47
Provision for loss on investments, property aneo#sset 162 26 11¢
Net (gain) loss on dispositions of assets and less 16 (23 (59
Early debt retirement cos 19 31 —
Minority interest in income of consolidated subatiks 90 40 26
Amortization of stoc-based award 70 44 13
Cash provided (used) by changes in current assdthadilities:
Accounts and notes receival (122) 38¢€ (242
Inventories 28 31 (20
Margin deposits and customer margin deposits pa) (13t 98 86
Other current assets and deferred cha (10 (30 8)
Accounts payabl 26 (184) 23¢
Accrued liabilities (200 (110 27
Changes in current and noncurrent derivative assetdiabilities 37C 30¢ 174
Other, including changes in noncurrent assetsiabdities (91) (51) 82
Net cash provided by operating activit 2,231 1,89( 1,45(
FINANCING ACTIVITIES:
Proceeds from lor-term deb 684 1,29¢ —
Payments of lor-term deb (80€) (777) (251)
Proceeds from issuance of common sl 56 34 31C
Proceeds from sale of limited partner units of otidated partnershi 338 863 111
Tax benefit of stoc-based award 32 16 —
Dividends paic (239%) (207) (143
Purchase of treasury sto (52€) — —
Payments for debt issuance costs and amendmer 4) (37 (30
Premiums paid on early debt retirements and teoifier (27) (26) —
Dividends and distributions paid to minority intst% (75) (36) (22)
Changes in cash overdra 52 (25) 63
Other— net 3 (2) (©)]
Net cash provided (used) by financing activi (511) 1,10: 36
INVESTING ACTIVITIES:
Property, plant and equipme
Capital expenditure (2,816 (2,509 (1,299
Net proceeds from dispositio 12 23 47
Proceeds from contract termination paymr — 3 88
Changes in accounts payable and accrued liabi (52 10t 65
Purchases of investments/advances to affili (60) (49 (11¢)
Purchases of auction rate securi (304 (386) (2249
Proceeds from sales of auction rate secu 35¢ 414 13¢
Proceeds from sales of busines 471 — 31
Proceeds from dispositions of investments and athset: 92 62 64
Proceeds received on sale of note from Wi — — 55
Proceeds from Gulfstream recapitalizat — — 31C
Other— net 8 16 22
Net cash used by investing activit (2,296 (2,32)) (819
Increase (decrease) in cash and cash equivi (570 672 667
Cash and cash equivalents at beginning of 2,26¢ 1,597 93C
Cash and cash equivalents at end of $1,69¢ $2,26¢ $1,59%

See accompanying notes.
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THE WILLIAMS COMPANIES, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Note 1. Description of Business, Basis of Presentation, ar@ummary of Significant Accounting Policies
Description of Business

Operations of our company are located principallyhie United States and are organized into theviafig
reporting segments: Exploration & Production, Gigelhe, Midstream Gas & Liquids (Midstream), andsG
Marketing Services (Gas Marketing).

Exploration & Production includes natural gas depetent, production and gas management activities
primarily in the Rocky Mountain and Mid-Continemgions of the United States and oil and naturalmasests in
Argentina.

Gas Pipeline is comprised primarily of two intetetaatural gas pipelines, as well as investmentsiaral gas
pipeline-related companies. The Gas Pipeline opgraegments have been aggregated for reportigppas and
include Northwest Pipeline GP (Northwest Pipelirfie)merly Northwest Pipeline Corporation, whichexts from
the San Juan basin in northwestern New Mexico anthsvestern Colorado to Oregon and Washington, and
Transcontinental Gas Pipe Line Corporation (Trapsebich extends from the Gulf of Mexico regionthe
northeastern United States. In addition, we owf pdrcent interest in Gulfstream Natural Gas SydtdC.
(Gulfstream). Gulfstream is a natural gas pipetipggtem extending from the Mobile Bay area in Alabammarket
in Florida.

Midstream is comprised of natural gas gathering@odessing and treating facilities in the Rockyudtain
and Gulf Coast regions of the United States, dihgang and transportation facilities in the Gutiast region of the
United States, majority-owned natural gas compoesficilities in Venezuela, and assets in Canaalasisting
primarily of a natural gas liquids extraction fégiland a fractionation plant.

Gas Marketing primarily supports our natural gasifesses by providing marketing and risk management
services, which include marketing and hedging te groduced by Exploration & Production, and priaufuel
and shrink gas and hedging natural gas liquidsdateMidstream. In addition, Gas Marketing managgsous
natural gagelated contracts such as transportation, stoeagkrelated hedges, and provides services to phities
such as producers.

Basis of Presentation

In accordance with the provisions related to disiooied operations within Statement of Financial dwating
Standards (SFAS) No. 144, “Accounting for the Innpent or Disposal of Long-Lived AssetsSKAS No. 144), th
accompanying consolidated financial statementshatels reflect the results of operations and firemmsition of
our power business as discontinued operations.N6&e=2.) These operations include a 7,5@gawatt portfolio o
power-related contracts that were sold to Bear @3ndrP, a unit of The Bear Stearns Companies,dnd.our
natural gas-fired electric generating plant locatedazleton, Pennsylvania (Hazleton), in additiomther power-
related assets.

Unless indicated otherwise, the information in ltates to the Consolidated Financial Statementsa®ta our
continuing operations.

Williams Partners L.P. is a limited partnership aged in the business of gathering, transportingpsiadessing
natural gas and fractionating and storing natuaallgjuids. We currently own approximately 23.6ceeit of
Williams Partners L.P., including the interestsha general partner, which is wholly owned by unl sncentive
distribution rights. Considering the presumptiorcohtrol of the general partner in accordance W&itlerging Issue
Task Force (EITF) Issue No. 04-5, “Determining Wiesta General Partner, or the General Partner&Sasup,
Controls a Limited Partnership or Similar Entity @hthe Limited Partners Have Certain RighWjfliams Partner:
L.P. is consolidated within our Midstream segment.
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THE WILLIAMS COMPANIES, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Conti nued)

Summary of Significant Accounting Policies
Principles of consolidation

The consolidated financial statements include tu®ants of our corporate parent and our majoritywesvor
controlled subsidiaries and investments. We agpyetquity method of accounting for investmentsrinansolidate
companies in which we and our subsidiaries owrnZ80t percent of the voting interest, or otherwisereise
significant influence over operating and finangialicies of the company.

Use of estimates

The preparation of financial statements in conféymiith accounting principles generally acceptethia
United States requires management to make estimateassumptions that affect the amounts repantétei
consolidated financial statements and accompanyates. Actual results could differ from those esties.

Significant estimates and assumptions include:

* Impairment assessments of investments,-lived assets and goodwi
« Litigation-related contingencie

» Valuations of derivatives

» Environmental remediation obligatior

« Hedge accounting correlations and probabi

+ Realization of deferred income tax ass

 Valuation of Exploration & Producti(s reserves

» Asset retirement obligation

» Pension and postretirement valuation variat

These estimates are discussed further throughesi¢ thotes.

Cash and cash equivalents

Cash and cash equivalentsludes demand and time deposits, money markelsfutand other marketable
securities with maturities of three months or lekgn acquired.

Restricted cash

Restricted cash withiourrent assetss included inother current assets and deferred chargethe
Consolidated Balance Sheet and consists primafritpkateral required by certain loan agreementofo
Venezuelan operations, and escrow accounts establlts fund payments required by our Californidleetent.
(See Note 15). Restricted cash within noncurresgtass included iother assets and deferred chargeshe
Consolidated Balance Sheet and relates primaritettain borrowings by our Venezuelan operationgragiously
mentioned and letters of credit. We do not expleistdash to be released within the next twelve fmarithe current
and noncurrent restricted cash is primarily invésteshort-term money market accounts with finahicistitutions.

The classification of restricted cash is determibased on the expected term of the collateral remént and
not necessarily the maturity date of the investment
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THE WILLIAMS COMPANIES, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Conti nued)

Auction rate securities

Auction rate securities are instruments with loag¥t underlying maturities, but for which an auctisn
conducted periodically, as specified, to resetitberest rate and allow investors to buy or sallithstruments.
Because auctions generally occur more often thanadly, and because we hold these investmentsier @0 meet
short-term liquidity needs, we classify auctioreragcurities as short-term and include thewtlier current assets
and deferred chargesn our Consolidated Balance Sheet. Our Consolidatattment of Cash Flows reflects the
gross amount of thpurchases of auction rate securiti@sd theproceeds from sales of auction rate securities

Accounts receivable

Accounts receivablare carried on a gross basis, with no discountasg, the allowance for doubtful accounts.
We estimate the allowance for doubtful accountetdam existing economic conditions, the financalditions of
the customers and the amount and age of past doerats. Receivables are considered past due ipéyiment is
not received by the contractual due date. Inténesime related to past due accounts receivablerisrally
recognized at the time full payment is receivedallectibility is assured. Past due accounts aregaly written off
against the allowance for doubtful accounts ontgradll collection attempts have been exhausted.

Inventory valuation

All inventoriesare stated at the lower of cost or market. We deter the cost of certain natural gas inventories
held by Transco using the last-in, first-out (LIF€st method. We determine the cost of the remgiimwentories
primarily using the average-cost method.

Property, plant and equipment

Property, plant and equipmeistrecorded at cost. We base the carrying valikesfe assets on estimates,
assumptions and judgments relative to capitalizestis¢ useful lives and salvage values.

As regulated entities, Northwest Pipeline and Tecarmovide for depreciation using the straight-linethod at
Federal Energy Regulatory Commission (FERC)-prbsdrrates. Depreciation rates used for major régaigas
plant facilities for all years presented, are dlofes:

Category of Property Depreciation Rates
Gathering facilities .01%- 3.8%
Storage facilitie: .15%- 3.3%
Onshore transmission facilitis .15%- 7.25%
Offshore transmission facilitie .01%- 1.5%
General plan 2.95%- 50%

Depreciation for nonregulated entities is provigedharily on the straight-line method over estindatseful
lives, except as noted below for oil and gas exgtlon and production activities. The estimated widaefes are as

follows:

Estimated

Useful Lives
Category of Property (In years)
Natural gas gathering and processing facili 15 to 4(
Transportation equipme 3to 1(
Building and improvement 5to 4t
Right of way 4 to 4(
Office furnishings, computer software and hardwaare othe 3 to 3(
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THE WILLIAMS COMPANIES, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Conti nued)

Gains or losses from the ordinary sale or retirdméproperty, plant and equipment for regulateaepines are
credited or charged to accumulated depreciatidrerajains or losses are recordedtimer (income) expense — net
included inoperating income

Ordinary maintenance and repair costs are genexgfignsed as incurred. Costs of major renewals and
replacements are capitalizedpsperty, plant, and equipment — net

Oil and gas exploration and production activities @accounted for under the successful efforts ntetBosts
incurred in connection with the drilling and equiipp of exploratory wells, as applicable, are cdjziéa as incurred.
If proved reserves are not found, such costs aaggeld to expense. Other exploration costs, inctultiase rentals,
are expensed as incurred. All costs related toldpmeent wells, including related production equiprinand lease
acquisition costs, are capitalized when incuriepreciation, depletion and amortizatimprovided under the un
of production method on a field basis.

Unproved properties with individually significantguisition costs are assessed annually, or as tiomsli
warrant, and any impairment in value is recognizéigproved properties with acquisition costs that rzot
individually significant are aggregated, and thetipo of such costs estimated to be nonproduchased on
historical experience or other information, is atizedd over the average holding period. If the umptbproperties
are determined to be productive, the appropridte® costs are transferred to proved oil and gaysepties.

Proved properties, including developed and und@eslpand costs associated with unproven resemees, a
assessed for impairment using estimated future ftash on a field basis. Estimating future cashwidnvolves the
use of complex judgments such as estimation optbeed and unproven oil and gas reserve quantitids,
associated with the different categories of oil gad reserves, timing of development and producérpected
future commodity prices, capital expenditures, pratiuction costs.

We record an asset and a liability upon incurrexgngal to the present value of each expected fatsset
retirement obligation (ARO). The ARO asset is def@ed in a manner consistent with the depreciatfche
underlying physical asset. We measure change®ilathility due to passage of time by applying atetiest method
of allocation. This amount is recognized as andase in the carrying amount of the liability ancharresponding
accretion expense includedather (income) expense — itluded inoperating income except for regulated
entities, for which the liability is offset by agelatory asset.

Goodwill

Goodwill represents the excess of cost over fair valueesfisets of businesses acquired. It is evaluated
annually for impairment by first comparing our mgament’s estimate of the fair value of a reporting with its
carrying value, including goodwill. If the carryinglue of the reporting unit exceeds its fair valeomputation of
the implied fair value of the goodwill is compangith its related carrying value. If the carryindwa of the
reporting unit goodwill exceeds the implied faitu@of that goodwill, an impairment loss is recagd in the
amount of the excess. We hayeodwill of approximately $1 billion at December 31, 2007 2006, at our
Exploration & Production segment.

When a reporting unit is sold or classified as Hetdsale, any goodwill of that reporting unit iciuded in its
carrying value for purposes of determining any impant or gain/loss on sale. If a portion of a n¢jpg unit with
goodwill is sold or classified as held for sale dimat asset group represents a business, a pofttbe reporting
unit’s goodwill is allocated to and included in tterrying value of that asset group. None of therations sold
during 2007 or 2005 represented reporting unith gdodwill or businesses within reporting unitsaieich goodwill
was required to be allocated.

Judgments and assumptions are inherent in our reare&y’s estimate of undiscounted future cash flosex
to determine the estimate of the reporting undis ¥alue. The use of alternate judgments and&uraptions could
result in the recognition of different levels ofpairment charges in the financial statements.
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THE WILLIAMS COMPANIES, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Conti nued)

Treasury stock

Treasury stoclpurchases are accounted for under the cost methetely the entire cost of the acquired stock
is recorded as treasury stock. Gains and loss#seosubsequent reissuance of shares are creditdduged to
capital in excess of par valussing the average-cost method.

Derivative instruments and hedging activities

We utilize derivatives to manage our commodity @risk. These instruments consist primarily of fatu
contracts, swap agreements, option contracts,@mdfd contracts involving short- and long-termghases and
sales of a physical energy commodity. We executst miothese transactions on an organized commeditiiange
or in over-the-counter markets in which quoted gsiexist for active periods. For contracts witlngthat exceed
the time period for which actively quoted prices available, we determine fair value by estimatiognmodity
prices during the illiquid periods utilizing inteally developed valuations incorporating informatmistained from
commodity prices in actively quoted markets, qugigades in less active markets, prices reflectecliment
transactions, and other market fundamental analysis

We report the fair value of derivatives, excepttfase for which the normal purchases and nornles sa
exception has been elected, on the ConsolidateahBalSheet iderivative assetandderivative liabilitiesas either
current or noncurrent. We determine the currentrasmturrent classification based on the timingxgfeeted future
cash flows of individual contracts.

The accounting for changes in the fair value obmmodity derivative is governed by SFAS No. 133,
“Accounting for Derivative Instruments and Hedgifgtivities,” (SFAS No. 133), as amended and depeamds
whether the derivative has been designated in gihgdelationship and whether we have elected trmal
purchases and normal sales exception. The accguiotinhe change in fair value can be summarizefolasys:

Derivative Treatment Accounting Method

Normal purchases and normal sales excej Accrual accounting
Designated in a qualifying hedging relations Hedge accountin

All other derivatives Mark-to-market accountin

We may elect the normal purchases and normal sateption for certain short- and long-term purchased
sales of a physical energy commodity. Under acaoebunting, any change in the fair value of theemdvatives is
not reflected on the balance sheet after the imtection of the exception.

We have also designated a hedging relationshipddain commodity derivatives. For a derivativetmlify
for designation in a hedging relationship, it mustet specific criteria and we must maintain appaber
documentation. We establish hedging relationshigsyant to our risk management policies. We evaltia
hedging relationships at the inception of the healyg on an ongoing basis to determine whetherehgihg
relationship is, and is expected to remain, higtffgctive in achieving offsetting changes in faatue or cash flows
attributable to the underlying risk being hedgect &0 regularly assess whether the hedged foeectansaction
is probable of occurring. If a derivative ceasebéar is no longer expected to be highly effectordf we believe
the likelihood of occurrence of the hedged foremdi$tansaction is no longer probable, hedge actayist
discontinued prospectively, and future changehkénfair value of the derivative are recognized ently in
revenues

For commodity derivatives designated as a cash lleglge, the effective portion of the change in¥alue of
the derivative is reported mther comprehensive income (loasyd reclassified into earnings in the period inchhi
the hedged item affects earnings. Any ineffectiggipn of the derivative’s change in fair valugégognized
currently inrevenues Gains or losses deferredancumulated other comprehensive lassociated with terminated
derivatives, derivatives that cease to be highigative hedges, derivatives for which the forecdstansaction is
reasonably possible but no longer probable of aoayrand cash flow hedges that have been otherwise
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discontinued remain iaccumulated other comprehensive lossl the hedged item affects earnings. If it beesm
probable that the forecasted transaction desigresté¢lde hedged item in a cash flow hedge will wouo, any gain
or loss deferred iaccumulated other comprehensive lissgecognized imevenuest that time. The change in
likelihood is a judgmental decision that includeslitative assessments made by management.

For commodity derivatives that are not designatea hedging relationship, and for which we haveatetted
the normal purchases and normal sales exceptiorgepegt changes in fair value currentlyreavenues

Certain gains and losses on derivative instrumiestaded in the Consolidated Statement of Inconeenatted
together to a single net gain or loss, while otfens and losses are reported on a gross basiss & losses
recorded on a net basis include:

« Unrealized gains and losses on all derivativesdh@anot designated as hedges and for which werave
elected the normal purchases and normal sales g

« The ineffective portion of unrealized gains andsésson derivatives that are designated as cash flow
hedges

» Realized gains and losses on all derivatives gidiedinancially;
* Realized gains and losses on derivatives helddolirtg purposes
» Realized gains and losses on derivatives entetaedsa pr-contemplated buy/sell arrangeme

Realized gains and losses on derivatives that regunysical delivery, and which are not held fading
purposes nor were entered into as aqmetemplated buy/sell arrangement, are recordeagmss basis. In reach
our conclusions on this presentation, we evalutitedndicators in EITF Issue No. 99-19 “ReportingvBnue Gross
as a Principal versus as an Agent,” including weethe act as principal in the transaction; whethehave the
risks and rewards of ownership, including credikriand whether we have latitude in establishingegr

Gas Pipeline revenues

Revenues from the transportation of gas are rezedrin the period the service is provided, andmaes for
sales of products are recognized in the periockb¥ery. Gas Pipeline is subject to FERC regulatiand,
accordingly, certain revenues collected may beestitp possible refunds upon final orders in pegdate cases.
Gas Pipeline records estimates of rate refundlii@isi considering Gas Pipeline and other thirdypaegulatory
proceedings, advice of counsel and estimated ¢afabsure, as discounted and risk weighted, asagaibllection
and other risks.

Exploration & Production revenues

Revenues from the domestic production of naturaliggroperties for which Exploration & Productibas an
interest with other producers are recognized basetie actual volumes sold during the period. Aifferences
between volumes sold and entitlement volumes, basdekploration & Production’s net working interetiat are
determined to be nonrecoverable through remaininduction are recognized as accounts receivabdeaunts
payable, as appropriate. Cumulative differencesden volumes sold and entitlement volumes areigotfieant.

All other revenues

Revenues generally are recorded when servicesdi@imed or products have been delivered.
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Impairment of long-lived assets and investments

We evaluate the long-lived assets of identifiahleibess activities for impairment when events @ngjes in
circumstances indicate, in our management'’s judgntieat the carrying value of such assets may aot b
recoverable. When an indicator of impairment hasioed, we compare our managemgmstimate of undiscount
future cash flows attributable to the assets tacireying value of the assets to determine whetheémpairment has
occurred. We apply a probability-weighted appro@cbonsider the likelihood of different cash floesamptions
and possible outcomes including selling in the nean or holding for the remaining estimated uséfel If an
impairment of the carrying value has occurred, @dnine the amount of the impairment recognizettién
financial statements by estimating the fair valtithe assets and recording a loss for the amoanttie carrying
value exceeds the estimated fair value.

For assets identified to be disposed of in therbuind considered held for sale in accordance with
SFAS No. 144, we compare the carrying value teetemated fair value less the cost to sell to deites if
recognition of an impairment is required. Until iesets are disposed of, the estimated fair valoieh includes
estimated cash flows from operations until the amsiidate of sale, is recalculated when relatedtsen
circumstances change.

We evaluate our investments for impairment whem#sver changes in circumstances indicate, in our
management’s judgment, that the carrying valuaiohsnvestments may have experienced an othertdraperary
decline in value. When evidence of loss in valug decurred, we compare our estimate of fair vafitbe
investment to the carrying value of the investnterttetermine whether an impairment has occurretthelestimate
fair value is less than the carrying value and aeser the decline in value to be other-than-terayo the excess
of the carrying value over the fair value is redagd in the consolidated financial statements asn@airment.

Judgments and assumptions are inherent in our reem&ys estimate of undiscounted future cash flows ar
asset’s fair value. Additionally, judgment is usedietermine the probability of sale with respecassets
considered for disposal. The use of alternate juefgmand/or assumptions could result in the rec¢iognof
different levels of impairment charges in the cdigsted financial statements.

Capitalization of interest

We capitalize interest during construction on majajects with construction periods of at leaseéhmonths
and a total project cost in excess of $1 milliarietest is capitalized on borrowed funds and, whegelation by thi
FERC exists, on internally generated funds as gpooient ofother income — netThe rates used by regulated
companies are calculated in accordance with FER&S . rRRates used by unregulated companies are basbe
average interest rate on debt. The benefit of@sterapitalized on internally generated funds égutated entities is
reported inother income — ndtelowoperating income

Employee stock-based awards

Prior to January 1, 2006, we accounted for stodetiawards to employees and nonmanagement dirésters
Note 13) under the recognition and measurementigioms of Accounting Principles Board (APB) Opinibio. 25,
“Accounting for Stock Issued to Employees,” andhtedl interpretations, as permitted by SFAS No. 123,
“Accounting for Stock-Based Compensation” (SFAS W23). Compensation cost for stock options was not
recognized in the Consolidated Statement of Inctumée years prior to 2006 as all options graritad an exercis
price equal to the market value of the underlyiommmon stock on the date of the grant. Prior to danfi, 2006,
compensation cost was recognized for restrictezkataits. Effective January 1, 2006, we adopteddire
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value recognition provisions of SFAS No. 123(R)h&ge-Based Payment” (SFAS No. 123(R)), using thdifieal-
prospective method. Under this method, compensatishrecognized in periods subsequent to DeceB1het005,
includes: (1) compensation cost for all share-bgsganents granted through December 31, 2005, buttich the
requisite service period had not been completeaf Becember 31, 2005, based on the grant datedhie
estimated in accordance with the provisions of SIN&8S123, and (2) compensation cost for most shased
payments granted subsequent to December 31, 288&d on the grant date fair value estimated inrdaoge with
the provisions of SFAS No. 123(R). The performatacgets for certain performance-based restricteckatnits
have not been established and therefore expems csirrently recognized. Expense associated wihd
performanceésased awards will be recognized in future periodemperformance targets are established. Resu
prior periods have not been restated.

Total stock-based compensation expense for thes yrating December 31, 2007 and 2006, was $70 millio
and $44 million, respectively, of which $9 milliamd $3 million, respectively, is includedinmcome (loss) from
discontinued operationsThe 2006 amount reflects a reduction of $.3 omllof previously recognized compensa
cost for restricted stock units related to thenested number of awards expected to be forfeitets ddjustment is
not considered material for reporting as a cunnaagiffect of a change in accounting principle. Mead but
unrecognized stock-based compensation expensecaniber 31, 2007, was approximately $62 million,chtdoes
not include the effect of estimated forfeituresb8fmillion. This amount is comprised of approxinhatg7 million
related to stock options and approximately $55iamlrelated to restricted stock units. These am®are expected
to be recognized over a weighted-average peridd®years.

The following table illustrates the effect omt incomeandearnings per common shaf@ the year ending
December 31, 2005, if we had applied the fair vaggognition provisions of SFAS No. 123 to optigmanted. For
purposes of this pro forma disclosure, the valuthefoptions was estimated using a Black-Scholé@eropricing
model and amortized to expense over the vestiniggef the options.

Year Ended
December 31, 200!
(Dollars in millions,

except per share

amounts)

Net income, as reporte $ 314
Add: Stock-based employee compensation expensagdiedlin the consolidated statement of

income, net of related tax effe 9
Deduct: Total stock-based employee compensatioaresgodetermined under fair value bas

method for all awards, net of related tax effe 17
Pro forma net incom $ 30¢€
Earnings per common sha

Basic— as reportes $ .5E

Basic— pro forma $ .54

Diluted — as reportet $ .53

Diluted — pro forma $ .52

Pro forma amounts for 2005 include compensatioreese from awards of our company stock made in 2005,
2004, 2003, and 2002.

Income taxes

We include the operations of our subsidiaries inamnsolidated tax return. Deferred income taxes ar
computed using the liability method and are progtide all temporary differences between the findrizaais and
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the tax basis of our assets and liabilities. Ounagament’s judgment and income tax assumptiongsae to
determine the levels, if any, of valuation allowas@ssociated with deferred tax assets.

Earnings (loss) per common share

Basic earnings (loss) per common shiréased on the sum of the weightagrage number of common she
outstanding and issuable restricted stock ubiiisited earnings (loss) per common shareludes any dilutive effe(
of stock options, nonvested restricted stock waniis, for applicable periods presented, convertiblat, unless
otherwise noted.

Foreign currency translation

Certain of our foreign subsidiaries and equity rodtinvestees use their local currency as theirtfanal
currency. These foreign currencies include the @amadollar, British pound and Euro. Assets anbiliées of
certain foreign subsidiaries and equity investeedranslated at the spot rate in effect at thdieadge reporting
date, and the combined statements of operationsanshare of the results of operations of ourtycaffiliates are
translated into the U.S. dollar at the average angh rates in effect during the applicable peridek resulting
cumulative translation adjustment is recorded ssparate component other comprehensive income (loss)

Transactions denominated in currencies other tharfiunctional currency are recorded based on exgheates
at the time such transactions arise. Subsequengekan exchange rates result in transaction gaiddosses which
are reflected in the Consolidated Statement ofriveo

Issuance of equity of consolidated subsidiary

Sales of residual equity interests in a consoliflatébsidiary are accounted for as capital tranmastiNo
adjustments to capital are made for sales of pgefi interests in a subsidiary. No gain or Iesseicognized on
these transactions.

Recent Accounting Standards

In September 2006, the FASB issued SFAS No. 1540y Value Measurements” (SFAS No. 157). This
Statement establishes a framework for fair valuasueements in the financial statements by provididgfinition
of fair value, provides guidance on the methodsl tisestimate fair value and expands disclosureatdhir value
measurements. SFAS No. 157 is effective for figealrs beginning after November 15, 2007. In Felgr@ans, the
FASB issued FASB Staff Position (FSP) No. FAS 15p&mitting entities to delay application of SFAS.N&7 to
fiscal years beginning after November 15, 200&famfinancial assets and nonfinancial liabilities;ept for items
that are recognized or disclosed at fair valudénfinancial statements on a recurring basis &gt lannually).
SFAS No. 157 requires two distinct transition agttes; (i) cumulative-effect adjustment to begignigtained
earnings for certain financial instrument trangatdiand (ii) prospectively as of the date of adwpthrough
earnings or other comprehensive income, as apjdic@mn January 1, 2008, we partially applied SFAS N7
through a prospective transition for our assetslatdities that are measured at fair value oeeurring basis,
primarily our commodity derivatives, with no matrimpact to our Consolidated Financial Statemams.did not
have financial instrument transactions that requaeumulative-effect adjustment to beginning retdiearnings
upon the adoption of SFAS No. 157. Beginning Jan®af009, we will apply SFAS No. 157 fair value
requirements to nonfinancial assets and nonfinahakilities that are not recognized or discloseda recurring
basis. SFAS No. 157 expands disclosures aboutseasétiabilities measured at fair value on a néegrbasis
effective beginning with first-quarter 2008 repnodgi

In February 2007, the FASB issued SFAS No. 159¢"“Fhir Value Option for Financial Assets and Firainc
Liabilities — Including an Amendment of FASB Statemt No. 115" (SFAS No. 159). SFAS No. 159 establésh
fair value option permitting entities to elect t@asure eligible financial instruments and certdlireoitems at fair
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value. Unrealized gains and losses on items fochvttie fair value option has been elected willdygorted in
earnings. The fair value option may be applied minatrument-by-instrument basis, is irrevocabld snapplied to
the entire instrument. SFAS No. 159 is effectivefthe beginning of the first fiscal year begirmafter
November 15, 2007, and should not be applied ne¢ais/ely to fiscal years beginning prior to théeefive date. O
the adoption date, an entity may elect the fain@alption for eligible items existing at that datel the adjustment
for the initial remeasurement of those items toValue should be reported as a cumulative efféistment to the
opening balance of retained earnings. Subsequdatnioary 1, 2008, the fair value option can onlgleeted when
financial instrument or certain other item is eateinto. On January 1, 2008, we did not elect #irevialue option
for any existing eligible financial instrumentsaartain other items.

In April 2007, the FASB issued an FSP on a previpissued FASB Interpretation (FIN), FSP
FIN 39-1, “Amendment of FASB Interpretation No.’38SP FIN 39-1 amends FIN 39, “Offsetting of Amosint
Related to Certain Contracts (as amended)” by requihe offsetting of fair value amounts recoguifer the right
to reclaim or obligation to return cash collatéfahe related derivative instruments have beesaifpursuant to a
master netting arrangement. The FSP requires dis@mf the accounting policy related to offsettiaig value
amounts pursuant to master netting arrangememntglhas disclosure of amounts recognized for thbtrio reclaim
or obligation to return cash collateral. This FSRffective for fiscal years beginning after Novemh5, 2007, with
early application permitted, and is applied retextjvely as a change in accounting principle fofinhncial
statements presented. We do not offset derivatisteliments subject to master netting arrangementsancial
statement presentation purposes; therefore, teere ¢change to our accounting policy and no firgrioipact on
our Consolidated Financial Statements.

In June 2007, the FASB ratified EITF Issue No. @6*Accounting for Income Tax Benefits of Dividends
Share-Based Payment Awards” (EITF 06-11). EITF @6€ehuires that the income tax benefits received on
dividends or dividend equivalents paid to employeasing equity-classified nonvested shares berdezbas
additional paid-in capital when the dividends aridiénd equivalents are charged to retained earqogsuant to
SFAS No. 123(R). This EITF is applied prospectivahd is effective for fiscal years beginning afiecember 15,
2007, and interim periods within those years. EOBF11 requires the disclosure of any change inwatig policy
for income tax benefits of dividends or dividendiiz@lents on share-based payment awards as a oésuloption.
We began applying the provisions of EITF 06-11 anuary 1, 2008 with no material impact on our Céidated
Financial Statements.

In December 2007, the FASB issued SFAS No. 1418R5iness Combinations” (SFAS No. 141(R)).
SFAS No. 141(R) applies to all business combinatimd establishes guidance for recognizing and umieas
identifiable assets acquired, liabilities assunmeshcontrolling interests in the acquiree and godidiviost of these
items are recognized at their full fair value oa #ttquisition date, including acquisitions whem dlaquirer obtains
control but less than 100 percent ownership irattgiree. SFAS No. 141(R) also requires expendingosaction
costs as incurred and establishes disclosure srgaints to enable the evaluation of the nature iaaddial effects
of the business combination. SFAS No. 141(R) ieatife for business combinations with an acquisitiate in
fiscal years beginning after December 15, 2008.

In December 2007, the FASB issued SFAS No. 160 @datrolling Interests in Consolidated Financial
Statements — an amendment of Accounting ReseartiétiBuNo. 51” (SFAS No. 160). SFAS No. 160 estahés
accounting and reporting standards for noncontigléwnership interests in subsidiaries (previousfgrred to as
minority interests). Noncontrolling ownership irgets in consolidated subsidiaries will be presemtale
consolidated balance sheet within stockholdersite@s a separate component from the parent’seduirnings
attributable to the noncontrolling interests will keported as a part of consolidated net incomenahds a separate
income or expense item. Earnings per share wilticoa to be based on earnings attributable to tdyparent
company and does not change upon adoption of SFAS60. SFAS No. 160 provides guidance on accogrfitin
changes in the parent’s ownership interest in gididyy, including transactions where control igieed and where
control is relinquished. SFAS No. 160 also requaeéditional disclosure of information related to
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noncontrolling interests. SFAS No. 160 is effectioefiscal years beginning after December 15, 2@0® early
adoption is prohibited. The Statement will be aglprospectively to transactions involving noncoltitrg interests
including noncontrolling interests that arose ptithe effective date, as of the beginning offtbeal year it is
initially adopted. However, the presentation of camtrolling interests within stockholders’ equitydathe inclusion
of earnings attributable to the noncontrolling iets in consolidated net income requires retrdspeapplication t
all periods presented. We will assess the impacturrConsolidated Financial Statements.

Note 2. Discontinued Operations

The businesses discussed below represent compdhantsgve been sold or approved for sale by oardof
Directors and are classified as discontinued ofmerat Therefore, their results of operations (idatg any
impairments, gains or losses) and financial pasitiave been reflected in the consolidated finarstatements and
notes as discontinued operations.

In November, 2007, we completed the sale of subiathnall of our power business to Bear Energy, BRinit
of The Bear Stearns Companies, Inc., for approxip&496 million in cash, subject to the final paise price
adjustments. Included in the sale was our portfofipower-related contracts, which consisted dfrtglcontracts,
full requirement contracts, tolling resales, hed options, related hedges and other relatedsasset

Summarized Results of Discontinued Operations

The following table presents the summarized regiltiscontinued operations for the years ended
December 31, 2007, 2006, and 2005.

2007 2006 2005
(Millions)

Revenue: $2,43¢  $2,4371 $2,80:

Income (loss) from discontinued operations befooeine taxe $ 392 $ (58 $ (247

(Impairments) and gain (loss) on sg (162) — 1

Benefit (provision) for income taxt (87) 20 89

Income (loss) from discontinued operati $ 145 $ (38 $ (159

Income (loss) from discontinued operations befooame taxefor the year ended December 31, 2007, incl
a gain of $429 million (reported revenue®f discontinued operations) associated with th&assdication of
deferred net hedge gains fraocumulated other comprehensive incdmearnings in second-quarter 2007. This
reclassification was based on the determinationttieaforecasted transactions related to the dérevaash flow
hedges being sold to Bear Energy, LP, were prolzfidet occurring. This gain is partially offset byrrent year
unrealized mark-to-market losses of approximat@y sillion. Income (loss) from discontinued operations before
income taxefor the year ended December 31, 2006, includegyelsasf $19 million for an adverse arbitration aw
related to our former chemical fertilizer busine®&® million for a loss contingency in connectiorttwa former
exploration business, and $15 million associatet @am oil purchase contract related to our formkasRka refinery.
In addition, we recorded income of $13 million tethto the reduction of contingent obligations agsed with our
former distributive power businedacome (loss) from discontinued operations befom®me taxescludes the
results of our former power business operatioresaith year.

(Impairments) and gain (loss) on safes the year ended December 31, 2007, includeg-tagrloss on the sa
of substantially all of our power business of appmately $37 million. We have also recognized inmnpeents of
approximately $111 million related to the carryirajue of certain derivative contracts for which sl previously
elected the normal purchases and normal sales axecemder SFAS No. 133, and, accordingly, werdéomger
recording at fair value, and approximately $14 imiillrelated to our natural gas-fired electric gatiag

94




Table of Contents

THE WILLIAMS COMPANIES, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Conti nued)

plant near Hazelton, Pennsylvania (Hazleton). Tlpairments were based on our comparison of thgiog
value to the estimate of fair value less cost tb se

Summarized Assets and Liabilities of Discontinuegé&dations

The following table presents the summarized assetdiabilities of discontinued operations as otB&maber 31
2007 and 2006.

The December 31, 2007, balancesderivative assetandderivative liabilitiesrepresent contracts remaining
be assigned to Bear Energy, LP, entirely offsetdayprocal positions with Bear Energy, LP. We extgecomplete
the assignment of all such contracts in 2008. Teeeinber 31, 2007, balancepwbperty, plant and equipment —
netincludes Hazelton, which is under contract to bd.so

December 31 December 31
2007 2006
(Millions)
Derivative asset $ 114 $ 59¢
Accounts receivabl— net 55 23z
Other current asse 3 12
Total current asse 172 837
Property, plant and equipme— net 8 23
Derivative asset — 541
Other noncurrent asse 5 1
Total noncurrent asse 13 56¢E
Total asset $ 18E $ 1,40z
Reflected on balance sheet
Current assel $ 18t $ 837
Noncurrent asse — 56&
Total asset $ 18t $ 1,40z
Derivative liabilities $ 114 $ 47¢
Other current liabilitie: 61 26(
Total current liabilities 17& 73¢
Derivative liabilities — 124
Other noncurrent liabilitie — 23
Total noncurrent liabilitie: — 147
Total liabilities $ 17& $ 88¢
Reflected on balance sheet
Current liabilities $ 17t $ 73¢
Noncurrent liabilities — 147
Total liabilities $ 17& $ 88¢
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Note 3. Investing Activities
Investing Income
Investing incoméor the years ended December 31, 2007, 2006 ang, 20@s follows:

2007 2006 2005

(Millions)
Equity earnings’ $137 $99 $ 66
Loss from investments — — (109
Impairments of co-based investmen @ (20 2
Interest income and oth 121 89 70
Total $257 $16¢ $ 25

* |tems also included isegment profi. (See Note 17.
Loss from investmentsr the year ended December 31, 2005, includes:

* An $87 million impairment of our investment in Ldmyn Partners Pipeline L.P. (Longhorn), which is
included in our Other segmel

+ A $23 million impairment of our investment in Auwal§le Liquid Products, L.P. (Aux Sable), which is
included in our Midstream segme

Impairments of cost-based investméntshe year ended December 31, 2006, includessar$llion
impairment of a Venezuelan investment primarily tua decline in reserve estimates. In 2006, oyvet@ent direc
working interest in an operating contract was coraceto a 4 percent equity interest in a Venezuetaporation
which owns and operates oil and gas activities. Opercent equity interest is reported as a cothodanvestment;
previously, we accounted for our working interesing the proportionate consolidation method.

Interest income and othéor the year ended December 31, 2007, includesiillibn of gains from sales of
cost-based investments.

Investments

Investmentat December 31, 2007 and 2006, are as follows:

2007 2006
(Millions)

Equity method
Gulfstream Natural Gas System, L.L— 50% $43¢  $387
Discovery Producer Services, L.L.— 60%* 21t 221
Petrolera Entre Lomas S.— 40.8% 65 59
ACCROVEN— 49.3% 62 57
Other 95 90
87¢€ 814
Cost methoc 25 52
$901  $86€

* We own 60 percent indirectly through Williams ParsiL.P., of which we own approximately 23.6 petcéve
continue to account for this investment under thgity method due to the voting provisions of Disenys
limited liability company which provide the othelember of Discovery significant participatory riglstsch that
we do not control the investmel
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Differences between the carrying value of our ggmitestments and the underlying equity in theassets of
the investees is primarily related to impairmentvpusly recognized.

Dividends and distributions, including those presdrbelow, received from companies accounted fahby
equity method were $118 million in 2007 and $116iom in 2006. These transactions reduced the aagryalue of
our investments. These dividends and distributfmiraarily included:

2007 2006

(Millions)
Discovery Producer Services, L.L.( $36 $27
Gulfstream Natural Gas System L.L.i 34 42
Aux Sable Liquid Products L.F 22 13
Petrolera Entre Lomas S./ 12 14

In addition in 2007, we contributed $38 millionGulfstream Natural Gas System L.L.C. (Gulfstream).

Summarized Financial Position and Results of Opdmats of Equity Method Investments

Financial position at December 31:

2007 2006
(Millions)
Current assel $ 395 $ 29¢
Noncurrent asse 3,48 3,30z
Current liabilities 232 19¢
Noncurrent liabilities 1,48: 1,311

Results of operations for the years ended DeceBther

2007 2006 2005

(Millions)
Gross revenu $1,18: $97C $1,33¢
Operating incom: 53¢ 401 23¢€
Net income (loss 392 (15) 10t

Summarized results of operations of equity metimeestments in 2006 reflect the impact of a lossiired by
Longhorn on the sale of its pipeline.

Guarantees on Behalf of Investees

We have guaranteed commercial letters of credititm $20 million on behalf of ACCROVEN. These exgpin
January 2009 and have no carrying value.

We have provided guarantees on behalf of certaitiesnin which we have an equity ownership inter&bese
generally guarantee operating performance meaangthe maximum potential future exposure cannot be
determined. There are no expiration dates assdordth these guarantees. No amounts have beeneatatu
December 31, 2007 and 2006.
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Note 4. Asset Sales and Other Accrual

The following table presents significant gainsasdes from asset sales and other accruals or mejotst
reflected inother (income) expense — méthin segment costs and expenses.

Years Ended December 3.
2007 2006 2005
(Millions)

Exploration & Production
Gains on sales of certain natural gas prope $— $— $(30)
Gas Pipeline
Change in estimate related to a regulatory ligk (@) — —
Income associated with payments received for aitextexd firm transportation
agreement on Grays Harbor lateral. Associated tiuithgain is interest income of
$2 million, which is included iinvesting incom (18) — —
Midstream
Income from favorable litigation outcon (12 — —
Loss on impairment of Carbonate Trend pipe 10 — —
Accrual for Gulf Liquids litigation contingency. Aeciated with this contingency is ai
interest expense accrual of $25 million, whichigliided ininterest accruedsee
Note 15) — 73 —
Gas Marketing Services
Accrual for litigation contingencie 20 — 82

Additional Items

Costs and operating expenseishin our Gas Pipeline segment reported in 20@%uittes:

* An adjustment to reduce costs by $12 million taectrthe carrying value of certain liabilities reded in
prior periods;

+ Adjustments of $37 million reflected as increasesasts and operating expenses related to $32mitii
prior period accounting and valuation correctiomsdertain inventory items and an accrual of $3iamil
for contingent refund obligation

Selling, general and administrative expensithin our Gas Pipeline segment in 2005 includes:

* An adjustment to reduce costs by $6 million to eotithe carrying value of certain liabilities reded in
prior periods;

* A $17 million reduction in pension expense for toenulative impact of a correction of an error
attributable to 2003 and 2004. (See Note
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Note 5. Provision for Income Taxes

Theprovision for income taxefsom continuing operations includes:

2007 2006 2005
(Millions)
Current:

Federa $29 $ (9 %22t
State 9 3 3
Foreign 46 43 31
84 37  25¢

Deferred:
Federa 422 14€ 23
State 4 4 27
Foreign 22 24 (8)
44C 174 42
Total provision $524 $211 $301

Reconciliations from therovision for income taxe€som continuing operations at the federal statutatg to

the realizegprovision for income taxeare as follows:

2007 2006 2005
(Millions)
Provision at statutory ra $48C $19t $271
Increases (decreases) in taxes resulting f
State income taxes (net of federal ben: 4 7 29
Foreign operation— net 18 23 2
Utilization/valuation/expiration of charitable ceoiiutions (6) 9 8
Federal income tax litigatic — (40 4
Non-deductible convertible debenture exper — 10 —
Adjustment of excess deferred ta: 2 7 (20
Non-deductible penaltie — — 18
Other— net 26 18 (17)
Provision for income taxe $524 $211 $301

Utilization of foreign operating loss carryoverslueed the provision for income taxes by $5 milli$8,million

and $13 million in 2007, 2006 and 2005, respegyivel

Income from continuing operations before income&saand cumulative effect of change in accountirciple
includes $169 million, $144 million, and $72 mili@f international income in 2007, 2006, and 2@@5pectively.

We provide for income taxes using the asset abditiamethod as required by SFAS No. 108ctounting fol
Income Taxes.” As a result of additional analydisur tax basis and book basis assets and liasi)itve recorded a
tax provision of $2 million and $7 million for 20@hd 2006, respectively, and a tax benefit of $8baom in 2005,

to adjust the overall deferred income tax lial@kton the Consolidated Balance Sheet.

During the course of audits of our business by ddimand foreign tax authorities, we frequentlyefac

challenges regarding the amount of taxes due. Ttfeéenges include questions regarding the tinaimg) amount
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of deductions and the allocation of income amormipua tax jurisdictions. In evaluating the liabjliassociated with
our various tax filing positions, we apply the tw@p process of recognition and measurement ageddwy FASB
Interpretation No. 48, “Accounting for Uncertairityincome Taxes, an interpretation of FASB Statemen

No. 10¢" (FIN 48). In association with this liability, wecord an estimate of related interest and tax @xgoas a
component of our tax provision. The impact of gaésrual is included withinther — netn our reconciliation of the
tax provision to the federal statutory rate.

Significant components afeferred tax liabilitiesanddeferred tax assets of December 31, 2007, and 2006,
are as follows:

2007 2006
(Millions)
Deferred tax liabilities
Property, plant and equipme $3,19:  $2,89¢
Derivatives— net — 22¢
Investment: 17€ 21C
Other 89 101
Total deferred tax liabilitie 3,457 3,43t
Deferred tax asset
Minimum tax credits 8 14¢
Accrued liabilities 432 51C
Derivatives— net 17z —
Federal carryover — 182
Foreign carryover 50 36
Other 53 51
Total deferred tax asse 717 92¢
Less valuation allowanc 57 36
Net deferred tax asse 66( 89C
Overall net deferred tax liabilitie $2,797 $2,54:

Thevaluation allowanceat December 31, 2007 and December 31, 2006, s&rveduce the recognized tax
benefit associated with foreign carryovers to aam that will, more likely than not, be realizéde do not expect
to be able to utilize our $57 million foreign defet tax assets primarily related to carryovers.

Undistributed earnings of certain consolidatedifpresubsidiaries at December 31, 2007, totaledqmately
$262 million. No provision for deferred U.S. incoti@es has been made for these subsidiaries bewauséend to
permanently reinvest such earnings in foreign dpers.

Cash payments for income taxes (net of refundsg $884 million, $79 million, and $230 million in @D,
2006, and 2005, respectively. Cash tax paymentsdacsettlements with taxing authorities associatigd prior
period audits of $94 million, $42 million, and $264llion in 2007, 2006 and 2005, respectively.

Effective January 1, 2007, we adopted FIN 48 andequired by the Interpretation, recognized thteémpact
of the cumulative effect of adoption as a $17 willincrease taccumulated deficit The Interpretation prescribes
guidance for the financial statement recognitiod ameasurement of a tax position taken or expecibe taken in a
tax return. To recognize a tax position, the entsepdetermines whether it is more likely than thett the tax
position will be sustained upon examination, inahgdresolution of any related appeals or litigatmocesses, bas
on the technical merits of the position. A tax fiosi that meets the more likely than not recognitioreshold
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is measured to determine the amount of benefit¢ognize in the financial statements. The tax jwwsis measured
as the largest amount of benefit, determined aimautative probability basis, that is greater th@rp&rcent likely ¢
being realized upon ultimate settlement.

As of December 31, 2007, we had approximately $iflfom of unrecognized tax benefits. If recognized,
approximately $64 million, net of federal tax expenwould be recorded as a reduction of incomexaense. A
reconciliation of the beginning and ending amouniroecognized tax benefits is as follows:

(Millions)
Balance at January 1, 20 $ 93
Additions based on tax positions related to theeniryeal —
Additions for tax positions for prior yea 5
Reductions for tax positions of prior yei (19
Settlement with taxing authoritit 3
Lapse of applicable statute of limitatic —
Balance at December 31, 2C $ 76

We recognize related interest and penalties asnpanent of income tax expense. During 2007, apprately
$60 million of interest and penalties were includtethe provision for income taxes. As of Decembr2007,
approximately $86 million of interest and penalfiesnarily relating to uncertain tax positions hdeen accrued.

As of December 31, 2007, the Internal Revenue BerffRS) examination of our consolidated U.S. inedax
return for 2002 through 2005 was in process. IR8m@rations for 1996 through 2001 have been congbleté the
years remain open while certain issues are ung@wewith the Appeals Division of the IRS. The sitat of
limitations for most states expires one year dfRS audit settlement.

Generally, tax returns for our Venezuela and Caradntities are open to audit from 2003 throughr20@x
returns for our Argentine entities are open to afidm 2001 through 2007. Certain Canadian entaiescurrently
under examination.

During the next twelve months, we do not expedtesaent of any unrecognized tax benefit associaiéu
domestic or international matters under audit teet@material impact on our financial position.
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Note 6. Earnings Per Common Share from Continuing Operatiors
Basic and diluted earnings per common share foy¢laes ended December 31, 2007, 2006 and 2005, are:
2007 2006 2005

(Dollars in millions, except pe-share
amounts; shares in thousands)

Income from continuing operations available to camrstockholders for bas

and diluted earnings per share $ 847 $ 3471 $ 478
Basic weighte-average shares( 596,17 595,05: 570,42(
Effect of dilutive securities

Nonvested restricted stock units 1,627 1,02¢ 2,89(

Stock options 4,74¢ 4,44( 4,98¢

Convertible debenture 7,322 8,10¢ 27,54¢
Diluted weighte-average share 609,86¢ 608,62° 605,84"
Earnings per common share from continuing operat|

Basic $ 14z $ 58 $ .82

Diluted $ 14C % 57 ¢ 7€

(1) The years ended December 31, 2007, 2006 and 208&de $3 million, $3 million and $10 million ofterest
expense, net of tax, associated with our convertiebentures. (See Note 12.) These amounts hameatidec
back toincome from continuing operations available to canmstockholder$o calculate diluted earnings per
common share

(2) During January 2006, we issued 20 million sharesoafimon stock related to a conversion offer for our
5.5 percent convertible debentures. In Februans2@@ issued 11 million common shares associatédour
FELINE PACS units

(3) The nonvested restricted stock units outstandii@deaember 31, 2007, will vest over the period fridanuary
2008 to January 201

The table below includes information related tacktoptions that were outstanding at the end of easpective
year but have been excluded from the computatiomedghte-average stock options due to the option exercise
exceeding the fourth quarter weighted-average ngriee of our common shares.

2007 2006 2005
Options excluded (millions .8 3.6 4.7
Weighte-average exercise prices of options exclu $40.0° $36.1¢ $35.2.
Exercise price ranges of options exclu $36.66- $42.2¢ $26.79- $42.2¢ $22.68- $42.2¢
Fourth quarter weight-average market pric $35.1¢ $25.7: $22.4:

Note 7. Employee Benefit Plan:

We have noncontributory defined benefit pensiomgla which all eligible employees participate. @uatly,
eligible employees earn benefits primarily base@ aash balance formula. Various other formulasledimed in the
plan documents, are utilized to calculate theegtgnt benefits for plan participants not coveredhigycash balance
formula. At the time of retirement, participantsymaceive annuity payments, a lump sum paymentammabinatiol
of lump sum and annuity payments. In addition toension plans, we currently provide subsidized
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medical and life insurance benefits (other poseatent benefits) to certain eligible participai@enerally,
employees hired after December 31, 1991, are igibk for the subsidized medical benefits, exdepiparticipants
that were employees of Transco Energy Company aember 31, 1995, and other miscellaneous defined
participant groups. Certain of these other poseetent benefit plans, particularly the subsidizedital benefit
plans, provide for retiree contributions and camtather cost-sharing features such as deductibdepayments, and
co-insurance. The accounting for these plans gaties future cost-sharing that is consistent withexpressed
intent to increase the retiree contribution leveherally in line with health care cost increases.

Benefit Obligations

The following table presents the changes in beoéfigations and plan assets for pension benefidsagher
postretirement benefits for the years indicated ahnual measurement date for our plans is Decedibdte sale
of our power business did not have a significangdot on our employee benefit plans. (See Note 2.)

Other
Postretirement
Pension Benefits Benefits
2007 2006 2007 2006
(Millions)
Change in benefit obligatiol
Benefit obligation at beginning of ye $ 931 $ 897 $31z $37E
Service cos 23 22 3 3
Interest cos 54 51 17 17
Plan participan’ contributions — — 5 5
Benefits paic (64) 52 (23 (24)
Actuarial (gain) los: (48) 13 (30 (64)
Benefit obligation at end of ye 89¢€ 931 284 31z
Change in plan asse
Fair value of plan assets at beginning of y 1,00t 88¢ 18C 164
Actual return on plan asse 92 12¢€ 15 21
Employer contribution 41 43 15 14
Plan participan’ contributions — — 5 5
Benefits paic (64) 52 (23 (24)
Fair value of plan assets at end of y 1,074 1,00t 192 18C
Funded statu— overfunded (underfunde: $ 176 $ 74 $(92 $(132)
Accumulated benefit obligatic $ 83 §$ 872

103




Table of Contents

THE WILLIAMS COMPANIES, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Conti nued)

The net underfunded/overfunded status of our paend@mns and other postretirement benefit plansepites! in
the previous table are recognized in the ConsaiiBalance Sheet within the following accounts:

December 31

2007 2006
(Millions)

Overfunded pension plan

Noncurrent asset $205  $114
Underfunded pension plar

Current liabilities 1 1

Noncurrent liabilities 24 39
Underfunded other postretirement benefit pl:

Current liabilities 9 9

Noncurrent liabilities 83 12¢

The plan assets within our other postretiremengfieplans are intended to be used for the paymEbénefits
for certain groups of participants. Therrent liabilitiesfor the other postretirement benefit plans repreten
actuarial present value of benefits included inkibeefit obligation payable in the subsequent yaathe groups of
participants whose benefits are not expected foalb from plan assets.

The 2007actuarial gainof $48 million for our pension plans included i tfable of changes in benefit
obligation is due primarily to the impact of chasge the discount rate assumptions utilized toudate the benefit
obligation. The 200@ctuarial lossof $13 million for our pension plans included irettable of changes in benefit
obligation is due primarily to the impact of actuasults differing from assumed results such aspgsrsation and
participant deaths, offset by the net impact oinges in assumptions utilized to calculate the bieabfigation
including the discount rate, mortality and expedt@d of benefit payments. The 208¢tuarial gainof $30 million
for our other postretirement benefit plans includethe table of changes in benefit obligationug grrimarily to the
impact of the increase in the discount rate usexlitulate the benefit obligation and a decreaskeeémumber of
eligible participants in the plan. The 208@€&uarial gainof $64 million for our other postretirement bengiins
included in the table of changes in benefit oblmats due primarily to the impact of changes iawusptions
utilized to calculate the benefit obligation indiingl claims costs, health care cost trend ratestandiscount rate, as
well as actual results differing from assumed rsssiich as participant deaths and terminations ficetirement.

The current accounting rules for the determinatibnet periodic benefit expenalow for the delayed
recognition of gains and losses caused by differemetween actual and assumed outcomes for iteshsasu
estimated return on plan assets, or caused by ekangssumptions for items such as discount catestimated
future compensation levels. Thet actuarial gains (lossegyesented in the following table and recorded in
accumulated other comprehensive lassinet regulatory liabilitiesepresents the cumulative net deferred gains
(losses) from these types of differences or chandgsh have not yet been recognized in the Conatsitl
Statement of Income. A portion of thet actuarial gains (lossegsye amortized over the participants’ average
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remaining future years of service, which is appmadiely 12 years for both our pension plans andtuer
postretirement benefit plans.

Accumulated other comprehensive las®ecember 31 includes the following:

Other
Postretirement
Pension Benefits Benefits
2007 2006 2007 200€
(Millions)
Amounts not yet recognized in net periodic berettense
Prior service cos $ ® $ B30 $()
Net actuarial gains (losse (15€) (24z) 7 (8

At December 31, 200Thet regulatory liabilitiesncludes prior service credits of $3 million and aetuarial
gains of $26 million for our other postretiremepnkfit plans associated with our FERC-regulatedogzaines.
These amounts have not yet been recognizedtiperiodic benefit expensit December 31, 2006, prior service
credits of $5 million and net actuarial gains ofrlion were included imet regulatory liabilities

We have multiple pension plans that are aggregaqatescribed for reporting purposes including both
overfunded and underfunded pension plans.

Information for pension plans with a projected Hérabligation in excess of plan assets:

December 31

2007 2006

(Millions)
Projected benefit obligatic $25 $48(
Fair value of plan asse — 44C

At December 31, 2007, the pension plans with aggtefl benefit obligation in excess of plan assefsides
only our unfunded nonqualified pension plans. At&maber 31, 2006, the pension plans with a projcotefit
obligation in excess of plan assets included ormuofunded tax-qualified pension plans and ouundéd
nonqualified pension plans.

Information for pension plans with an accumulatedddit obligation in excess of plan assets:

December 31,

2007 2006
(Millions)
Accumulated benefit obligatic $22 $19

Fair value of plan asse — —
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Net Periodic Benefit Expense (Income) and Items Bgnized in Other Comprehensive Income (Loss)

Net periodic benefit expense (incoraall other changes in plan assets and benefit tibligarecognized in
other comprehensive income (lofs) the years ended December 31, 2007, 2006, adl, 20nsist of the following:

Other
Pension Benefits Postretirement Benefits
2007 2006 2005 2007 2006 2005
(Millions)
Components of net periodic benefit expense (inco
Service cos $23 $22 $21 $3 $3 %3
Interest cos 54 51 47 17 17 20
Expected return on plan ass 73y (©®7) ((71) (12 (12) (11)
Amortization of prior service cred — o — — — 4
Amortization of net actuarial (gain) lo 19 21 6 — — 3
Regulatory asset amortizati 1 — 1 5 7 7
Settlement/curtailment expen — — 3 — — —
Net periodic benefit expense (incon $24 $26 $(4 $13 $16 $18
Other changes in plan assets and benefit obligat@rognized in
other comprehensive income (los
Net actuarial gail $(68) $(15)
Amortization of net actuarial loss 19 —
Amortization of prior service cos = )
Other changes in plan assets and benefit obligat@rognized in
other comprehensive income (lo _(87) (1)
Total recognized imet periodic benefit expenaadother
comprehensive income (los $(63) $ (4

Other changes in plan assets and benefit obligafmmour other postretirement benefit plans asdediwith
our FERC-regulated gas pipelines are recognizegtimegulatory liabilitiesat December 31, 2007, and inclukt
actuarial gainsof $18 million andamortization of prior service creditsf $2 million.

Net actuarial losses of $8 million and prior seevimsts of $1 million related to our pension pldnag are
included inaccumulated other comprehensive las®ecember 31, 2007, are expected to be amoiitizest
periodic benefit expendn 2008. Prior service costs of $1 million relatecbur other postretirement benefit plans
that are included iaccumulated other comprehensive las®ecember 31, 2007, are expected to be amoiitizeet
periodic benefit expendn 2008. No net actuarial losses related to ouemtostretirement benefit plans that are
included inaccumulated other comprehensive las®ecember 31, 2007, are expected to be amoiitizeet
periodic benefit expensin 2008.

The prior service credit related to our other petgement benefit plans that is includechit regulatory
liabilities at December 31, 2007, and expected to be recogimzext periodic benefit expense (incorime2008 is
$1 million. No net actuarial gains related to otires postretirement benefit plans and includedahregulatory
liabilities are expected to be recognizedat periodic benefit expense2008.

Net periodic benefit expense (incorf@)our pension plans for 2005 includes a $17 onillieduction to
expense to record the cumulative impact of a ctimeof an error determined to have occurred in280d 2004.
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The error was associated with the actuarial contipmt®af annuahet periodic benefit expense (incomalich
resulted from the identification of errors in cémd@ransco participant data involving annuity caetrinformation
utilized for 2003 and 2004. The adjustment is #fld as $16 million withimmortization of net actuarial (gain) lo:
and $1 million withinregulatory asset amortization.

The differences in the amount of actuarially deiaednet periodic benefit expenga our other postretirement
benefit plans and the other postretirement benefits recovered in rates for our FERC-regulatechgadines are
deferred as a regulatory asset or liability. At 8&mber 31, 2007, we have regulatory liabilities D0 $nillion for
Transco and $18 million for Northwest Pipeline tethto these deferrals. At December 31, 2006, wesha
regulatory asset of $9 million for Transco andgutatory liability of $13 million at Northwest Pifiee related to
these deferrals. These amounts will be reflectddtiime rates based on Transco and Northwest Rgislrate
structures.

Key Assumptions

The weighted-average assumptions utilized to deterimenefit obligations as of December 31, 200d, 2006,
are as follows:

Other
Postretirement
Pension Benefits Benefits
2007 2006 2007 2006
Discount rate 6.41% 5.8(% 6.4(% 5.8(%
Rate of compensation incree 5.0C 5.0C N/A N/A

The weighted-average assumptions utilized to deternmet periodic benefit expents the years ended
December 31, 2007, 2006, and 2005, are as follows:

Other
Pension Benefits Postretirement Benefits
2007 2006 2005 2007 2006 2005
Discount rate 5.8(% 5.65% 5.8€% 5.8(% 5.6(% 5.65%
Expected lon-term rate of return on plan ass 7.7 7.7¢ 85C 6.97 6.95 7.4t
Rate of compensation incree 5,0 5.0 5.0C NA NA NA

The discount rates for our pension and other pirgneent benefit plans were determined separatesgth on
an approach specific to our plans and their regmeekpected benefit cash flows. The plans weréyaed and the
yearend discount rates were determined based oné giele comprised of high-quality corporate bondkslished
by a large securities firm.

The expected long-term rates of return on plantassere determined by combining a review of théohisal
returns realized within the portfolio, the investistrategy included in the plans’ Investment Bofitatement, and
capital market projections for the asset clasdifices in which the portfolio is invested and thegtt weightings of
each asset classification.

The mortality assumptions used to determine thigatibns for our pension and other postretirememielfit
plans are related to the experience of the pladdtenbest estimate of expected plan mortality. Sélected
mortality tables are among the most recent tablagadble.
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The assumed health care cost trend rate for 2008 igercent, and systematically decreases toeseept by
2015. The health care cost trend rate assumptism Bggnificant effect on the amounts reportednd-percentage-
point change in assumed health care cost trens vadald have the following effects:

Point increase Point decreast¢

(Millions)
Effect on total of service and interest cost conguis $ 3 % 4
Effect on other postretirement benefit obligat 55 (44)

Plan Assets

The investment policy for our pension and othettqgiisement benefit plans articulates an investment
philosophy in accordance with ERISA which govetms investment of the assets in a diversified pbotfdhe
investment strategy for the assets of the pendams@nd approximately one half of the assetsebther
postretirement benefit plans include maximizingines with reasonable and prudent levels of riske iflvestment
returns on the approximate one half of remainirsgissof the other postretirement benefit plansiligext to federal
income tax, therefore the investment strategy ialslodes investing in a tax efficient manner.

The following table presents the weighted-averageallocations at December 31, 2007, and 2006aaget
asset allocation at December 31, 2007, by asseg@at

Other
Pension Benefits Postretirement Benefits
2007 2006 Target 2007 2006 Target
Equity securities 84% 82% 84% 7% 7% 80%
Debt securitie! 12 12 16 12 12 20
Other 4 6 — 9 11 —

10(% 10C% 10C% 100%  10C% _ 10C%

Included in equity securities are investments imoongled funds that invest entirely in equity séties and
comprise 40 percent at December 31, 2007, and B@meat December 31, 2006, of the pension plaegjhted-
average assets, and 29 percent at December 31,8027 percent at December 31, 2006, of the other
postretirement benefit plans’ weighted-averagetas&gher assets are comprised primarily of cashcash
equivalents.

The assets are invested in accordance with thettaligcations identified in the previous tableeTihvestment
policy provides for minimum and maximum rangestfar broad asset classes in the previous table tiadddi targe
allocations are identified for specific classeqfiity securities. The asset allocation rangedbksited by the
investment policy are based upon a long-term imeest perspective. The ranges are more heavily wesigioward
equity securities since the liabilities of the gensand other postretirement benefit plans are-teng in nature and
historically equity securities have significantlytperformed other asset classes over long peribtisie.

Equity security investments are restricted to tagiadity, readily marketable securities that arévaty traded
on the major U.S. and foreign national exchangesedtment in Williams’ securities or an entity ihiash Williams
has a majority ownership is prohibited except whkese securities may be owned in a commingledsinvent
vehicle in which the pension plans’ trust invests.more than five percent of the total stock pdidfealued at
market may be invested in the common stock of ameyamrporation. The following securities and tratisas are
not authorized: unregistered securities, commadiecommaodity contracts, short sales or margimstrations or
other leveraging strategies. Investment strataggse®y options or futures are not authorized.

Debt security investments are restricted to hqghtity, marketable securities that include U.SaRury, feder:
agencies and U.S. Government guaranteed obligatoasinvestment grade corporate issues. The dveral
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rating of the debt security assets is requirecetatieast “A”, according to the Moody’s or Stardl&rPoor’s rating
system. No more than five percent of the totalfpba at the time of purchase may be invested endbbt securities
of any one issuer. U.S. Government guaranteed g@icy securities are exempt from this provision.

During 2007, 11 active investment managers andpassive investment manager managed substantibdy al
the pension and other postretirement benefit plamals, each of whom had responsibility for manggirspecific
portion of these assets.

Plan Benefit Payments and Employer Contributions

The following are the expected benefits to be jpgithe plan anthe expected federal prescription drug suk
to be received in the next ten years. These estBraat based on the same assumptions previouslysded and
reflect future service as appropriate. The actbagaumptions are based on long-term expectatiothénalude, but
are not limited to, assumptions as to average éggeetirement age and form of benefit paymentualcbenefit
payments could differ significantly from expectezhbfit payments if near-term participant behaviffer
significantly from the actuarial assumptions.

Federal
Other Prescription
Pensior Postretirement Drug
Benefits Benefits Subsidy
(Millions)
2008 $ 46 % 20 % 2
2009 40 21 2
2010 36 21 2
2011 37 22 2
2012 43 21 2
2013- 2017 265 11C (15)

We expect to contribute approximately $41 milliorour pension plans and approximately $15 millooar
other postretirement benefit plans in 2008.

Defined Contribution Plans

We also maintain defined contribution plans for tlemefit of substantially all of our employees. Emly, plar
participants may contribute a portion of their cemgation on a pre-tax and after-tax basis in aecma with the
plan’s guidelines. We match employees’ contribwgiop to certain limits. Costs recognized for thelsas were
$22 million in 2007, $19 million in 2006, and $11llilan in 2005. One of our defined contribution ptawas
amended as of July 1, 2005, to convert one ofuhdd within the plan to a nonleveraged employeekstanership
plan (ESOP). The 2005 compensation cost relatéuet& SOP of $1 million is included in the $17 noifiiof
contributions, previously mentioned above, andesents the contribution made in consideration fiopleyee
services rendered in 2005. It is measured by theuatrof cash contributed to the ESOP. The sharesbyethe
ESOP are treated as outstanding when computingngarper share and the dividends on the sharedlyette
ESOP are recorded as a component of retained garrior 2006 and future years, there were andowito
contributions to this ESOP, other than dividendivestment, as contributions for purchase of owkste now
restricted within this defined contribution plan.
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Note 8. Inventories

Inventoriesat December 31, 2007, and 2006, are as follows:

2007 2006

(Millions)
Natural gas liquid: $66 $ 78
Natural gas in underground store 45 78
Materials, supplies and oth 98 82
$20¢ $23¢

Inventoriesdetermined using the LIFO cost method were less thgercent and 11 percentinfentoriesat
December 31, 2007 and 2006, respectively. The rnginventorieswere primarily determined using the average-
cost method.

If inventoriesvalued using the LIFO cost method at December 827 2nd 2006, were valued at current
replacement cost, the amounts would increase byttes $1 million and $22 million, respectively.
Note 9. Property, Plant and Equipment

Property, plant and equipment — rétDecember 31, 2007, and 2006, is as follows:

2007 2006
(Millions)
Cost:
Exploration & Productiol $ 7,66( $ 5,91¢
Gas Pipeling 9,52¢ 9,127
Midstream Gas & Liquids(1 5,28¢ 4,59(
Gas Marketing Service 63 69
Other 254 24~
22,781 19,94¢
Accumulated depreciation, depletion and amortize (6,806 (5,79))

$15,98.  $14,15¢

(1) Certain assets above are currently pledged adema@lldo secure debt. (See Note !

Depreciation, depletion and amortizatiempense foproperty, plant and equipment — neds $1.1 billion in
2007, $863 million in 2006, and $736 million in 200

Property, plant and equipment — rietludes approximately $980 million at DecemberZ107, and
$685 million at December 31, 2006, of constructioprogress which is not yet subject to deprecmtio addition,
property of Exploration & Production includes apgmately $378 million at December 31, 2007, and4s4fillion
at December 31, 2006, of capitalized costs reltiiguoperties with unproven reserves not yet sulgedepletion.

Property, plant and equipment — retludes approximately $1.1 billion at December 3107 and 2006
related to amounts in excess of the original cott@regulated facilities within Gas Pipeline agsult of our prior
acquisitions. This amount is being amortized ov®ydars using the straight-line amortization meti@arrent
FERC policy does not permit recovery through rédesmounts in excess of original cost of constact
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Asset Retirement Obligations

The asset retirement obligation at December 317 20@ 2006 is $399 million and $333 million, respegdy.
The increases in the obligation in 2007 are duevsions in our estimation of our asset retirengdligation in our
Midstream segment, increased asset additions iExpioration and Production segment and increasecttion in
our Gas Pipeline segment. The increases in thgathin in 2006 were due primarily to obtaining didaial
information that revised our estimation of our aseérement obligation for certain assets in oxpl@ration &
Production, Gas Pipeline, and Midstream segmeaistoFs affected by the additional information imteld estimate
settlement dates, estimated settlement costs nélation rates.

The accrued obligations relate to producing weltglerground storage caverns, offshore platforms,
fractionation facilities, gas gathering well conti@es and pipelines, and gas transmission faglithd the end of th
useful life of each respective asset, we are legdiligated to plug both producing wells and steragverns and
remove any related surface equipment, remove fudquipment and restore land at fractionationifaes] to
dismantle offshore platforms, to cap certain gatfgepipelines at the wellhead connection and renswerelated
surface equipment, and to remove certain compordmgas transmission facilities from the ground.

Note 10. Accounts Payable and Accrued Liabilities

Under our cash-management system, certain cashmstso@flected negative balances to the extentkshec
written have not been presented for payment. Thegative balances represent obligations and haam be
reclassified taccounts payable. Accounts payaineludes approximately $96 million of these negatdalances at
December 31, 2007, and $44 million at DecembefB6.

Accrued liabilitiesat December 31, 2007, and 2006, are as follows:

2007 2006
(Millions)
Interest $ 208 $ 24:
Employee cost 174 15¢E
Taxes other than income tax 16¢ 152
Estimated rate refund liabilit 96 2
Accrual for Gulf Liquids litigation contingenc 94** 95*
Income taxe: 75 81
Guarantees and payment obligations related to W 39 41
Customer margin deposits paya 10 12¢
Structured indemnity settleme — 34
Other, including other loss contingenc 293 421

$1,15¢ $1,35¢

* Includes $22 million of interes
** |ncludes $25 million of interes
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Note 11. Debt, Leases and Banking Arrangements
Long-Term Debt
Long-term debat December 31, 2007 and 2006, is:

Weighteo-
Average
Interest _ December 31,
Rate(1) 2007(2) 2006
(Millions)
Secured(3
6.62%-9.45%, payable through 20. 8C% $ 14t $ 17z
Adjustable rate, payable through 2( 6.3% 64 74
Capital lease obligatior 6.7% 10 2
Unsecurec
5.5%-10.25%, payable through 2033 7.€%  7,10% 7,691
Revolving credit loan 5.7% 25C —
Adjustable rate, payable through 2( 6.2% 32E 75
Total lon¢-term debt, including current portic 7,90( 8,01«
Long-term debt due within one ye (149 (399
Long-term debt $7,751 $7,627

(1) At December 31, 200°

(2) Certain of our debt agreements contain covenaatgdstrict or limit, among other things, our ayilio create
liens, sell assets, make certain distributionsyreipase equity and incur additional de

(3) Includes $212 million and $246 million at DecemB&r 2007 and 2006, respectively, collateralizeddryain
fixed assets of two of our Venezuelan subsidiasils a net book value of $351 million and $380 ioill at
December 31, 2007 and 2006, respectiv

(4) 2007 includes Transco’s $100 million 6.25 percesien, due on January 15, 2008, that were recledsaf
long-term debt as a result of a subsequent refinancidgnthe $1.5 billion revolving credit facilit

Revolving credit and letter of credit facilitiegédit facilities)

We have an unsecured, $1.5 billion revolving créatitlity with a maturity date of May 1, 2012. Nowest
Pipeline and Transco each have access to $40@miltider the facility to the extent not otherwisiéaed by us.
Interest is calculated based on a choice of twdhoust: a fluctuating rate equal to the lender’s vateplus an
applicable margin or a periodic fixed rate equdl®OR plus an applicable margin. We are requiegdy a
commitment fee (currently 0.125 percent) basecherunused portion of the facility. The margins anchmitment
fee are generally based on the specific borrovwsansgor unsecured long-term debt ratings. Signififiaancial
covenants under the credit agreement include tlaiog:

« Our ratio of debt to capitalization must be no ¢gethan 65 percent. At December 31, 2007, werare i
compliance with this covenant as our ratio of delttapitalization, as calculated under this covénan
approximately 51 percer

» Ratio of debt to capitalization must be no grettian 55 percent for Northwest Pipeline and Tranato.
December 31, 2007, we are in compliance with thignant as our ratio of debt to capitalization, as
calculated under this covenant, is approximatelp&@ent for Northwest Pipeline and 31 percent for
Transco.
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Our $500 million and $700 million facilities provedor both borrowings and issuing letters of crédit are
expected to be used primarily for issuing lettdrsredit. These facilities mature in 2009 and 20&8pectively. We
are required to pay the funding bank fixed fees @eighted-average interest rate of 3.64 percah®a?0 percent
for the $500 million and $700 million facilitiesspectively, on the total committed amount of talities. In
addition, we pay interest on any borrowings atiatflating rate comprised of either a base ratd BOR.

The funding bank syndicated its associated cregkitthrough a private offering that allows for tiesale of
certain restricted securities to qualified instdaal buyers. To facilitate the syndication of tadacilities, the bank
established trusts funded by the institutional st9es. The assets of the trusts serve as collateraimburse the
bank for our borrowings in the event that the faes are delivered to the investors as descritedovb Thus, we
have no asset securitization or collateral requireismunder the facilities. Upon the occurrenceeofain credit
events, letters of credit under the agreement beamash collateralized creating a borrowing undeiféilities.
Concurrently, the funding bank can deliver thelfaes to the institutional investors, whereby theestors replace
the funding bank as lender under the facilitiesotJpuch occurrence, we will pay:

$500 Million Facility $700 Million Facility
$400 million $100 million $500 million $200 million
Interest Ratt 3.57 percer LIBOR 4.35 percet LIBOR
Facility Fixed Fee 3.19 percen 2.29 percen

In December 2007, Williams Partners L.P. acquirerain of our membership interests in Wamsutter | {h@
limited liability company that owns the Wamsuttgstem, from us for $750 million. Williams Partnér®
completed the transaction after successfully ctpsipublic equity offering of 9.25 million commonits that
yielded net proceeds of approximately $335 millidhe partnership financed the remainder of thelmase price
primarily through utilizing $250 million of term &m borrowings and issuing approximately $157 millagd commol
units to us. The $250 million term loan is undetlifins Partners L.P.’s new $450 million five-yeangor
unsecured credit facility that became effectiveudiameous with the closing of the Wamsutter tratisacThis
$450 million credit facility is comprised initiallgf a $200 million revolving credit facility avaliée for borrowings
and letters of credit and a $250 million term lodnder certain conditions, the revolving creditifiascmay be
increased up to an additional $100 million. Intemsborrowings under this agreement will be pagattirates per
annum equal to either (1) a fluctuating base rgteakto the lender’s prime rate plus the applicalbéggin, or (2) a
periodic fixed rate equal to LIBOR plus the apgiileamargin. At December 31, 2007, there were nouantso
outstanding under the $200 million revolving crédditility.

In December 2007, Northwest Pipeline borrowed $28on under the $1.5 billion revolving credit fiity to
retire its $250 million 6.625 percent notes thatured on December 1, 2007.
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Letters of credit issued under our credit facifitere:

Letters of Credit at
December 31, 200’

(Millions)
$500 million unsecured credit facilitis $ 24%
$700 million unsecured credit facilitit $ 99
$1.5 billion unsecured credit facili $ 28

Exploration & Production’s credit agreement

In February 2007, Exploration & Production enteirgd a five-year unsecured credit agreement wittage
banks in order to reduce margin requirements rélet@ur hedging activities as well as lower tratisa fees.
Under the credit agreement, Exploration & Productgonot required to post collateral as long asvlae of its
domestic natural gas reserves, as determined timel@rovisions of the agreement, exceeds by afgmamount
certain of its obligations including any outstargditebt and the aggregate out-of-the-money positonsedges
entered into under the credit agreement. Explanaid®roduction is subject to additional covenamider the credit
agreement including restrictions on hedge limfis, ¢reation of liens, the incurrence of debt, tie sf assets and
properties, and making certain payments, suchwagettids, under certain circumstances.

Issuances and retirements

On May 28, 2003, we issued $300 million of 5.5 patdunior subordinated convertible debentures2088.
These notes, which are callable after seven yaes;onvertible at the option of the holder into common stock
a conversion price of approximately $10.89 perashiar November 2005, we initiated an offer to cahteese
debentures to shares of our common stock. In Jar2@@6, we converted approximately $220 milliorthoe#
debentures. (See Note 12.)

In June 2006, Williams Partners L.P. acquired 2®rcent of our interest in Williams Four Cornersd for
$360 million. The acquisition was completed aftatims Partners L.P. successfully closed a $150aniprivate
debt offering of 7.5 percent senior unsecured ndtes2011 and a public equity offering of approxieha
$225 million in net proceeds.

In December 2006, Williams Partners L.P. acquiredremaining 74.9 percent interest in Williams Four
Corners LLC for $1.223 billion. The acquisition wasmpleted after Williams Partners L.P. succesgftlbbsed a
$600 million private debt offering of 7.25 percephior unsecured notes due 2017, a private eqffiésirg of
approximately $350 million of common and Class Bsjrand a public equity offering of approximately
$294 million in net proceeds.

In connection with the issuance of the $150 millfoh percent notes and the $600 million 7.25 pencetes
discussed above, Williams Partners L.P. entere@drégistration rights agreements with the initiafghasers of the
senior unsecured notes. In these agreements thegdp conduct a registered exchange offer foséméor
unsecured notes or cause to become effective tregedtration statement providing for resale & fenior
unsecured notes. Williams Partners L.P. initiatethange offers for both series on April 10, 200fe Exchange
offers were completed and closed on May 11, 2007.

In connection with the issuance of approximatelgGillion of common and Class B units in a privatgiity
offering discussed above, Williams Partners L.Rere into a registration rights agreement withitfitgal
purchasers whereby Williams Partners L.P. agrediteta shelf registration statement providing floe resale of the
common units purchased. Additionally, the regigbratights agreement provides for the registrabbnommon
units that would be issued upon conversion of tles<B units. Williams Partners L.P. filed the $hegistration
statement on January 12, 2007, and it became igfemt March 13, 2007. On May 21, 2007, WilliamstRers
L.P.’s outstanding Class B units were converted g@mmon units on a one-for-one basis. If the stegjistration
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statement is unavailable for a period that excesdsggregate of 30 days in any 90-day period ordHys in any
365-day period, the purchasers are entitled tavediguidated damages. Liquidated damages areillzaés as
0.25 percent of the Liquidated Damages Multiplier B0-day period for the first 60 days following t80th day,
increasing by an additional 0.25 percent of thauldgted Damages Multiplier per 30-dpgriod for each subsequ
60 days, up to a maximum of 1.00 percent of thaelidated Damages Multiplier per 30-day period, pded the
aggregate amount of liquidated damages payableytparchaser is capped at 10 percent of the LigeiiRamage
Multiplier. The Liquidated Damages Multiplier ig (he product of $36.59 times the number of comnnoits
purchased plus (ii) the product of $35.81 timesrthmber of Class B units purchased. Due to amentinmeade to
Rule 144 of the Securities Act in February 2008&tesl to securities acquired by non-affiliatesm an issuer subje
to public reporting requirements, Williams Partnei8. no longer has an obligation to keep theilfsiagistration
statement effective and would have no liability #ofailure to do so.

The debt and equity issued to third parties by ¥fills Partners L.P. is reported as a componentrof ou
consolidated debt balance and minority interesarzg, respectively.

On April 4, 2007, Northwest Pipeline retired $178Blion of 8.125 percent senior unsecured notes20.
Northwest Pipeline paid premiums of approximatetyndillion in conjunction with the early debt retinent. Thesi
premiums are considered recoverable through raksuee therefore deferred as a componenttodr assets and
deferred chargesn our consolidated balance sheet, amortizing theelife of the original debt.

On April 5, 2007, Northwest Pipeline issued $18%ior aggregate principal amount of 5.95 percenice
unsecured notes due 2017 to certain institutionadstors in a private debt placement. In Augus720rthwest
Pipeline completed an exchange of these notesfmmtantially identical new notes that are registeneder the
Securities Act of 1933, as amended.

Under the terms of the Northwest Pipeline $185iarilb.95 percent senior unsecured notes mentiobbedea
Northwest Pipeline was obligated to file a registra statement for an offer to exchange the naies fnew issue ¢
substantially identical notes registered undeiSbeurities Act of 1933, as amended, within 180 deys closing
and use its commercially reasonable efforts toedius registration statement to be declared effeetithin
270 days after closing. Northwest Pipeline initiada exchange offer on July 26, 2007, which expinedugust 23
2007. Northwest Pipeline received full participatio the exchange offer.

During December 2007, we repurchased $22 millioowf8.125 percent senior unsecured notes due March
2012 and $213 million of our 7.125 percent seniwacured notes due September 2011. In conjunciibriivese
early retirements, we paid premiums of approxinya®dl9 million. These premiums, as well as relagesfand
expenses are recordedeasly debt retirement cosis the Consolidated Statement of Income.

Aggregate minimum maturities tdng-term deb{excluding capital leases and unamortized discandt
premium) for each of the next five years are aefd:

(Millions)
2008 $ 13€
2009 53
2010 39
2011 95¢E
2012 1,57¢

Cash payments for interest (net of amounts capéd)iwere as follows: 2007 — $634 million; 2006 —
$611 million; and 2005 — $625 million.
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Leases-Lessee

Future minimum annual rentals under noncancelaiéeating leases as of December 31, 2007, are pagabl

follows:

(Millions)
2008 $ 83
2009 63
2010 30
2011 15
2012 13
Thereaftel 19
Total $ 22¢

Total rent expense was $68 million in 2007, $68ianilin 2006, and $65 million in 2005. Rent expense
reported as discontinued operations, primarilytegldo a tolling agreement, was $148 million in 208175 million
in 2006, and $161 million in 2005. Rent expensdigtontinued operations was offset by approximately
$276 million in 2007, $264 million in 2006, and 1illion in 2005 resulting from sales and othensactions
made possible by the tolling agreement. This tgliigreement was included in the sale of our powsiniess to
Bear Energy, LP. (See Note 2.)

Note 12. Stockholders’ Equity

In July 2007, our Board of Directors authorized tbpurchase of up to $1 billion of our common statle
intend to purchase shares of our stock from tintée in open-market transactions or through pekenhegotiated
or structured transactions at our discretion, sstliggemarket conditions and other factors. Thiglst@purchase
program does not have an expiration date. Durirty 2@e purchased approximately 16 million shares fo
$526 million (including transaction costs) unde firogram at an average cost of $33.08 per shhie sfock
repurchase is recordedtieasury stoclon the Consolidated Balance Sheet.

In November 2005, we initiated an offer to comart 5.5 percent junior subordinated convertiblessidbres
into our common stock. In January 2006, we condeaigproximately $220 million of the debenturesxolange fc
20 million shares of common stock, a $26 millioslkt@remium, and $2 million of accrued interest.

We maintain a Stockholder Rights Plan, as amendddestated on September 21, 2004, and further deden
May 18, 2007, and October 12, 2007, under whiclh @atstanding share of our common stock has a faght
defined in the plan) attached. Under certain céowl{ each right may be exercised to purchase) exarcise price
of $50 (subject to adjustment), one two-hundredth share of Series A Junior Participating PrefieBeock. The
rights may be exercised only if an Acquiring Peraoquires (or obtains the right to acquire) 15 @eror more of
our common stock or commences an offer for 15 pegr@emore of our common stock. The plan contains a
mechanism to divest of shares of common stockafi stiock in excess of 14.9 percent was acquirediaréently or
without knowledge of the terms of the rights. Thghts, which until exercised do not have votinghtsy expire in
2014 and may be redeemed at a price of $.01 perpigpr to their expiration, or within a specifipériod of time
after the occurrence of certain events. In the eagrerson becomes the owner of more than 15 peo€er
common stock, each holder of a right (except anukatg Person) shall have the right to receive,ruprercise, our
common stock having a value equal to two timesetercise price of the right. In the event we argagied in a
merger, business combination, or 50 percent or mboeir assets, cash flow or earnings power is gptdansferrec
each holder of a right (except an Acquiring Pershrall have the right to receive, upon exerciseroon stock of
the acquiring company having a value equal to imes the exercise price of the right.
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Note 13. Stock-Based Compensatiot
Plan Information

Effective May 17, 2007, our stockholders approvera plan that provides common-stock-based awards t
both employees and nhonmanagement directors. Theplawgenerally contains terms and provisions cbest with
the previous plans. The new plan reserves 19 milizares for issuance. Awards outstanding in &l pians
remain in those plans with their respective term arovisions. No new grants will be made frompiher plans.
The new plan permits the granting of various typleswards including, but not limited to, restrictgtdck units and
stock options. Restricted stock units are generallyed at market value on the grant date of therdwand general
vest over three years. The purchase price per $traséock options generally may not be less tt@nnbarket price
of the underlying stock on the date of grant. StopHons generally become exercisable over a theaeperiod
from the date of the grant and can be subjectdelarated vesting if certain future stock price# specific
financial performance targets are achieved. Stptioos generally expire 10 years after grant. At&meber 31,
2007, 37 million shares of our common stock wesemneed for issuance pursuant to existing and flgtoek
awards, of which 19 million shares were availableféiture grants.

Additionally, on May 17, 2007, our stockholders apged an Employee Stock Purchase Plan (ESPP) which
authorizes up to 2 million shares of our commowlsto be available for sale under the plan. TheEE&8Rables
eligible participants to purchase our common sthcugh payroll deductions not exceeding an anaoalunt of
$15,000 per participant. The ESPP provides forrwffeperiods during which shares may be purchasdd a
continues until the earliest of: (1) the Board @fedtors terminates the ESPP, (2) the sale ohaltes available
under the ESPP, or (3) the tenth anniversary ofitie the Plan was approved by the stockholdesfifdt offering
under the ESPP commenced on October 1, 2007 amrd @miDecember 31, 2007. Subsequent offering pendldl
be from January through June and from July thrddgbember. Generally, all employees are eligibleaicipate
in the ESPP, with the exception of executives aternational employees. The number of shares #idils an
employee to purchase during each offering peridighised to 750 shares. The purchase price of theksis
85 percent of the lower closing price of either fing or the last day of the offering period. TEBSPP requires a one-
year holding period before the stock can be sofghréximately 2 million shares were available forghase unde
the ESPP at December 31, 2007.

Stock Options

Stock options are valued at the date of award, kvtlaes not precede the approval date, and compamsatt
is recognized on a straight-line basis, net ohesstied forfeitures, over the requisite service meriitock options
generally become exercisable over a three-yeaoghémom the date of grant and generally expireyiegrs after the
grant.
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The following summary reflects stock option actviind related information for the year ending Delsen81,

2007.
Weighted-
Average Aggregate
Exercise Intrinsic
Stock Options Options Price Value
(Millions) (Millions)
Outstanding at December 31, 2( 177 $ 16.9¢
Granted 1.2 $ 28.32
Exercisec 4.1 $ 13.7¢ % 74
Cancellec (1.e) $ 36.0¢
Outstanding at December 31, 2( 132 $ 166z $ 25€
Exercisable at December 31, 2( 104 $ 147¢ $ 222

The total intrinsic value of options exercised dgrthe years ended December 31, 2007, 2006, arxh288
$74 million, $36 million, and $42 million, respeggly.

The following summary provides additional infornmattiabout stock options that are outstanding anttesedble
at December 31, 2007.

Stock Options Outstanding Stock Options Exercisable

Weighted- Weighted-
Weighted- Average Weighted- Average
Average Remaining Average Remaining
Exercise Contractual Exercise Contractual

Range of Exercise Price Options Price Life Options Price Life
(Millions) (Years) (Millions) (Years)
$2.27 to $12.9. 6.C $ 6.9¢ 4.6 6.C $ 6.9¢ 4.9
$12.93 to $23.7 44 $ 19.41 6.€ 28 $ 18.8i 6.5
$23.73 to $34.5 14 $ 28.2¢ 7.7 3 $ 28.0C 2.2
$34.53 to $45.3 1.4 $ 37.6¢ 1.¢ 1.3 $ 37.6¢ 1.9
Total 13.2 $ 16.6Z 5.€ 104 $ 14.7¢ 4.9

The estimated fair value at date of grant of oifior our common stock granted in 2007, 2006, 20Gb2
using the Black-Scholes option pricing model, isciows:

2007 2006 2005

Weighted-average grant date fair value of optiamfir common stock granted durir

the yeal $9.0¢ $8.3¢  $6.7C
Weightec-average assumptior

Dividend yield 1.5% 1.4% 1.6%

Volatility 28.1% 36.2% 33.2%

Risk-free interest rat 46% 4.7% 4.1%

Expected life (years 6.3 6.5 6.5

The expected dividend yield is based on the avesageal dividend yield as of the grant date. Exgeeblatility is
based on the historical volatility of our stock @hd implied volatility of our stock based on trddgptions. In
calculating historical volatility, returns duringlendar year 2002 were excluded as the extremélitglduring that
time is not reasonably expected to be repeatdukeifiuture. The risk-free interest rate is basetherJ.S. Treasury
Constant Maturity rates as of the grant date. Wpeeted life of the option is based on historicedreise behavior
and expected future experience.
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Cash received from stock option exercises was d8@®m $34 million and $39 million during 2007, 26 and
2005, respectively. The tax benefit realized fraatk options exercised during 2007 was $27 milaowl
$14 million for both 2006 and 2005.

Nonvested Restricted Stock Units

Restricted stock units are generally valued at etarlue on the grant date and generally vest thvee years.
Restricted stock unit expense, net of estimatef@itares, is generally recognized over the vestiagod on a
straight-line basis.

The following summary reflects nonvested restricttxtk unit activity and related information foethear
ended December 31, 2007.

Weighted-

Average
Restricted Stock Units Shares Fair Value*

(Millions)

Nonvested at December 31, 2(C 3.7 $ 20.5i
Granted 1.8 $ 30.7¢
Forfeited (0.) $ 23.5¢
Vested (1.0) $ 15.3¢
Nonvested at December 31, 2C 44 $ 27.7¢

* Performance-based shares are valued at the eneFiofipnarket price until certification that the foemance
objectives have been completed. Upon certificatioese shares are valued at that day’s end-ofgerarket
price. All other shares are valued at the ¢-date market price

Other restricted stock unit information

2007 2006 2005
Weighted-average grant date fair value of resulisteck units granted during the
year, per shar $30.7¢  $23.3¢  $19.3¢
Total fair value of restricted stock units vesteding the year ('s in millions) $ 33 $ 15 $ 14

Performance-based shares granted under the Plaseep 38 percent of nonvested restricted stodk uni
outstanding at December 31, 2007. These granigesrerally earned at the end of a three-year pdased on
actual performance against a performance targ@efse associated with these performance-based gsant
recognized in periods after performance targetestablished. Based on the extent to which cefitzamcial targets
are achieved, vested shares may range from zecemgan 200 percent of the original grant amount.

Note 14. Financial Instruments, Derivatives, Guarantees andConcentration of Credit Risk
Financial Instruments

Fair-value methods

We use the following methods and assumptions imasing our fair-value disclosures for financial
instruments:

Cash and cash equivalents and restricted cddte carrying amounts reported in the balancetstygproximate
fair value due to the short-term maturity of thesgruments.
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Other securities, notes and other noncurrent rabég, structured indemnity settlement obligatioargin
deposits, and customer margin deposits payaBlee carrying amounts reported in the balancetshygproximate
fair value as these instruments have interest egipeoximating marketOther securitiesn the table below consists
of auction rate securities and held-to-maturityusities and are reported, along with margin degositother
current assets and deferred chargeshe Consolidated Balance Sheet.

Long-term debt The fair value of our publicly traded long-tedabt is valued using indicative year-end traded
bond market prices. Private debt is valued baseti®prices of similar securities with similar teyand credit
ratings. At December 31, 2007 and 2006, approxim&@ percent and 87 percent, respectively, oflong-term
debt was publicly traded.

Guarantees Theguaranteesepresented in the table below consist primarilgudrantees we have providec
the event of nonpayment by our previously ownedmaomications subsidiary, Williams Communications Gryo
(WilTel), on certain lease performance obligations.estimate the fair value of the guaranteesestienated default
rate is determined by obtaining the average cuiwvelésuer-weighted corporate default rate for eacdrantee
based on the credit rating of WilTel's current owaad the term of the underlying obligation. Théadé rates are
published by Moody’s Investors Service.

Energy derivatives Energy derivatives include:

¢ Futures contract:
» Forward contracts
« Swap agreement
« Option contracts

The fair value of energy derivatives is determibaded on the nature of the underlying transactichtlae
market in which the transaction is executed. Weetemost of these transactions on an organizeanautity
exchange or in over-thesunter markets in which quoted prices exist fdivageriods. For contracts with terms t
exceed the time period for which actively quoteidgs are available, we determine fair value bynesting
commodity prices during the illiquid periods utitig internally developed valuations incorporatinfprmation
obtained from commodity prices in actively quotedrkets, quoted prices in less active markets, prieflected in
current transactions, and other market fundamamialysis.
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Carrying amounts and fair values of our financiasiruments

2007 2006
Carrying Carrying
Asset (Liability) Amount Fair Value Amount Fair Value
(Millions)

Cash and cash equivalel $169¢ $ 169¢ $226¢ $ 2,26¢
Restricted cash (current and noncurri 127 127 12¢ 12¢
Other securitie: 20 20 10s 10¢
Notes and other noncurrent receivat 4 4 4 4
Cost based investments (see Not 25 (a 52 (a)
Long-term debt, including current portion (see Note &}l (7,890 (8,729 (8,012 (8,480
Structured indemnity settlement obligati — — (34) (39
Margin deposit: 76 76 59 59
Customer margin deposits paya (20 (20 (229) (129
Guarantee (40) (39 42 (35)
Net energy derivative:

Energy commodity cash flow hedges (268) (26¢) 36& 36E

Other energy derivatives( (200) (200 70 70
Other derivatives(c — — 2 2

(a) These investments are primarily in nonpublicly é@dompanies for which it is not practicable toneate fair
value.

(b) Excludes capital lease
(c) Consists of nonenergy cash flow hed
(d) A portion of these derivatives is included in assatd liabilities of discontinued operations. (Skexe 2.)

Energy Derivatives

Our energy derivative contracts include the follogi

Futures contracts Futures contracts are standardized commitmbantsigh an organized commodity exchange
to either purchase or sell a commodity at a futlate for a specified price. Futures are generatfifexl in cash, but
may be settled through delivery of the underlyingimodity. The fair value of these contacts is gelher
determined using quoted prices.

Forward contracts Forward contracts are over-theunter commitments to either purchase or sellinancodity
at a future date for a specified price, which iwegbhysical delivery of energy commodities, and roaytain either
fixed or variable pricing terms. Forward contrazis valued based on prices of the underlying enevgymodities
over the contract life and contractual or notior@lumes with the resulting expected future castvdlaiscounted to
a present value using a risk-free market intewst r

Swap agreementsSwap agreements require us to make payments teqeive payments from) counterparties
based upon the differential between a fixed anéhisbe price or between variable prices of energymmdities at
different locations. Swap agreements are valueddan prices of the underlying energy commaoditiesr the
contract life and contractual or notional volumeathwhe resulting expected future cash flows disted to a prese
value using a risk-free market interest rate.
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Option contracts Physical and financial option contracts give Ibliger the right to exercise the option and
receive the difference between a predeterminekiegprice and a market price at the date of exeréiseption to
purchase and an option to sell can be combined insarument called a collar to set a minimum arakimum
transaction price. These contracts are valued basegtion pricing models considering prices of tinélerlying
energy commodities over the contract life, volgtitf the commodity prices, contractual volumesinested
volumes under option and other arrangements, aistt-free market interest rate.

Energy commodity cash flow hedges

We are exposed to market risk from changes in gmammodity prices within our operations. We uéliz
derivatives to manage our exposure to the vartgbiliexpected future cash flows from forecastettpases and
sales of natural gas and forecasted sales of hgasdiquids (NGLSs) attributable to commodity grigsk. Certain ¢
these derivatives have been designated as casthéidges under SFAS No. 133.

Our Exploration & Production segment produces, kany sells natural gas at different locations tghmut the
United States. To reduce exposure to a decreasgénues from fluctuations in natural gas markiest we enter
into natural gas futures contracts, swap agreemantsfinancial option contracts to mitigate thee@rrisk on
forecasted sales of natural gas. We have alsoeehiieto basis swap agreements to reduce the loedipoice risk
associated with our producing basins. ExploratioRr&duction’s cash flow hedges are expected tddigyh
effective in offsetting cash flows attributabletb® hedged risk during the term of the hedge. Hawnev
ineffectiveness may be recognized primarily assaltef locational differences between the hedgiagvative and
the hedged item.

Our Midstream segment produces and sells NGLdfatreint locations throughout the United Statesr@auce
exposure to a decrease in revenues from fluctuatioNGL market prices, we hedge price risk by engginto
NGL swap agreements, financial forward contraats, fnancial option contracts to mitigate the pnits on
forecasted sales of NGLs. Midstream’s cash flonwgesdcare expected to be highly effective in offagttash flows
attributable to the hedged risk during the ternthefhedge. However, ineffectiveness may be recegnizimarily a
a result of locational differences between the Ireglderivative and the hedged item.

Changes in the fair value of our cash flow hedgegaferred in other comprehensive income and are
reclassified intaevenuesn the same period or periods in which the hedgeecdasted purchases or sales affect
earnings, or when it is probable that the hedgeettsted transaction will not occur by the enchefdriginally
specified time period. During 2006, we reclassifiggbroximately $1 million of net gains from othentprehensive
income to earnings as a result of the discontineaficash flow hedges because the forecasted tt@osaid not
occur by the end of the originally specified tinezipd. In second-quarter 2007, we recognized gaiet of
$429 million (reported imevenuef discontinued operations) associated with thiassification of deferred net
hedge gains of our former power business femtumulated other comprehensive incomeflossarnings. This
reclassification was based on the determinationttieaforecasted transactions related to the direvaash flow
hedges being sold to Bear Energy, LP were prokzfilet occurring. See Note 2 for further discussion
Approximately $14 million of net losses and $17lioil of net gains from hedge ineffectiveness aotuided in
revenuegluring 2007 and 2006, respectively. For 2007 aritb2there are no derivative gains or losses exdlude
from the assessment of hedge effectiveness. A®oémber 31, 2007, we have hedged portions of futash flows
associated with anticipated energy commodity pwseband sales for up to three years. Based ordextonlues at
December 31, 2007, approximately $35 million of losses (net of income tax benefit of $22 millian) be
reclassified into earnings within the next yeare3érecorded values are based on market pricas sbmmodities
as of December 31, 2007. Due to the volatile natfimmmaodity prices and changes in the creditwoesbs of
counterparties, actual gains or losses realiz&0@8 will likely differ from these values. Thesargaor losses will
offset net losses or gains that will be realizedamings from previous unfavorable or favorablekeamovements
associated with underlying hedged transactions.
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Other energy derivatives

Our Gas Marketing Services and Exploration & Prdidicsegments have other energy derivatives that ha
been designated or do not qualify as SFAS No. Eggjés. As such, the net change in their fair vislwecognized
in revenuesn the Consolidated Statement of Income. Even thabgy do not qualify for hedge accounting (see
derivative instruments and hedging activitiesNote 1 for a description of hedge accounting)tain of these
derivatives hedge our future cash flows on an econbasis.

Other energy-related contracts

We also hold significant nonderivative energy-retatontracts, such as storage and transportatieemgnts,
in our Gas Marketing Services portfolio. These hawebeen included in the financial instrumentddatbove or in
our Consolidated Balance Sheet because they aderigatives as defined by SFAS No. 133.

Guarantees

In addition to the guarantees and payment obligattiscussed elsewhere in these footnotes (ses Rated
15), we have issued guarantees and other simi@angements with off-balance sheet risk as disculsskxv.

In connection with agreements executed prior toamguisition of Transco to resolve take-or-pay atheer
contract claims and to amend gas purchase contiiaetssco entered into certain settlements witldpecers which
may require the indemnification of certain clairos &dditional royalties that the producers maydapiired to pay
a result of such settlements. Transco, throughgént, Gas Marketing Services, continues to puechas under
contracts which extend, in some cases, througliféhef the associated gas reserves. Certain @ktlsentracts
contain royalty indemnification provisions that kawo carrying value. Producers have received ced&inands an
may receive other demands, which could resultaimtd pursuant to royalty indemnification provisions
Indemnification for royalties will depend on, amawitiper things, the specific lease provisions betwibe producer
and the lessor and the terms of the agreement betthe producer and Transco. Consequently, thejate
maximum future payments under such indemnificatimvisions cannot be determined. However, managemen
believes that the probability of material paymeastemote.

In connection with the 1993 public offering of umih the Williams Coal Seam Gas Royalty Trust (Riyya
Trust), our Exploration & Production segment erdargo a gas purchase contract for the purchasatofal gas in
which the Royalty Trust holds a net profits intérénder this agreement, we guarantee a minimurch@ase price
that the Royalty Trust will realize in the calcudat of its net profits interest. We have an anroglon to
discontinue this minimum purchase price guarantelpay solely based on an index price. The maxirpatential
future exposure associated with this guaranteetisi@terminable because it is dependent upon najaseprices ar
production volumes. No amounts have been accruetthi®ocontingent obligation as the index pricetomres to
substantially exceed the minimum purchase price.

We are required by certain foreign lenders to emgat the interest rates received by them undévugloan
agreements are not reduced by taxes by providinthéreimbursement of any domestic taxes requodz paid b
the foreign lender. The maximum potential amourfutdre payments under these indemnifications setdan the
related borrowings. These indemnifications gengi@tinue indefinitely unless limited by the ungiarg tax
regulations and have no carrying value. We havemnegen called upon to perform under these indecatibns.

We have provided guarantees in the event of nonpayiyy our previously owned communications subsjglia
WilTel, on certain lease performance obligatiorat #ixtend through 2042. The maximum potential enpos
approximately $44 million at December 31, 2007, $4€ million at December 31, 2006. Our exposurdinies
systematically throughout the remaining term of Mlls obligations. The carrying value of these guges is
approximately $39 million at December 31, 2007.
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Former managing directors of Gulf Liquids are irwed in litigation related to the construction osga
processing plants. Gulf Liquids has indemnity odiigns to the former managing directors for legalsfand
potential losses that may result from this litigati Claims against these former managing dire¢tave been settled
and dismissed after payments on their behalf byctiirs and officers insurers. Some unresolved s$ssrain
between us and these insurers, but no amountsbiesreaccrued for any potential liability.

We have guaranteed the performance of a formeidiabsof our wholly owned subsidiary MAPCO Inc.,
under a coal supply contract. This guarantee wastgd by MAPCO Inc. upon the sale of its formerssdilary to a
third-party in 1996. The guaranteed contract presifbr an annual supply of a minimum of 2.25 miiltons of
coal. Our potential exposure is dependent on tfierdhce between current market prices of coalthagricing
terms of the contract, both of which are variabl&] the remaining term of the contract. Given theability of the
terms, the maximum future potential payments cabeatetermined. We believe that our likelihood effprmance
under this guarantee is remote. In the event weeapdired to perform, we are fully indemnified Inetpurchaser of
MAPCO Inc.’s former subsidiary. This guarantee expin December 2010 and has no carrying value.

Concentration of Credit Risk
Cash equivalents
Our cash equivalents consist of high-quality seé@s#iplaced with various major financial institutgowith
credit ratings at or above BBB by Standard & Poor'8aal by Moody’s Investors Service.
Accounts and notes receivable

The following table summarizes concentration oereables including those related to discontinueerafions
(see Note 2), net of allowances, by product oriserat December 31, 2007 and 2006:

2007 2006
(Millions)
Receivables by product or servi
Sale or transportation of natural gas and relatedycts $1,13¢ $ 89t
Sales of power and related servi 55 27C
Interest 5 39
Other 48 9
Total $1,247  $1,218

Natural gas customers include pipelines, distrdrutompanies, producers, gas marketers and inaussers
primarily located in the eastern and northwestenitdd States, Rocky Mountains, Gulf Coast, Venezaeld
Canada. Prior to the sale of substantially allofmower business, which was completed in Nover2zbéw,
customers for power included the California Indefmnt System Operator (ISO), the California Depantnoé
Water Resources, and other power marketers aritiegtibcated throughout the United States. Asrsegd policy,
collateral is not required for receivables, buttoosers’ financial condition and credit worthiness avaluated
regularly.

Derivative assets and liabilities

We have a risk of loss as a result of counterparta performing pursuant to the terms of theirti@oiual
obligations. Counterparty performance can be imibegl by changes in the economy and regulatorysssmeong
other factors. Risk of loss results from itemsuwéhg credit considerations and the regulatory mmment for
which a counterparty transacts. We attempt to nizemredit-risk exposure to derivative countergartind brokers
through formal credit policies, consideration aédit ratings from public ratings agencies, monitgri
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procedures, master netting agreements and collatgyport under certain circumstances. Additiomdliateral
support could include the following:

* Letters of credit
« Payment under margin agreeme!
« Guarantees of payment by credit worthy par
We also enter into master netting agreements tigahét counterparty performance and credit risk.

The gross credit exposure from our derivative @mtf, a portion of which is included in assetsis€antinued
operations (see Note 2), as of December 31, 28@GUmmarized below.

Investment

Counterparty Type Grade(a) Total
(Millions)

Gas and electric utilitie $ 78 $ 79
Energy marketers and tradt 224 1,32¢
Financial institution: 1,30z 1,30z
Other — 1

$ 1,604 2,71C
Credit reserve (1)
Gross credit exposure from derivati\ $2,70¢

We assess our credit exposure on a net basisiéotrefaster netting agreements in place with aertai
counterparties. We offset our credit exposure the&munterparty with amounts we owe the counteypartier
derivative contracts. The net credit exposure founderivatives as of December 31, 2007, is sunzedrelow.

Investment

Counterparty Type Grade(a) Total
(Millions)

Gas and electric utilitie $ 17  $17
Energy marketers and trad: 18 20
Financial institution: 45 45
Other e

$ 80 82
Credit reserve @
Net credit exposure from derivativ $81

(&) We determine investment grade primarily using pplavailable credit ratings. We include countetigar
with a minimum Standard & Poor’s of BBB— or Moodynvestors Service rating of Baa3 in investmeatlg
We also classify counterparties that have provilgticient collateral, such as cash, standby lettéicredit,
parent company guarantees, and property inte@siayestment grad

Revenues

In 2007, 2006 and 2005, there were no customenstiah our sales exceeded 10 percent of our caleteld
revenues.
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Note 15. Contingent Liabilities and Commitments
Rate and Regulatory Matters and Related Litigation

Our interstate pipeline subsidiaries have vari@ggilatory proceedings pending. As a result, a pof the
revenues of these subsidiaries has been colleatgelcs to refund. We have accrued a liability foege potential
refunds as of December 31, 2007, which we belis\aglequate for any refunds that may be required.

We are party to pending matters involving pipelirsportation rates charged to our former Alagfaery in
prior periods. While we have no loss exposure @s¢hmatters, favorable resolution could resuléfands. In
February 2008, the Alaska Supreme Court ruled irfanor in one of these cases. This ruling mayuigest to
further appeal.

Issues Resulting from California Energy Crisis

Our former power business was engaged in poweretiagkin various geographic areas, including Catii@.
Prices charged for power by us and other tradetganerators in California and other western stat@900 and
2001 were challenged in various proceedings, incuthose before the Federal Energy Regulatory Cission
(FERC). These challenges included refund procesdmgnmer 2002 90-day contracts, investigatiorale§ed
market manipulation including withholding, gas ices and other gaming of the market, new long-teosmep sales
to the State of California that were subsequerttbllenged and civil litigation relating to certaihthese issues. We
have entered into settlements with the State afd@aia (State Settlement), major California utdi (Utilities
Settlement), and others that substantially resobaath of these issues with these parties.

As a result of a 2006 Ninth Circuit Court of Appedecision, which the U.S. Supreme Court has agmeed
review, certain contracts that we entered intordp#000 and 2001 may be subject to partial refuidsse
contracts, under which we sold electricity, totadggroximately $89 million in revenue. We expee th
U.S. Supreme Court’s decision in the second qu2fie8. While we are not a party to the cases iresbin the
appellate court decision under review, the buyegleétricity from us is a party to the cases amihts that we must
refund to the buyer any loss it suffers due todbeision and the FERC's reconsideration of theraghterms at
issue in the decision.

Certain other issues also remain open at the FERIGa other nonsettling parties.

Refund proceedings

Although we entered into the State Settlement atildies Settlement, which resolved the refund esamong
the settling parties, we continue to have potem¢ilind exposure to nonsettling parties, such dsws California
end users that did not participate in the UtilitBettiement. As a part of the Utilities Settlemeve, funded escrow
accounts that we anticipate will satisfy any ultiemeefund determinations in favor of the nonseftirarties
including interest on refund amounts that we mighe to settling and nonsettling parties. As pathefState
Settlement, we were to pay an additional $45 nriltio the California Attorney General over threerge&pon the
sale of our power business in November 2007 (se¢e R)o we paid the entire remaining balance orsaadinted
basis.

We are also owed interest from counterpartiesénGhlifornia market during the refund period foriethwe
have recorded a receivable totaling approximat2¥ illion at December 31, 2007. Collection of thierest and
the payment of interest on refund amounts fromef@ow accounts is subject to the conclusion sfgihbceeding.
Therefore, we continue to participate in the FERfDmd case and related proceedings.

Challenges to virtually every aspect of the refpnaceedings, including the refund period, were etinue tc
be made to the Ninth Circuit Court of Appeals amelt).S. Supreme Court. In August 2006, the Nintiocudt issued
its order that largely upheld the FERC's priormgh, but it expanded the types of transactionsvieat made
subject to refund. This order is subject to furthppeal. Because of our settlements, we do notceéxpat the
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August 2006 decision will have a material impacusnHowever, the final refund calculation haslme¢n made
because of the appeals and certain unclear aggfebis refund calculation process.

Reporting of Natural Gas-Related Information to Tde Publications

Civil suits based on allegations of manipulatindlghed gas price indices have been brought agasnahd
others, in each case seeking an unspecified anodulatmages. We are currently a defendant in:

 State court litigation in California brought on ladftof certain business and governmental entities t
purchased gas for their ut

» Class action litigation and other litigation origlly filed in state court in Colorado, Kansas, Migs,
Tennessee and Wisconsin brought on behalf of dinedtindirect purchasers of gas in those states. Th
Tennessee purchasers have appealed the Tennegsemstt's February 2007 dismissal of their case.
Missouri case has been remanded to Missouri state.cThe cases in the other jurisdictions havenbee
removed and transferred to the federal court inddavOn February 19, 2008, the federal court gdante
summary judgment in the Colorado case in favorsodind most of the other defendants. We expecttib
Colorado plaintiffs will appea

Mobile Bay Expansion

In December 2002, an administrative law judge atRERC issued an initial decision in Transcontiak@ias
Pipe Line Corporation’s (Transco) 2001 general catge which, among other things, rejected the egooaf the
costs of Transco’s Mobile Bay expansion projecirfiits shippers on a “rolled-in” basis and found tharemental
pricing for the Mobile Bay expansion project istjaad reasonable. In March 2004, the FERC issuedrdar on
Initial Decision in which it reversed certain paofsthe administrative law judge’s decision andegted Transco’s
proposal for rolled-in rates. Gas Marketing Sersibelds long-term transportation capacity on théoildoBay
expansion project. If the FERC had adopted thestmtiof the administrative law judge on the pricofghe Mobile
Bay expansion project and also required that tleésiim be implemented effective September 1, 2QGE
Marketing Services could have been subject to suggs of approximately $139 million, including irgst, through
December 31, 2007, in addition to increased casitsggforward. Certain parties filed appeals in fedeourt
seeking to overturn the FERC's ruling on the roliledates. Gas Marketing Services has reached reagnt in
principle to settle this matter for $10 million.

Environmental Matters
Continuing operations

Since 1989, our Transco subsidiary has had studigsrway to test certain of its facilities for fhiesence of
toxic and hazardous substances to determine toexitent, if any, remediation may be necessary. stamas
responded to data requests from the U.S. EnvirotahBrotection Agency (EPA) and state agenciesrdagg such
potential contamination of certain of its sitesafisco has identified polychlorinated biphenyl (P€8)tamination
in compressor systems, soils and related propetiesrtain compressor station sites. Transco lsasbaen involve
in negotiations with the EPA and state agenciaketelop screening, sampling and cleanup programeddition,
Transco commenced negotiations with certain enwiemtal authorities and other parties concerningstigative
and remedial actions relative to potential meraogtamination at certain gas metering sites. Tls¢sanf any such
remediation will depend upon the scope of the raatieth. At December 31, 2007, we had accrued lizds! of
$6 million related to PCB contamination, potentrarcury contamination, and other toxic and hazasdmlstance
Transco has been identified as a potentially resipteparty at various Superfund and state wasigodial sites.
Based on present volumetric estimates and othtoriaave have estimated our aggregate exposuretioediation
of these sites to be less than $500,000, whiafcisided in the environmental accrual discussed @bov
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Beginning in the mid-1980s, our Northwest Pipekuésidiary evaluated many of its facilities for firesence
of toxic and hazardous substances to determinén&t extent, if any, remediation might be necesgaonsistent
with other natural gas transmission companies,hiNvast Pipeline identified PCB contamination in@mpressor
systems, soils and related properties at certaitpeessor station sites. Similarly, Northwest Pipelidentified
hydrocarbon impacts at these facilities due tdfdnmer use of earthen pits and mercury contaminaticcertain ga
metering sites. The PCBs were remediated pursaanftonsent Decree with the EPA in the late 1980s a
Northwest Pipeline conducted a voluntclean-up of the hydrocarbon and mercury impacteérearly 1990s. In
2005, the Washington Department of Ecology requiedhwest Pipeline to reevaluate its previous merc
clean-ups in Washington. Consequently, Northwegstlie is conducting additional remediation acitégtat certain
sites to comply with Washington’s current enviromtat standards. At December 31, 2007, we have adcru
liabilities totaling approximately $7 million fohese costs. We expect that these costs will bevegable through
Northwest Pipelin’s rates.

We also accrue environmental remediation costaditural gas underground storage facilities, primaelated
to soil and groundwater contamination. At Decen81er2007, we have accrued liabilities totaling appnately
$4 million for these costs.

In July 2006, the Colorado Department of Public lHeand Environment (CDPHE) issued a Notice of
Violation (NOV) to Williams Production RMT Compamglated to operating permits for our Roan Cliffglan
Hayburn gas plants in Garfield County, Colorado. hWdee met with the CDPHE to discuss the allegatémmgainec
in the NOV and have provided additional requestédrimation to the agency.

On April 11, 2007, the New Mexico Environment Depaent’s Air Quality Bureau (NMED) issued an NOV to
Williams Four Corners, LLC that alleged various ssion and reporting violations in connection witlr bybrook
gas processing plant’s flare and leak detectionrapdir program. The NMED proposed a penalty ofeximately
$3 million. We are discussing the basis for andsitepe of the proposed penalty with the NMED.

On April 16, 2007, the CDPHE issued an NOV to Vditlis Production RMT Company related to alleged air
permit violations at the Rifle Station natural giehydration facility located in Garfield County, I6@do. The Rifle
Station facility had been shut down prior to owreipt of the NOV and, except for some minor operatj remains
closed. We responded to the CDPHE’s notice on Mgy Q07.

On April 27, 2007, the Wyoming Department of Enwincental Quality (WDEQ) issued an NOV to Williams
Production RMT Company that alleged violations afisus Wyoming Pollution Discharge Elimination Syst
permits for our coal bed methane gas productiotiitfas in the state. We are discussing the matfén the WDEQ
and expect the penalty to be approximately $48,000.

Williams Production RMT Company performed voluntarydits of its 2006 and 2007 compliance with staute
federal air regulations. In June 2007, we discldseitie CDPHE, pursuant to its audit immunity dage, our
facilities that were not in compliance. We alsoaléxed corrective actions that had or would be tatikeremedy the
issues. In January 2008, the Colorado Attorney @éseoffice informed us of its opinion that our dissiloes do nc
qualify for the audit privilege immunity. We arercently negotiating with the CDPHE and the Attorr@@gneral’s
office about this matter.

By letter dated September 20, 2007, the EPA reduite Transco subsidiary to provide informationameting
natural gas compressor stations in the states sgid4iippi and Alabama as part of the EPA’s invasitig of our
compliance with the Clean Air Act. We have respahdéth the requested information.

Former operations, including operations classifeesldiscontinued

In connection with the sale of certain assets arginesses, we have retained responsibility, through
indemnification of the purchasers, for environméatad other liabilities existing at the time théesaas
consummated, as described below.
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Agrico

In connection with the 1987 sale of the assetsgyfod Chemical Company, we agreed to indemnify the
purchaser for environmental cleanup costs resultimg certain conditions at specified locationshe extent such
costs exceed a specified amount. At December 3I7,20@e have accrued liabilities of approximatelyn$i@lion for
such excess costs.

Other

At December 31, 2007, we have accrued environméatalities totaling approximately $21 million wtled
primarily to our:

» Potential indemnification obligations to purchasersur former retail petroleum and refining opéras;
« Former propane marketing operations -energy facilities, petroleum products and natueal gipelines
 Discontinued petroleum refining facilitie

« Former exploration and production and mining openat

In 2004, our Gulf Liquids subsidiary initiated dfssudit of all environmental conditions (air, watand waste)
at three facilities in Geismar, Sorrento, and Cledtey Louisiana. The audit revealed numerous itibras of
Louisiana environmental regulations and resulteal @onsolidated Compliance Order and Notice of Rtk
Penalty from the Louisiana Department of EnvirontabQuality (LDEQ). In October 2007, we paid theeag
$109,000 penalty to the LDEQ as a comprehensivéi-maldia settlement.

Certain of our subsidiaries have been identifiedaentially responsible parties at various Supetfand state
waste disposal sites. In addition, these subsatdidrave incurred, or are alleged to have incuxadous other
hazardous materials removal or remediation obbgatunder environmental laws.

Summary of environmental matters

Actual costs incurred for these matters could lEstantially greater than amounts accrued deperatirtge
actual number of contaminated sites identified att@al amount and extent of contamination discedethe final
cleanup standards mandated by the EPA and othergoental authorities and other factors, but theuarhcannot
be reasonably estimated at this time.

Other Legal Matters
Will Price (formerly Quinque)

In 2001, fourteen of our entities were named asmt#dnts in a nationwide class action lawsuit indéastate
court that had been pending against other defesdganerally pipeline and gathering companiesesi0. The
plaintiffs alleged that the defendants have engagatsmeasurement techniques that distort thereabntent of
natural gas, resulting in an alleged underpaymerdyalties to the class of producer plaintiffs asulight an
unspecified amount of damages. The fourth amendsgtiom, which was filed in 2003, deleted all ofr@lefendant
entities except two Midstream subsidiaries. All aéming defendants have opposed class certificatimha hearing
on plaintiffs’ second motion to certify the clasaswheld in April 2005. We are awaiting a decisiamnf the court.
The amount of any possible liability cannot be oeably estimated at this time.

Grynberg

In 1998, the DOJ informed us that Jack Grynbergndividual, had filed claims on behalf of himselid the
federal government, in the United States Distrioti€ for the District of Colorado under the Faldaif@s Act
against us and certain of our wholly owned subsigia The claims sought an unspecified amount ydlties
allegedly not paid to the federal government, atdmages, a civil penalty, attorneys’ fees, arstiscdn

129




Table of Contents

THE WILLIAMS COMPANIES, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Conti nued)

connection with our sales of Kern River Gas Trassion in 2002 and Texas Gas Transmission Corporatio
2003, we agreed to indemnify the purchasers foriabylity relating to this claim, including leg&es. The
maximum amount of future payments that we coul@pidlly be required to pay under these indemnifices
depends upon the ultimate resolution of the claiich @annot currently be determined. Grynberg haal fiksd claims
against approximately 300 other energy companlegia that the defendants violated the False Glaket in
connection with the measurement, royalty valuagind purchase of hydrocarbons. In 1999, the DOJwarusal that
it would not intervene in any of the Grynberg cagdso in 1999, the Panel on Multi-District Litigah transferred
all of these cases, including those filed agaisstaithe federal court in Wyoming for pre-triakrpoases. Grynberg’s
measurement claims remained pending against utharather defendants; the court previously disndisse
Grynberg’s royalty valuation claims. In May 200Betcourt-appointed special master entered a reguoch
recommended that the claims against our Gas Pgetid Midstream subsidiaries be dismissed but dghel
claims against our Exploration & Production subeidis against our jurisdictional challenge. In ®et02006, the
District Court dismissed all claims against us andwholly owned subsidiaries, and in November 2@ nberg
filed his notice of appeal with the Tenth Circun @t of Appeals.

In August 2002, Jack J. Grynberg, and Celeste ¢nlagrg, Trustee on Behalf of the Rachel Susan Gagnb
Trust, and the Stephen Mark Grynberg Trust, sengand one of our Exploration & Production subsidawith a
complaint in the state court in Denver, Coloradiee Tomplaint alleges that we have used mismeasateme
techniques that distort the British Thermal Uniatieg content of natural gas, resulting in thegedlk underpayment
of royalties to Grynberg and other independentnahtyas producers. The complaint also allegesviieat
inappropriately took deductions from the gross gafitheir natural gas and made other royalty waneerrors.
Under various theories of relief, the plaintifiseeking actual damages of between $2 million afid§iflion based
on interest rate variations and punitive damagekseramount of approximately $1 million. In 2004y@berg filed
an amended complaint against one of our Exploraiéiroduction subsidiaries. This subsidiary filedamswer in
January 2005, denying liability for the damage#oetal. Trial in this case was originally set for M2806, but the
parties have negotiated an agreement dismissingéasurement claims and deferring further procegsdim the
royalty claims until resolution of an appeal in Hrey case. The amount of any possible liabilitynzdrbe reasonak
estimated at this time.

Securities class actions

Numerous shareholder class action suits were diggdnst us in 2002 in the United States Distriati€tor the
Northern District of Oklahoma. The majority of theits alleged that we and-defendants, WilTel, previously an
owned subsidiary known as Williams Communicati@rs] certain corporate officers, acted jointly aepasately to
inflate the stock price of both companies. WilTelsrdismissed as a defendant as a result of itsigatal. These
cases were consolidated and an order was issuetlinggseparate amended consolidated complaintubgquity
holders and WilTel equity holders. The underwridlefendants have requested indemnification and deféom
these cases. If we grant the requested indemndicato the underwriters, any related settlemestscwill not be
covered by our insurance policies. We covered tis¢ af defending the underwriters. In 2002, the rzahee
complaints of the WilTel securities holders andof securities holders added numerous claims. ®@rugey 9,
2007, the court gave its final approval to ourlegtent with our securities holders. We entered imtiemnity
agreements with certain of our insurers to enswei timely payment related to this settlement. Theying value
of our estimated liability related to these agreet®és immaterial because we believe the likelihobdny future
performance is remote.

On July 6, 2007, the court granted various defetsdlamotions for summary judgment and entered judgmaar
us and the other defendants in the WilTel mattbe plaintiffs appealed the court’s judgment. Anyigadtion of
ours to the WilTel equity holders as a result gettlement, or as a result of trial in the everd sticcessful appeal
of the court’s judgment, will not likely be coverbg insurance because our insurance coverage badiléy
utilized by the settlement described above. Therexaf any such obligation is presently unknown eaidnot be
estimated, but it is reasonably possible that @posure could materially exceed amounts accruethfematter.
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TAPS Quality Bank

One of our subsidiaries, Williams Alaska Petrolelms, (WAPI), is actively engaged in administrative
litigation being conducted jointly by the FERC ahd Regulatory Commission of Alaska (RCA) concegrtime
Trans-Alaska Pipeline System (TAPS) Quality Bamk2004, the FERC and RCA presiding administratave |
judges rendered their joint and individual initidcisions, and we accrued approximately $134 miliased on ot
computation and assessment of ultimate ruling tehaswere considered probable. Our additionalm@krefund
liability terminated on March 31, 2004, when wedsWAPI’s interests in the TAPS pipeline. We subsadly
accrued additional amounts for interest.

In 2006, the FERC entered its final order (FERCGaF®@rder), which the RCA adopted, and most of theigs
appealed to the D.C. Circuit Court of Appeals. BxXMobil also filed a similar appeal in the Alaskap8tior Court.
A key issue pending on appeal is the limited rettiva impact of the FERC Final Order that restrmis exposure
for Quality Bank adjustment refunds to periodsrafftebruary 1, 2000. ExxonMobil asserts that the EEReliance
on the Highway Reauthorization Act as the basigifioiting the retroactive effect violates, amonget things, the
separation of powers under the U.S. Constitutiomisrfering with the FERC'’s independent decisioaking role.
We expect a decision from the U.S. Supreme Couthertonstitutional issues in 2008.

On June 7, 2007, the FERC stated the Quality BadtkiAistrator was free to issue invoices without amyher
action by the FERC. The Quality Bank Administragsued invoices on July 31, 2007. We estimatedhahet
obligation for these invoices could be as muchl&4$nillion. This amount remains an estimate bee&8\P| has
not received all invoices to be issued to WAPI #réde out of the Administrator’s original invoicesthird parties.
Amounts accrued in excess of this estimated olitigatill be retained pending resolution of all apjse

Redondo Beach taxes

In February 2005, we and AES Redondo Beach, L.te€eived a tax assessment letter from the city of
Redondo Beach, California, in which the city assgthat approximately $33 million in back taxes and
approximately $39 million in interest and penaliee owed related to natural gas used at the gamgfacility
operated by AES Redondo Beach. Hearings were heldly 2005 and in September 2005 the tax adménéstfor
the city issued a decision in which he found ustjgiand severally liable with AES Redondo Beachtfack taxes
of approximately $36 million and interest and pé&ralof approximately $21 million. Both we and AR8dondo
Beach filed notices of appeal that were heardetity level. In December 2006, the city hearinficef for the
appeal of the pre-2005 amounts issued a final ecaffirming our utility user tax liability and versing AES
Redondo Beach'’s liability because the officer ruteat AES Redondo Beach is an exempt public utiite
appealed this decision to the Los Angeles Sup@&rt, and the city also appealed with respectE& ARedondo
Beach. Those appeals were heard on January 25ehmdafy 14, 2008. On April 30, 2007, we paid thg die
protested amount of approximately $57 million iderto pursue its appeal. Despite the city heaoffiger’s
unfavorable decision and the payment to preservajpeal rights, we do not believe a contingerd Isgprobable.

The city’s assessment of our liability for the pels from 1998 through September 2007 is approximate
$72 million (inclusive of interest and penaltiedje protested all these assessments and requesteagseon them.
We and AES Redondo Beach also filed separate refatioins in Los Angeles Superior Court relatededain taxe
paid since the initial 2005 notice of assessmeme. fEfund actions are stayed pending the resolofitine appeals.
In connection with the sale of our power businese (Note 2), we settled our dispute with AES Redd@ehch by
equally sharing, for periods prior to the closifdte sale, any ultimate tax liability as well &g funding of
amounts previously paid under protest.

Gulf Liquids litigation

Gulf Liquids contracted with Gulsby Engineering 1§Gulsby) and Gulsby-Bay for the construction eftain
gas processing plants in Louisiana. National Anagrilsurance Company (NAICO) and American Home
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Assurance Company provided payment and performiamieds for the projects. In 2001, the contractand, suretie
filed multiple cases in Louisiana and Texas agaBf Liquids and us.

In 2006, at the conclusion of the consolidated tridahe asserted contract and tort claims, thg jaturned its
actual and punitive damages verdict against usanfiLiquids. Based on our interpretation of theyjuerdicts, we
estimated exposure for actual damages of approglyn@68 million plus potential interest of approtaly
$25 million, all of which have been accrued as eE@mber 31, 2007. In addition, we concluded thabi
reasonably possible that any ultimate judgment trfiglve included additional amounts of approximately
$199 million in excess of our accrual, which prifharepresented our estimate of potential punitieenage
exposure under Texas law.

From May through October 2007, the court enteredrs@ost-trial orders in the case (interlocutonyevs)
which, among other things, overruled the verdicamiiof tort and punitive damages as well as anyadg® against
us. The court also denied the plaintiffs’ claimsdittorneysfees. On January 28, 2008, the court issued itgnjigeht
awarding damages against Gulf Liquids of approxatya$11 million in favor of Gulsby and approximatel
$4 million in favor of GulsbyBay. If the judgment is upheld on appeal, our ligbwill be substantially less than t
amount of our accrual for these matters.

Wyoming severance taxes

In August 2006, the Wyoming Department of Audit (B)Cassessed our subsidiary Williams Production RMT
Company for additional severance tax and intexstie production years 2000 through 2002. In @aldithe DOA
notified us of an increase in the taxable valuewfinterests for ad valorem tax purposes. We dézbthe DOA’s
interpretation of the statutory obligation and adpd this assessment to the Wyoming State BoaEdjoélization
(SBOE). The SBOE upheld the assessment and rem#rtdettie DOA to address the disallowance of aitre
Apparently agreeing that we could not have knovenDI®A'’s position before January 2007, the SBOEmnditl
award interest on the assessment. We estimatéhthamount of the additional severance and ad eradaxes to b
approximately $4 million. The Wyoming Supreme Cchas agreed to hear our appeal of the SBQEterminatior
If the DOA prevails in its interpretation of ourlgation and applies the same basis of assessmenbsequent
periods, it is reasonably possible that we coulé avotal of approximately $18 million to $20 nati in additional
taxes and interest from January 1, 2003, througieBéer 31, 2007.

Royalty litigation

In September 2006, royalty interest owners in @&tfCounty, Colorado, filed a class action suiCwlorado
state court alleging that we improperly calculatédcind gas royalty payments, failed to accountffierproceeds
that we received from the sale of gas and extrgateducts, improperly charged certain expensesfailet! to
refund amounts withheld in excess of ad valorenotaigations. The plaintiffs claim that the clasght be in
excess of 500 individuals and seek an accountidgdamages. The parties have agreed to stay thismactorder to
participate in ongoing mediation.

Certain other royalty matters are currently beitigdted by a federal regulatory agency and andffworado
producer. Although we are not a party to the liiiga, the final outcome of that case might lead fature
unfavorable impact on our results of operations.

Other Divestiture Indemnifications

Pursuant to various purchase and sale agreemdatiageo divested businesses and assets, we have
indemnified certain purchasers against liabilitiest they may incur with respect to the businesselsassets
acquired from us. The indemnities provided to thecpasers are customary in sale transactions ancbatingent
upon the purchasers incurring liabilities that aoé otherwise recoverable from third parties. Tigeimnities
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generally relate to breach of warranties, taxdnistitigation, personal injury, environmental rteas, right of way
and other representations that we have provided.

We sold a natural gas liquids pipeline system id22@nd in July 2006, the purchaser of that sysiiechits
complaint against us and our subsidiaries in statet in Houston, Texas. The purchaser allegesikdireached
certain warranties under the purchase and salemgr and seeks approximately $18 million in darsagel our
specific performance under certain guaranteesOQ®2we filed our answer to the purchaser’'s complkénying all
liability. The trial is scheduled to begin on Septer 15, 2008, and our prior suit filed againstghechaser in
Delaware state court is stayed pending resolutidheoTexas case.

At December 31, 2007, we do not expect any ofrilderinnities provided pursuant to the sales agreentent
have a material impact on our future financial posi However, if a claim for indemnity is brouggngainst us in th
future, it may have a material adverse effect sulte of operations in the period in which themlds made.

In addition to the foregoing, various other prodagd are pending against us which are incidentalito
operations.

Summary

Litigation, arbitration, regulatory matters, and/eanmental matters are subject to inherent unogits. Were
an unfavorable ruling to occur, there exists thesfality of a material adverse impact on the ressaf operations in
the period in which the ruling occurs. Managemaduding internal counsel, currently believes tte ultimate
resolution of the foregoing matters, taken as alevhad after consideration of amounts accriregijrance coverag
recovery from customers or other indemnificatioraagements, will not have a materially adversecefi@on our
future financial position.

Commitments

Commitments for construction and acquisition ofgandy, plant and equipment are approximately $48dom
at December 31, 2007.
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Note 16. Accumulated Other Com

prehensive Los:

The table below presents changes in the compoonéatcumulated other comprehensive loss.

Balance at December 31, 20

2005 Change

Pre-income tax amour

Income tax benefit (provisior

Net reclassification into earnings of derivat
instrument losses (net of a $111 million
income tax benefit

Balance at December 31, 20

2006 Change

Pre-income tax amour

Income tax benefit (provisior

Net reclassification into earnings of derivat
instrument losses (net of a $82 million
income tax benefit

Adjustment to initially apply SFAS No. 158:
Pre-income tax amour
Income tax benefit (provisior

Balance at December 31, 20

2007 Change:

Pre-income tax amour

Income tax benefit (provisior

Net reclassification into earnings of derivat
instrument gains (net of a $187 million
income tax provision

Income (Loss)

Amortization included in net periodic benefit

expense
Income tax benefit (provision) on amortizati

Balance at December 31, 20

Other
Postretirement
Pension Benefits Benefits
Foreign  Minimum  Prior Net Prior Net

Cash Flon Currency  Pension Service Actuarial  Service Actuarial

Hedges Translation Liability Cost  Gain (Losss Cost Gain _ Total
(Millions)

$ (308) $ 69 $ 5B — 3 — $ — 3 — $(249)
(39€) 11 1 — — — — (389
151 — — — — — — 151
17¢ — — — — — — 17¢
(66) 11 1 — — — — (59
(374 80 (4 — — — — (299§)
42t 4) (@) — — — —  41¢
(162) — — — — — — (162)
132 — — — — — — 13¢
394 ) @»_ — — — —  38¢
— — 8 6 (2439~ (7 (8) (25€)
— — (©) 2 93 3 10 10t
— — 5 (4 (150) (4) 2 (15))
20 76 — (4) (150C) (4) 2 (60)
201 5 — — 68 — 15 337
(77) — — — (26) — (6) (109)
(307)** — — — — — — (301)
— — — — 19 2 — 21
= = = = ® @ = _0
(177) 53 — — 53 1 9 (6])
$ (1579 $ 12¢ $ —$ @4 3 9797 $ (% 11 $(121)

* Includes $1 million for the Net Actuarial Loss af aquity method investe
** Includes a $429 million reclassification into eags of deferred net hedge gains related to theofaler

power business. (See Note
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Note 17. Segment Disclosures

Our reportable segments are strategic business thait offer different products and services. Tégnsents are
managed separately because each segment reqtfieesrditechnology, marketing strategies and ingust
knowledge. Our master limited partnership, WilliaRertners L.P., is consolidated within our Midstnesegment.
(See Note 1.) Other primarily consists of corporgierations.

Performance Measurement

We currently evaluate performance basede&gment profit (losdfom operations, which includeggment
revenuesrom external and internal customesegment costs and expenses, depreciation, dephaiibn
amortization, equity earnings (lossesjdloss from investmeniscluding impairments related to investments
accounted for under the equity method. The accogmolicies of the segments are the same as tlesseibled in
Note 1. Intersegment sales are generally accodotext current market prices as if the sales wengnaffiliated
third parties.

Energy commodity hedging by our business units beagone through intercompany derivatives with oas G
Marketing Services segment which, in turn, entets offsetting derivative contracts with unrelatbald parties.
Gas Marketing Services bears the counterparty pagoce risks associated with the unrelated thirtigsain these
transactions. Additionally, beginning in the ficgtarter of 2007, hedges related to Exploration &dBction may be
entered into directly between Exploration & Prodluetand third parties under its new credit agredm@&ee
Note 11.) Exploration & Production bears the coypaety performance risks associated with the utedl¢hird
parties in these transactions.

Gas Marketing Services primarily supports our reltgas businesses by providing marketing and risk
management services, which include marketing addihg the gas produced by Exploration & Productang
procuring fuel and shrink gas and hedging natuaallgjuids sales for Midstream. In addition, Gagihéting
manages various natural gas-related contractsasittansportation, storage, and related hedgegraniles
services to third parties, such as producers.

External revenues of our Exploration & Productiegmment includes third-party oil and gas sales, whie
more than offset by transportation expenses analtieg due third parties on intersegment sales.

The following geographic area data includegenues from external customéesed on product shipment ori
andlong-lived assetbased upon physical location.

United States Other Total
(Millions)
Revenues from external custome
2007 $ 10,137 $421 $10,55¢
2006 8,98: 394 9,37¢
2005 9,46¢ 31E 9,781
Long-lived assets
2007 $ 16,27¢ $71Z $16,99.
2006 14,48 682 15,16¢
2005 12,66 74C 13,40°

Our foreign operations are primarily located in ¥euela, Canada, and Argentihang-lived assetare
comprised of property, plant and equipment, goddamiti other intangible assets.
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The following table reflects the reconciliationsg#gment revenuesmdsegment profit (losgp revenuesand
operating income (loss)s reported in the Consolidated Statement of Incamaether financial informationrelated
to long-lived assets.

Midstream Gas

Exploration & Gas Gas &  Marketing
Production  Pipeline Liquids Services Other Eliminations Total
(Millions)

2007
Segment revenue

External $ 95)$157¢$ 5142 % 392¢% 11 $ — $10,55¢

Internal 2,18¢ 34 38 70¢ 15 (2,984 —
Total revenue $ 2,09 $161($ 518($ 463:$ 26 % (2,989 $10,55¢
Segment profit (loss $ 75€$ 67¢$ 1,072 $ (B3 (S — $ 2,160
Less equity earning 25 51 61 — — — 137
Segment operating income (lo $ 731 % 622% 1011$ @30 (LS —  2,02¢
General corporate expens (167
Total operating incom $ 1,86F
Other financial information

Additions to lon¢lived asset: $ 1,717 $ 54€ $ 61C $ —$ 27 % — $ 2,90

Depreciation, depletion & amortizatic $ 53t $ 31t $ 214 $ 7% 10 3% — $ 1,081
2006
Segment revenue

External $ (189)$1,33¢$ 4094 $ 412t $ 7% — $ 9,37¢

Internal 1,67 12 65 921 20 (2,695 —
Total revenue $ 1488 $1,34¢$ 4,15¢$ 504¢% 27 % (2,699 % 9,37¢
Segment profit (loss $ 552 $ 467 $ 67t $ (199 % (139) % — $ 1,48¢
Less equity earning 22 37 40 — — — 99
Segment operating income (lo: $ 53C $ 43C $ 63t $ (199 % (13 % — 1,38
General corporate expens (132
Securities litigation settlement and related ¢ (167)
Total operating incom $ 1,08¢
Other financial information

Additions to lon¢lived asset: $ 1,49¢ $ 91z $ 27¢ $ 1% 18 % — $ 2,707

Depreciation, depletion & amortizatic $ 36C$ 282 % 20< $ 7% 11 3% — $ 868
2005
Segment revenue

External $ (202)$1,39t$ 3212 % 5366% 10 % — $ 9,781

Internal 1,471 18 79 96¢ 17 (2,554) —
Total revenue $ 1,26¢ $1,41:$ 3291$ 633k $ 27$  (2559% 9,781
Segment profit (loss $ 587 $ 58€ $ 46C $ 9 $(12%) % — $ 1,51¢
Less:

Equity earnings (losse 19 44 27 — (29 — 66

Loss from investment — — (22 — (87 — (109
Segment operating income (lo! $ 56 $ 54z % 45t $ 9% (123 — 1,56
General corporate expens (145
Securities litigation settlement and related ¢ 9
Total operating incom $ 1,40¢
Other financial information

Additions to lon¢lived asset: $ 795 $ 42C $ 13z $ 6% 5% — $ 1,35¢

Depreciation, depletion & amortizatic $ 254 $ 267 % 194 $ 10% 12 $ — $ 737
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The following table reflecttotal asset@ndequity method investmerig reporting segment.

Total Assets Equity Method Investments

December 31 December 31 December 31 December 31 December 31 December 31

2007 2006 2005 2007 2006 2005

(Millions)

Exploration & Production(1 $ 869:% 7851% 867.% 72 % 59 $ 58
Gas Pipeline 8,62¢ 8,332 7,581 482 432 43¢
Midstream Gas & Liquid 6,604 5,56z 4,772 321 32% 33z
Gas Marketing Services( 4,43 5,51¢ 11,46¢ — — —
Other 3,592 3,92: 3,571 — — 1
Eliminations(3) (7,079 (7,187 (10,109 — — —
24,87¢ 24,00( 25,95! 87€ 814 831
Discontinued operatior 18t 1,402 3,492 — — —
Total $ 2506°$ 2540.$ 29,44:$ 87€¢ $ 814 $ 831

(1) The 2006 decrease in Exploration & Production’altassets is due primarily to the fluctuations éniehtive
assets as a result of the impact of changes in agfityrprices on existing derivative contracts. Exption &
Production’s derivatives are primarily comprisedraércompany transactions with the Gas Marketing
Services segmer

(2) The decrease in Gas Marketing Services’ total ageeboth 2007 and 2006 is due primarily to the
fluctuations in derivative assets as a result efithpact of changes in commaodity prices on existomg/ard
derivative contracts. Gas Marketing Services’ deiie assets are substantially offset by theirvagirie
liabilities.

(3) The 2006 decrease in Eliminations is due primddlthe fluctuations in the intercompany derivatbagances

Note 18. Subsequent Events

In January 2008, we sold a contractual right tocapction payment on certain future internationaldocarbor
production for approximately $148 million. We haeeeived $118 million in cash and $29 million hagb placed
in escrow subject to certain post-closing condiiand adjustments. We will recognize a pre-tax ghin
approximately $118 million in the first quarter2(08 related to the initial cash received. As altesf the contract
termination, we have no further interests assodiafiéh the crude oil concession, which is locateéeru. We had
obtained these interests through our acquisitioBasfett Resources Corporation in 2001.

During third-quarter 2007, we formed Williams Pipel Partners L.P. (WMZ) to own and operate natgaal
transportation and storage assets. In January X0ME, completed its initial public offering of 16.2%illion
common units at a price of $20.00 per unit. In Baby 2008, the underwriters also exercised thghtrio purchase
an additional 1.65 million common units at the samiee. A subsidiary of ours serves as the gemmdher of
WMZ. The initial asset of the partnership is a &oaent interest in Northwest Pipeline GP, form&tyrthwest
Pipeline Corporation. Upon completion of the trantiem, we hold approximately 47.7 percent of theriests in
WMZ including the interests of the general partieraccordance with EITF Issue No. 04-5 (see Nyt&\IMZ will
continue to be consolidated within our Gas Pipetiegment due to our control through the generahpgrwhich is
wholly owned by us.

At December 31, 2007, we held all of Williams PargiL.P.’s seven million subordinated units outdi@ag. In
February 2008, all of these subordinated units werserted into common units due to factors whesuited in the
termination of the subordination period. As a resumé will recognize a decrease to minority intéssd a
corresponding increase to stockholders’ equitypgfraximately $1.2 billion in the first quarter db@8.
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Summarized quarterly financial data are as follgmalions, except per-share amounts).

First Second Third Fourth
Quarter Quarter Quarter Quarter
2007
Revenue: $2,36¢ $2,82¢ $2,86( $2,50¢
Costs and operating expen: 1,84: 2,18( 2,22 1,83¢
Income from continuing operatiol 17C 243 22¢ 20¢€
Net income 134 43¢ 19¢ 22t
Basic earnings per common shg
Income from continuing operatiol .28 AC .38 535
Diluted earnings per common shs
Income from continuing operatiol .28 AC .38 .34
2006
Revenue: $2,387 $2,22( $2,51: $2,257
Costs and operating expen: 1,96: 1,771 2,04C 1,78
Income (loss) from continuing operatic 132 (59 112 161
Net income (loss 132 (76) 10€ 147
Basic earnings (loss) per common sh
Income (loss) from continuing operatic 22 (.10 A€ .27
Diluted earnings (loss) per common shi
Income (loss) from continuing operatic 22 (.10 ¢ .2€

The sum of earnings per share for the four quarteay not equal the total earnings per share forytear due
to changes in the average number of common shatstaoding and rounding.

Net incomdor fourth-quarter 2007 includes a $23 million aljuent to increase the tax provision relating to an
income tax contingency and the following pre-taxis:

» $156 million mark-to-market loss recognized at Gtsketing Services on a legacy derivative natueal g
sales contract that we expect to assign to anptimgy in 2008 under an asset transfer agreemetiviha
executed in December 20(

 $20 million accrual for litigation contingencies@as Marketing Services (see Note

» $19 million in premiums, fees and expenses relatezhtly debt retirement (see Note 1

» $12 million of income related to a favorable litigat outcome at Midstream (see Note

» $10 million charge related to an impairment of trerlidnate Trend pipeline at Midstream (see Not
» $9 million charge related to the reserve for certaiarnational receivables at Midstrez

+ $6 million net loss, including transaction expensekted to the sale of our discontinued poweirtass
(see summarized results of discontinued operatibhiote 2).

Net incomdor third-quarter 2007 includes the following pee<ttems:

« $17 million of expenses related to the sale ofdiscontinued power business (see summarized regults
discontinued operations at Note

+ $12 million of income associated with the paymeeteived for a terminated firm transportation agree
on Northwest Pipelir's Grays Harbor lateral (see Note
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Net incomdor second-quarter 2007 includes the following faeitems:

+ $429 million gain associated with the reclassifmabf deferred net hedge gains to earnings relai¢ie
sale of our discontinued power business (see suipadaresults of discontinued operations at Not¢

« $111 million impairment of the carrying value ofizen derivative contracts related to the salewf o
discontinued power business (see summarized reduliscontinued operations at Note

» $17 million of income associated with a changestineate related to a regulatory liability at Nortst
Pipeline (see Note 4

* $15 million impairment of our Hazelton facility ihwed in discontinued operations (see summarized
results of discontinued operations at Note

 $14 million of gains from the sales of c-based investments (see Note

» $14 million of expenses related to the sale ofdiscontinued power business (see summarized regults
discontinued operations at Note

» $6 million of income associated with the paymesptsived for a terminated firm transportation agreetn
on Northwest Pipelir's Grays Harbor lateral (see Note

Net incomdor the first-quarter 2007 includes the followingegax items:
 $8 million of income due to the reversal of a plashneajor maintenance accrual at Midstre.

Net income (losdpr fourth-quarter 2006 includes a $40 million retion to the tax provision associated with a
favorable U.S. Tax Court ruling, a $7 million inase to the tax provision associated with an adjestrio deferred
income taxes (see Note 5) and the following preittms:

* A $16 million impairment of a Venezuelan cost-baseestment at Exploration & Production (see
Note 3);

» A $15 million charge associated with an oil purehaentract related to our former Alaska refinese(s
summarized results of discontinued operations & 2

Net income (losdpr third-quarter 2006 includes the following pee<items:

» $13 million of income due to a reduction of congngjobligations at our former distributive power
generation business (see summarized results afrtisced operations at Note !

+ $11 million of expense related to an adjustmentodecounts payable accrual at Midstre

 $6 million accrual for a loss contingency relatedtformer exploration business (see summarizadtses
of discontinued operations at Note

Net income (losdpr second-quarter 2006 includes the following fareitems:

« $161 million accrual related to our securities ktiign settlement (see Note 1

+ $88 million accrual for Gulf Liquids litigation céingency and associated interest expense at Malstre
(see Note 4)

+ $19 million accrual for an adverse arbitration advaalated to our former chemical fertilizer busmésee
summarized results of discontinued operations &[S
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Net income (losdpr the first-quarter 2006 includes the followingegax items:

+ $27 million premium and conversion expenses reltdgte convertible debenture conversion (see
Note 12);

+ $24 million gain on sale of certain receivables as®arketing Service:
+ $9 million of income related to the settlement ofiaternational contract dispute at Midstrez

+ $7 million associated with the reversal of an aedrlitigation contingency due to a favorable couling
and the related accrued interest income at ourRgasine segmen
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The following information pertains to our oil andgproducing activities and is presented in accmelavith
SFAS No. 69, “Disclosures About Oil and Gas Prodgdhctivities.” The information is required to besdosed by
geographic region. We have significant oil and graslucing activities primarily in the Rocky Moumnand Mid-
continent areas of the United States. Additionallg,have international oil- and gas-producing éti¢is, primarily
in Argentina. However, proved reserves and revenelaged to international activities are approxieiaB.6 percent
and 3.1 percent, respectively, of our total intdomal and domestic proved reserves and revenumesfdllowing
information relates only to the oil and gas acigtin the United States.

Capitalized Costs

As of December 31

2007 2006
(Millions)
Proved propertie $6,40¢ $5,02i
Unproved propertie 542 50C
6,951 5,527
Accumulated depreciation, depletion and amortizrasiod valuation provisior (1,759 (1,260
Net capitalized cost $5197 $4,26i

« Excluded from capitalized costs are equipment acdities in support of oil and gas production of
$505 million and $338 million, net, for 2007 anddBOrespectively. The capitalized cost amount 687
and 2006 do not include approximately $1 billiorgobdwill related to the purchase of Barrett Resesir
Corporation (Barrett) in 200:

« Proved properties include capitalized costs foand gas leaseholds holding proved reserves; davelot
wells including uncompleted development well coatsd successful exploratory wel

» Unproved properties consist primarily of acreadateg to probable/possible reserves acquired thir g
Barrett acquisition in 2001. The balance is unpdoseploratory acreag

Costs Incurred

For the Year Ended
December 31

2007 2006 2005
(Millions)

Acquisition $ 82 $ 84 $45

Exploration 38 20 8

Developmen 1,37¢ 1,17: 724

$1,49¢  $1,277  $777

« Costs incurred include capitalized and expensedsit

« Acquisition costs are as follows: The 2007 cogtrimarily for additional land and reserve acquisis in
the Piceance and Fort Worth basins. The 2006 sgsirnharily for additional land and reserve acgiosis
in the Fort Worth basin. The 2005 costs primardngist of a land and reserve acquisition in the YAforth
basin and an additional land acquisition in thedhnla basin
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THE WILLIAMS COMPANIES, INC.

SUPPLEMENTAL OIL AND GAS DISCLOSURES — (Continued)
(Unaudited)

» Exploration costs include the costs of geological geophysical activity, drilling and equipping
exploratory wells determined to be dry holes, dreldost of retaining undeveloped leaseholds inntydi
lease amortization and impairmer

« Development costs include costs incurred to gatessto and prepare development well locations for
drilling and to drill and equip development we
Results of Operations

For the Year Ended
December 31,

2007 2006 2005
(Millions)
Revenues
Oil and gas revenus $1,72¢  $1,23¢  $1,07:
Other revenue 304 18€ 144
Total revenue 2,02¢ 1,42¢ 1,21¢
Costs:
Production cost 36C 30¢ 23C
General & administrativ 144 111 80
Exploration expense 21 18 8
Depreciation, depletion & amortizatis 523 351 24k
(Gains)/Losses on sales of interests in oil andogagerties 1) — (31)
Other expense 27C 13€ 141
Total costs 1,315 92t 673
Results of operatior 712 49¢ 543
Provision for income taxe (279 (174 (217)
Exploration and production net incor $ 43¢ $ 32t $ 32¢

» Results of operations for producing activities é¢sinsf all related domestic activities within the
Exploration & Production reporting unit. Other erpes in 2005 include a $6 million gain on sales of
securities associated with a coal seam royalty.t

« Oil and gas revenues consist primarily of natuea groduction sold to the Gas Marketing Services
subsidiary and includes the impact of hedges, @iolyiintercompany hedge

« Other revenues and other expenses consist of teegiwithin the Exploration & Production segmersdtth
are not a direct part of the producing activitielsese nonproducing activities include acquisitiod a
disposition of other working interest and royaltyerrest gas and the movement of gas from the vaallte
the tailgate of the respective plants for salde@as Marketing Services subsidiary or third-party
purchasers. In addition, other revenues includegeition of income from transactions which transfdr
certain nonoperating benefits to a third pa

« Production costs consist of costs incurred to dpeaad maintain wells and related equipment aniitfes
used in the production of petroleum liquids anduradtgas. These costs also include production tabtess
than income taxes and administrative expensesppastiof production activity. Excluded are depréoia,
depletion and amortization of capitalized acquasitiexploration and development co:
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THE WILLIAMS COMPANIES, INC.

SUPPLEMENTAL OIL AND GAS DISCLOSURES — (Continued)
(Unaudited)

» Exploration expenses include the costs of geoldgicd geophysical activity, drilling and equipping
exploratory wells determined to be dry holes, dreldost of retaining undeveloped leaseholds inntydi
lease amortization and impairmer

« Depreciation, depletion and amortization includepréciation of support equipme

Proved Reserves

2007 2006 2005

(Bcfe)

Proved reserves at beginning of per 3,701 3,38. 2,98¢
Revisions (106e) (113 (12
Purchase 19 41 28
Extensions and discoveri 862 66¢ 61¢
Productior (3349 (277 (229
Sale of minerals in plac — (1) (17)

Proved reserves at end of per 4,14 3,701 3,38

Proved developed reserves at end of pe 2,25z 1,948 1,64

» The SEC defines proved oil and gas reserves (Rud) of Regulation S-X) as the estimated quadtiti
of crude oil, natural gas, and natural gas liquitiich geological and engineering data demonstrite w
reasonable certainty are recoverable in futuresygam known reservoirs under existing economic and
operating conditions. Our proved reserves consisto categories, proved developed reserves angedro
undeveloped reserves. Proved developed reservesiaeatly producing wells and wells awaiting minor
sales connection expenditure, recompletion, additiperforations or borehole stimulation treatments
Proved undeveloped reserves are those reservel at@expected to be recovered from new wells on
undrilled acreage or from existing wells where latreely major expenditure is required for recontjae.
Proved reserves on undrilled acreage are limiteddse drilling units offsetting productive unitsat are
reasonably certain of production when drilled orevehit can be demonstrated with certainty thatetlieer
continuity of production from the existing prodweiformation.

« Natural gas reserves are computed at 14.73 powrdsjpare inch absolute and 60 degrees Fahre
Crude oil reserves are insignificant and have beelnded in the proved reserves on a basis obhbiltiubic
feet equivalents (Bcfe

Standardized Measure of Discounted Future Net Cashlows Relating to Proved Oil and Gas Reserves

The following is based on the estimated quantitfgsroved reserves and the year-end prices and.chs¢
average year-end natural gas prices used in tltoeavialy estimates were $5.78, $4.81, and $6.95 pdcfd at
December 31, 2007, 2006, and 2005, respectivelyr&income tax expenses have been computed congjde
available carry forwards and credits and the apjmtgstatutory tax rates. The discount rate opd@ent is as
prescribed by SFAS No. 69. Continuation of year-eoonomic conditions also is assumed. The calculasi based
on estimates of proved reserves, which are revigedtime as new data becomes available. Probalgessible
reserves, which may become proved in the futueenat considered. The calculation also requiregragions as ti
the timing of future production of proved resenasq the timing and amount of future development@oduction
costs. Of the $3,497 million of future developmeosts, $1,135 million, $1,126 million and $468 ioitl are
estimated to be spent in 2008, 2009 and 2010, c&sply.
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THE WILLIAMS COMPANIES, INC.

SUPPLEMENTAL OIL AND GAS DISCLOSURES — (Continued)

(Unaudited)

Numerous uncertainties are inherent in estimatwignaes and the value of proved reserves and irgtiog
future production rates and timing of developmequenditures. Such reserve estimates are subjetiainge as
additional information becomes available. The resgm@actually recovered and the timing of producti@ay be

substantially different from the reserve estimates.

Standardized Measure of Discounted Future Net Cashlows

Future cash inflow
Less:
Future production cos
Future development cos
Future income tax provisior
Future net cash flown
Less 10 percent annual discount for estimated grofrcash flows

Standardized measure of discounted future netftash

Sources of Change in Standardized Measure of Discoted Future Net Cash Flows

Standardized measure of discounted future netfé@sh beginning of perio
Changes during the ye:

Sales of oil and gas produced, net of operatings:

Net change in prices and production ct

Extensions, discoveries and improved recovery,dsimated future cos

Development costs incurred during y:

Changes in estimated future development ¢

Purchase of reserves in place, less estimatedefatsts

Sales of reserves in place, less estimated fuhsts

Revisions of previous quantity estima

Accretion of discoun

Net change in income tax

Other

Net change
Standardized measure of discounted future netft@sh end of perioc
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At December 31,
2007 2006
(Millions)

$23,937 $17,82:
5,34t 5,207
3,491 3,07(
5,41¢ 3,35(
9,67¢ 6,19¢
4,87¢ 3,33¢
$ 4,80 $ 2,85¢

2007 2006 2005

(Millions)

$2,85¢ $5281 $3,14i
(1,420 (1,179 (1,229
2,01¢ (4,052  2,35¢
2,16 647 1,31(
73€ 881 723
(931) (1,029 (300)
48 63 78
— (2 (31)
(266) (140 (28)
434 79C 48¢
(1,106  1,46¢ (1,272
27€ 121 30
1,947 (2,425) 2,13¢
$4,80: $285¢ $5,28]
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THE WILLIAMS COMPANIES, INC.
SCHEDULE Il — VALUATION AND QUALIFYING ACCOUNTS

ADDITIONS
Charged tc
Beginning Cost and Ending
Balance Expenses Other Deductions Balance
(Millions)
Year ended December 31, 20!
Allowance for doubtful accounts — accounts and siote
receivable(a $ 15 % 12 $— % — $ 27
Deferred tax asset valuation allowance 36 21 — — 57
Price-risk management credit reserves 7 6)e) — — 1
Processing plant major maintenance accrui 8 — — 8(c) —
Year ended December 31, 201
Allowance for doubtful accounts — accounts and siote
receivable(a 86 4 (66)(f) 9(d) 15
Deferred tax asset valuation allowance 37 1) — — 36
Price-risk management credit reserves 15 8 — — 7
Processing plant major maintenance accrui 7 2 — 1 8
Year ended December 31, 201
Allowance for doubtful accounts — accounts and siote
receivable(a 98 3 — 15(d) 86
Deferred tax asset valuation allowance 62 (25) — — 37
Price-risk management credit reserves 3 12e) — — 15
Processing plant major maintenance accrui 6 1 — — 7

(a) Deducted from related asse
(b) Included inaccrued liabilitiesin 2006 ancother liabilities and deferred inconin 2005.

(c) Effective January 1, 2007, we adopted FASB Staéiitiim (FSP) No. AUG AIR-1Accounting for Planned
Major Maintenance Activitie. As a result, we recognized as other income ami$i®n reversal of an accrual
for major maintenance on our Geismar ethane craerdid not apply the FSP retrospectively becalise
impact to our 2007 earnings, as well as the imfmaptior periods, is not material. We have adojphed
deferral method of accounting for these costs gingard.

(d) Represents balances written off, reclassificatiansl, recoveries
(e) Included inrevenues
(f) During 2006, $66 million in previously reserved &nreceivables were sol
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Item 9. Changes in and Disagreements with Accountants orcégnting and Financial Disclosure

None.

Item 9A. Controls and Procedure

Evaluation of Disclosure Controls and Procedures

An evaluation of the effectiveness of the desigah aperation of our disclosure controls and proceslas
defined in Rules 13a-15(e) and 15d — 15(e) of #meuSties Exchange Act) (Disclosure Controls) wadgrmed as
of the end of the period covered by this reporisEvaluation was performed under the supervisiahveith the
participation of our management, including our Clirecutive Officer and Chief Financial Officer. &= upon th:
evaluation, our Chief Executive Officer and Chigidancial Officer concluded that these Disclosurai@uls are
effective at a reasonable assurance level.

Our management, including our Chief Executive @ifiand Chief Financial Officer, does not expect tha
Disclosure Controls will prevent all errors andfedlud. A control system, no matter how well coneeiand
operated, can provide only reasonable, not absalsseirance that the objectives of the controksysire met.
Further, the design of a control system must reflee fact that there are resource constraintsttamtenefits of
controls must be considered relative to their cadsause of the inherent limitations in all cohttystems, no
evaluation of controls can provide absolute assgdimat all control issues and instances of friuat)y, within the
company have been detected. These inherent liongthclude the realities that judgments in deaisiaking can
be faulty, and that breakdowns can occur becausingiie error or mistake. Additionally, controlsndae
circumvented by the individual acts of some persbgsollusion of two or more people, or by managatroverrid
of the control. The design of any system of costado is based in part upon certain assumptionmstdbe
likelihood of future events, and there can be reuace that any design will succeed in achiewmgtated goals
under all potential future conditions. Becausehefinherent limitations in a cost-effective contsgstem,
misstatements due to error or fraud may occur andhé detected. We monitor our Disclosure Contaold make
modifications as necessary; our intent in this régathat the Disclosure Controls will be modifiasl systems
change and conditions warrant.

Management’s Report on Internal Control over Finandal Reporting

See “Management’s Report on Internal Control oveafkcial Reporting” set forth in Item 8, “Financial
Statements and Supplementary Data.”

Changes in Internal Controls Over Financial Reporthg
There have been no changes during the fourth quafrg007 that have materially affected, or aresoe@bly
likely to materially affect, our Internal Controver financial reporting.

Item 9B. Other Information

None.

PART IlI

Item 10. Directors, Executive Officers and Corporate Govence

The information regarding our directors and nominkee director required by Item 401 of Regulatic# Svill
be presented under the headings “Board of DireetoBoard Committees,” and “Election of Directorg”aur
Proxy Statement prepared for the solicitation afxgs in connection with our Annual Meeting of Stholders to b
held May 15, 2008 (Proxy Statement), which inforiorais incorporated by reference herein.

Information regarding our executive officers requiby Item 401(b) of Regulation S-K is presentethatend
of Part | herein and captioned “Executive Officefshe Registrant” as permitted by General InstancG(3) to
Form 10-K and Instruction 3 to Item 401(b) of Remigdn S-K.
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Information required by Item 405 of Regulation Ssil be included under the heading “Compliance with
Section 16(a) of the Securities Exchange Act 04193 our Proxy Statement, which information is @émgorated by
reference herein.

Information required by paragraphs (c)(3), (d)(@) &d)(5) of Iltem 407 of Regulation S-K will be lnded
under the heading “Corporate Governance” in ouky &tatement, which information in incorporatedrbference
herein.

We have adopted a Code of Ethics that appliest@€bief Executive Officer, Chief Financial Officeaand
Controller, or persons performing similar functiolifie Code of Ethics, together with our Corporate@&nance
Guidelines, the charters for each of our board citaeas, and our Code of Business Conduct applicatdd
employees are available on our Internet websitgtat//www.williams.comWe will provide, free of charge, a copy
of our Code of Ethics or any of our other corpoteuments listed above upon written request tcSearetary at
Williams, One Williams Center, Suite 4700, Tuls&ldhoma 74172. We intend to disclose any amendnterds
waivers of the Code of Ethics on behalf of our Chieecutive Officer, Chief Financial Officer, Coatier, and
persons performing similar functions on our Intémuebsite ahttp://www.williams.conunder the Investor Relatic
caption, promptly following the date of any sucheamdment or waiver.

Item 11. Executive Compensatio

The information required by Item 402 and paragrgeh@l) and (e)(5) of Item 407 of Regulation S-i§asding
executive compensation will be presented undeh#aglings “Board of Directors,” “Executive Compeisaf
“Compensation committee interlocks and insideripigtion,” and “Compensation committee reportoun Proxy
Statement, which information is incorporated byerefice herein. Notwithstanding the foregoing, ttiermation
provided under the heading “Compensation CommRiegort” in our Proxy Statement is furnished andist@ be
deemed to be filed for purposes of Section 18 efSbcurities Exchange Act of 1934, as amendedtisubject to
the liabilities of that section and is not deemmebrporated by reference in any filing under theusigies Act of
1933, as amended.

Item 12. Security Ownership of Certain Beneficial Owners anbnagement and Related Stockholder Matt

The information regarding securities authorizedi$suance under equity compensation plans reqbied
Item 201(d) of Regulation S-K and the security oxgh# of certain beneficial owners and managemesuired by
Item 403 of Regulation S-K will be presented uniter headings “Equity Compensation Stock Plans™&saturity
Ownership of Certain Beneficial Owners and Manag#iria our Proxy Statement, which information is
incorporated by reference herein.

Item 13. Certain Relationships and Related Transactions, abitector Independenci

The information regarding certain relationships egldted transactions required by Item 404 and #6i#(a) of
Regulation S-K will be presented under the heatidgrtain Relationships and Related Transactions!’ an
“Corporate Governance” in our Proxy Statement, Whiindormation is incorporated by reference herein.

Item 14. Principal Accounting Fees and Servict

The information regarding our principal account@ets and services required by Item 9(e) of Schetiuewill
be presented under the heading “Principal Accouraas and Service#i our Proxy Statement, which informati
is incorporated by reference herein.
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PART IV

Item 15. Exhibits, Financial Statement Schedule

(d) 1and 2.
Page
Covered by report of independent audit
Consolidated statement of income for each yedrerthree year period ended December 31, . 80
Consolidated balance sheet at December 31, 200ZG6& 81
Consolidated statement of stockholders’ equityefach year in the three year period ended Deceniher 3
2007 82
Consolidated statement of cash flows for each iyetire three year period ended December 31, : 83
Notes to consolidated financial stateme 84
Schedule for each year in the three year perioédimkcember 31, 200
Il — Valuation and qualifying accoun 14t
Not covered by report of independent audit
Quarterly financial data (unaudite 13¢
Supplemental oil and gas disclosures (unaud 141

All other schedules have been omitted since theired, information is not present or is not preser@mounts
sufficient to require submission of the scheduldyerause the information required is includedifinancial
statements and notes thereto.

(a) 3 and (b). The exhibits listed below are figedpart of this annual report.

INDEX TO EXHIBITS

Exhibit

No. Description

3.1* — Restated Certificate of Incorporation, as suppldaegk(filed as Exhibit 3.1 to our Form 10-K filed
March 11, 2005)

3.2* — Restated B-Laws (filed as Exhibit 3.2 to our current reportForm &K filed May 22, 2007)

4.1* — Form of Senior Debt Indenture between Williams Badk One Trust company, N.A. (formerly The
First National Bank of Chicago), as Trustee (fitedExhibit 4.1 to our Form S-3 filed September 8,
1997).

4.2* — Form of Floating Rate Senior Note (filed as ExhibB to outForm £-3 filed September 8, 1997

4.3* — Form of Fixed Rate Senior Note (filed as Exhibit th ourForm -3 filed September 8, 1997

4.4* — Trust Company, N.A., as Trustee, dated as of Jgriigr2001 (filed as Exhibit 4(j) to Form 10-K for
the fiscal year ended December 31, 20

4.5* — Fifth Supplemental Indenture between Williams amhBOne Trust Company, N.A., as Trustee, dated
as of January 17, 2001 (filed as Exhibit 4(k) to Barm 10-K for the fiscal year ended December 31,
2000).

4.6* — Seventh Supplemental Indenture dated March 19, ,2f#i&een The Williams Companies, Inc. as
Issuer and Bank One Trust Company, National Astiociaas Trustee (filed as Exhibit 4.1 to our
Form 1(-Q filed May 9, 2002)

4.7* — Form of Senior Debt Indenture between Williams Htodd of Delaware, Inc. and Citibank, N.A., as
Trustee (filed as Exhibit 4.1 to Williams HoldingEDelaware, Inc.’s our Form 10-Q filed October 18,
1995).
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Exhibit
No. Description
4.8* — First Supplemental Indenture dated as of July 9991among Williams Holdings of Delaware, Inc.,
Citibank, N.A., as Trustee (filed as Exhibit 4(o)Rorm 10-K for the fiscal year ended December 31,
1999).

4.9* — Senior Indenture dated February 25, 1997, betweBR®D Inc. and Bank One Trust Company, N.A.
(formerly The First National Bank of Chicago), asidtee (filed as Exhibit 4.4.1 to MAPCO Inc.’s
Amendment No. 1 tForm $-3 dated February 25, 199°

4.10* — Supplemental Indenture No. 1 dated March 5, 198&yé&en MAPCO Inc. and Bank One
Trust Company, N.A. (formerly The First Nationalrikeof Chicago), as Trustee (filed as Exhibit 4(o)
to MAPCO Inc’sForm 1(-K for the fiscal year ended December 31, 19

4.11* — Supplemental Indenture No. 2 dated March 5, 198&yé&en MAPCO Inc. and Bank One
Trust Company, N.A. (formerly The First Nationalrikeof Chicago), as Trustee (filed as Exhibit 4(p)
to MAPCO Inc’'sForm 1K for the fiscal year ended December 31, 19

4.12* — Supplemental Indenture No. 3 dated March 31, 188&ng MAPCO Inc., Williams Holdings of
Delaware, Inc. and Bank One Trust Company, N.An(ferly The First National Bank of Chicago), as
Trustee (filed as Exhibit 4(j) to Williams Holdingé Delaware, Inc.’s Form 10-K for the fiscal year
ended December 31, 199

4.13* — Supplemental Indenture No. 4 dated as of July 929lamong Williams Holdings of Delaware, Inc.,
Williams and Bank One Trust Company, N.A. (formeFlye First National Bank of Chicago), as
Trustee (filed as Exhibit 4(q) to oForm 1(-K for the fiscal year ended December 31, 19

4.14* — Indenture dated as of May 28, 2003, by and betwé&enwilliams Companies, Inc. and JPMorgan
Chase Bank, as Trustee for the issuance of th&bkMior Subordinated Convertible Debentures due
2033 (filed as Exhibit 4.2 to olForm 1(-Q filed August 12, 2003}

4.15* — Amended and Restated Rights Agreement dated Septeé2thb2004 by and between The Williams
Companies, Inc. and EquiServe Trust Company, NM#&Rights Agent (filed as Exhibit 4.1 to our
Form &K filed September 21, 2004

4.16* — Amendment No. 1 dated May 18, 2007 to the AmendedRestated Rights Agreement dated
September 21, 2004 (filed as Exhibit 4.1 to ourentrreport orForm ¢-K filed May 22, 2007)

4.17* — Amendment No. 2 dated October 12, 2007 to the Ameérachd Restated Rights Agreement dated
September 21, 2004 (filed as Exhibit 4.1 to ourenirreport orForm &K filed October 15, 2007

4.18* — Senior Indenture, dated as of November 30, 199%dmn Northwest Pipeline Corporation and
Chemical Bank, Trustee with regard to Northweselig's 7.125% Debentures, due 2025 (filed as
Exhibit 4.1 to Northwest Pipelirs Form &-3 filed September 14, 199¢

4.19* — Indenture dated as of June 22, 2006, between NesthRipeline Corporation and JPMorgan Chase
Bank, N.A., as Trustee, with regard to Northwegielne’s $175 million aggregate principal amoun
7.00% Senior Notes due 2016 (filed as Exhibit 4. Northwest Pipeline’s Form 8-K dated June 23,
2006).

4.20* — Indenture, dated as of April 5, 2007, between Neetst Pipeline Corporation and The Bank of New
York (filed as Exhibit 4.1 to Northwest Pipeline i@oration’s (Commission File number
001-07414)current report oilForm &K filed April 5, 2007).

4.21* — Senior Indenture dated as of July 15, 1996 betweanscontinental Gas Pipe Line Corporation and
Citibank, N.A., as Trustee (filed as Exhibit 4.1Ti@nscontinental Gas Pipe Line Corporation’s
Form &3 dated April 2, 1996)

4.22* — Senior Indenture dated as of January 16, 1998 leetveanscontinental Gas Pipe Line Corporation
Citibank, N.A., as Trustee (filed as Exhibit 4.1Ti@nscontinental Gas Pipe Line Corporation’s
Form &3 dated September 8, 199

4.23* — Indenture dated as of August 27, 2001 between Toamimental Gas Pipe Line Corporation and
Citibank, N.A., as Trustee (filed as Exhibit 4.1Ti@nscontinental Gas Pipe Line Corporation’s
Form -4 dated November 8, 200!
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Exhibit
No. Description
4.24* — Indenture dated as of July 3, 2002 between Trariseoral Gas Pipe Line Corporation and Citibank,
N.A., as Trustee (filed as Exhibit 4.1 to The Witis Companies Ir's Form 10-Q for the quarterly
period ended June 30, 200
4.25* — Indenture dated December 17, 2004 between Trariseotdl Gas Pipe Line Corporation and
JPMorgan Chase Bank, N.A., as Trustee (filed astibdh 1 to Transcontinental Gas Pipe Line
Corporatior s Form &K filed December 21, 2004
4.26* — Indenture dated as of April 11, 2006, between Teansnental Gas Pipe Line Corporation and
JPMorgan Chase Bank, N.A., as Trustee with regafiddnscontinental Gas Pipe Line’s $200 million
aggregate principal amount of 6.4% Senior Note2{)6 (filed as Exhibit 4.1 to Transcontinental Gas
Pipe Line Corporatic’s Form ¢-K dated April 11, 2006]
4.27* — Indenture dated June 20, 2006, by and among W#liRartners L.P., Williams Partners Finance
Corporation and JPMorgan Chase Bank, N.A. (file@Edsibit 4.1 to Williams Partners L.P.
Form &K filed June 20, 2006
4.28* — Indenture dated December 13, 2006, by and amonlpWd Partners L.P., Williams Partners Finance
Corporation and The Bank of New York (filed as Ebih#.1 to Williams Partners L.P. filed
December 19, 2006
10.1* — The Williams Companies, Inc. Supplemental Retirenftan effective as of January 1, 1988 (filed as
Exhibit 10(iii)(c) to ourForm 1(-K for the fiscal year ended December 31, 19
10.2* — First Amendment to The Williams Companies, Inc. @amental Retirement Plan effective as of
April 1, 1988 (filed as Exhibit 10.2 to oForm 1(-K for the fiscal year ended December 31, 20
10.3* — Second Amendment to The Williams Companies, Inppfamental Retirement Plan effective as of
January 1, 2002 and January 1, 2003 (filed as Bxt@3 to outForm 1(-K filed March, 11, 2005)
10.4* — The Williams Companies, Inc. Stock Plan for Noni€df Employees (filed as Exhibit 10(iii)(g) to our
Form 1(-K for the fiscal year ended December 31, 19
10.5* — The Williams Companies, Inc. 1996 Stock Plan (fisesdEXxhibit A to our Proxy Statement dated
March 27, 1996)
10.6* — The Williams Companies, Inc. 1996 Stock Plan fonMmnployee Directors (filed as Exhibit B to our
Proxy Statement dated March 27, 19¢
10.7* — The Williams Companies, Inc. 2001 Stock Plan (figesdExhibit 10.7 to our Form 10-K for the fiscal
year ended December 31, 20(C
10.8* — The Williams Companies, Inc. 2002 Incentive PlanNon-Employee Director Stock Option
Agreement (filed as Exhibit 10.8 to acForm 1(-K for the fiscal year ended December 31, 20
10.9* — Indemnification Agreement effective as of Augusi1286, among Williams, members of the Board of
Directors and certain officers of Williams (filed &xhibit 10(iii)(e) to our Form 10-K for the year
ended December 31, 198
10.10* — Form of 2004 Deferred Stock Agreement among Wilaand certain employees and officers (filed as
Exhibit 10.12 to ouForm 1(-K filed March 11, 2005)
10.11* — Form of 2004 Performance-Based Deferred Stock Agess among Williams and executive officers
(filed as Exhibit 10.13 to oltForm 1(-K filed March 11, 2005)
10.12* — Form of Stock Option Agreement among Williams aadain employees and officers (filed as
Exhibit 99.1 to ouForm &K filed March 2, 2005)
10.13* — Form of 2005 Deferred Stock Agreement among Wilaand certain employees and officers (filed as
Exhibit 99.2 to ouForm &K filed March 2, 2005)
10.14* — Form of 2005 Performance-Based Deferred Stock Agess among Williams and executive officers
(filed as Exhibit 99.3 to olForm &K filed March 2, 2005)
10.15* — Form of 2006 Deferred Stock Agreement among Wilsaand certain employees and officers (filed as
Exhibit 99.1 to ouForm &K filed March 7, 2006)
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Exhibit

No. Description

10.16* — Form of 2006 Stock Option Agreement among Willisansl certain employees and officers (filed as
Exhibit 99.2 to ouForm &K filed March 7, 2006)

10.17* — Form of 2006 Performance-Based Deferred Stock Agess among Williams and certain employees
and officers (filed as Exhibit 99.3 to oForm &K filed March 7, 2006)

10.18* — Form of 2007 Restricted Stock Unit Agreement am@fijams and certain employees and officers
(filed as Exhibit 99.1 to our current report Form &K filed March 1, 2007)

10.19* — Form of 2007 Nonqualified Stock Option Agreemenbag Williams and certain employees and
officers (filed as Exhibit 99.2 to our current reppon Form &K filed March 1, 2007)

10.20* — Form of 2007 Performance-Based Restricted Stock Agrieement among Williams and certain
employees and officers (filed as Exhibit 99.3 to current report olForm ¢-K filed March 1, 2007)

10.21* — The Williams Companies, Inc. 2001 Stock Plan (fissdEXhibit 4.1 to our Form S-8 filed August 1,
2001).

10.22* — The Williams Companies, Inc. 2002 Incentive Plamm&nded and restated effective as of January 23,
2004 (filed as Exhibit 10.1 to oForm 1(-Q filed on August 5, 2004

10.23* — The Williams Companies, Inc. 2007 Incentive Plaledfas Appendix C to our Definitive Proxy
Statement 14A filed on April 10, 2007

10.24* — The Williams Companies, Inc. Employee Stock Puretiéan (filed as Appendix D to our Definitive
Proxy Statement 14A filed on April 10, 200

10.25* — Form of Change in Control Severance Agreement larivitee Company and certain executive officers
(filed as Exhibit 10.12 to oltForm 1(-Q filed November 14, 2002

10.26* — Settlement Agreement, by and among the GoverntiteoState of California and the several other
parties named therein and The Williams Companies,dnd Williams Energy Marketing & Trading
Company dated November 11, 2002 (filed as Exhibit9 to our Form 10-K for the fiscal year ended
December 31, 2002

10.27* — The Williams Companies, Inc. Severance Pay Plaknasnded and Restated effective October 28,
2003 (filed as Exhibit 10.21 to oForm 1(-K for the fiscal year ended December 31, 20

10.28* — Amendment to The Williams Companies, Inc. SeverdmePlan dated October 28, 2003 (filed as
Exhibit 10.22 to ouForm 1(-K for the fiscal year ended December 31, 20

10.29* — Amendment to The Williams Companies, Inc. SeverdteePlan dated June 1, 2004 (filed as
Exhibit 10.23 to ouForm 1(-K for the fiscal year ended December 31, 20

10.30* — Amendment to The Williams Companies, Inc. SeverdteePlan dated January 1, 2005 (filed as
Exhibit 10.24 to ouForm 1(-K for the fiscal year ended December 31, 20

10.31* — Amendment Agreement, dated May 9, 2007, among Thieaw's Companies, Inc., Williams Partners
L.P., Northwest Pipeline Corporation, Transconttaé@as Pipe Line Corporation, certain banks,
financial institutions and other institutional lexrd and Citibank, N.A., as administrative agemedfias
Exhibit 10.1 to our current report (Form ¢-K filed May 15, 2007)

10.32* — Amendment Agreement dated November 21, 2007 ambegdAlilliams Companies, Inc., Williams
Partners L.P., Northwest Pipeline GP, Transcontalgbas Pipe Line Corporation, certain banks,
financial institutions and other institutional leard and Citibank, N.A., as administrative agem¢dfias
Exhibit 10.1 to ouForm &K filed November 28, 2007

10.33* — Credit Agreement dated as of May 1, 2006, among\Whéams Companies, Inc., Northwest Pipeline
Corporation, Transcontinental Gas Pipe Line Corpmmaand Williams Partners L.P., as Borrowers
and Citibank, N.A., as Administrative Agent (filad Exhibit 10.1 to otform &K filed May 1, 2006)

10.34* — U.S. $400,000,000 Five Year Credit Agreement dasdiary 20, 2005 among The Williams
Companies, Inc., as Borrower, the Initial Lendeamad herein, as Initial Lenders, the Initial Isguin
Banks named herein, as Initial Issuing Banks anith&lik, N.A., as Agent (filed as Exhibit 10.3 torou
Form &K filed on January 26, 200%
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10.35* — U.S. $100,000,000 Five Year Credit Agreement datediary 20, 2005 among The Williams
Companies, Inc., as Borrower, the Initial Lendeamed herein, as Initial Lenders, the Initial Isguin
Banks named herein, as Initial Issuing Banks atith&@ik, N.A., as Agent (filed as Exhibit 10.4 tor
Form &K filed on January 26, 200=

10.36* — U.S. $500,000,000 Five Year Credit Agreement d&egtember 20, 2005 among The Williams
Companies, Inc., as Borrower, the Initial Lendeamed herein, as Initial Lenders, the Initial Isguin
Banks named herein, as Initial Issuing Banks atith&ik, N.A., as Agent (filed as Exhibit 10.1 tor
Form &K filed on September 26, 200!

10.37* — U.S. $200,000,000 Five Year Credit Agreement d&egtember 20, 2005 among The Williams
Companies, Inc., as Borrower, the Initial Lendeamed herein, as Initial Lenders, the Initial Isguin
Banks named herein, as Initial Issuing Banks anith&ik, N.A., as Agent (filed as Exhibit 10.2 tor
Form &K filed on September 26, 200!

10.38* — Assumption Agreement dated June 17, 2003 by anvdeeet The Williams Companies, Inc. and WEG
Acquisitions, L.P. (filed as Exhibit 10.10 to cForm 1(-Q filed August 12, 2003}

1C.39* — Agreement for the Release of Certain Indemnificat@bligations dated as of May 26, 2004 by and
among Magellan Midstream Holdings, L.P., MagellaP G_.LC and Magellan Midstream Partners,
L.P., on the one hand, and The Williams Comparies, Williams Energy Services, LLC, Williams
Natural Gas Liquids, Inc. and Williams GP LLC, & tother hand (filed as Exhibit 10.6 to «
Form 1(-Q filed August 5, 2004)

1C.40* — Master Professional Services Agreement dated asraf 1, 2004, by and between The Williams
Companies, Inc. and International Business Mach@Gwporation (filed as Exhibit 10.2 to our
Form 1(-Q filed August 5, 2004)

10.41* — Amendment No. 1 to the Master Professional SenAggeement dated June 1, 2004, by and between
The Williams Companies, Inc. and International Bess Machines Corporation made as of June 1,
2004 (filed as Exhibit 10.3 to oForm 1(-Q filed August 5, 2004)

1C.42* — Purchase and Sale Agreement, dated November 16, BQ@nd among Williams Energy Services,
LLC, Williams field Services Group, LLC, Williamsiéld Services Company, LLC Williams Partners
GP LLC, Williams Partners L.P. and Williams Parm@perating LLC (incorporated by reference to
Exhibit 2.1 to Williams Partners L.P.’s current ogppon Form 8-K (File No. 1-32599) filed on
November 21, 2006) (filed as Exhibit 2.1 to iForm &K filed November 22, 2006

1C.43* — Credit Agreement dated February 23, 2007 amongafid Production RMT Company, Williams
Production Company, LLC, Citibank, N.A., Citigro@gmergy Inc., Calyon New York Branch, and the
banks named therein, and Citigroup Global Markets &nd Calyon New York Branch as joint lead
arrangers and co-book runners (filed as Exhibi#1® our Form 10-K for the fiscal year ended
December 31, 2006

1C.44* — Asset Purchase Agreement between Williams Powerpaow Inc. and Bear Energy LP dated
May 20, 2007 (filed as Exhibit 99.1 to our curregport onForm &K filed May 22, 2007)

1C.45* — Credit Agreement dated as of December 11, 200@ndyamong Williams Partners L.P., the lenders
party hereto, Citibank, N.A., as Administrative Agand Issuing Bank, and The Bank of Nova Sc
as Swingline Lender (filed as Exhibit 10.5 to Witis Partners L.P. Form 8-K filed December 17,
2007).

1C.46* — Contribution Conveyance and Assumption AgreemeatediJanuary 24, 2008, among Williams
Pipeline Partners L.P., Williams Pipeline Operatihg:, WPP Merger LLC, Williams Pipeline
Partners Holdings LLC, Northwest Pipeline GP, Viiitis Pipeline GP LLC, Williams Gas Pipeline
Company, LLC, WGPC Holdings LLC and Williams PipeiServices Company (filed as
Exhibit 10.2 to 1 to Williams Pipeline Partners LForm &K filed January 30, 2008

12 — Computation of Ratio of Earnings to Combined Fidthrges and Preferred Stock Dividend
Requirements
14* — Code of Ethics (filed as Exhibit 14 Form 1(-K for the fiscal year ended December 31, 20
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20* — Definitive Proxy Statement of Williams for 2008 (e filed with the Securities and Exchange
Commission on or before April 15, 200:
21 — Subsidiaries of the registral

23.1 — Consent of Independent Registered Public Accouriing, Ernst & Young LLP

23.2 — Consent of Independent Petroleum Engineers andoGistd, Netherland, Sewell & Associates, |

23.3 — Consent of Independent Petroleum Engineers andoGistd, Miller and Lents, LTC

24 — Power of Attorney together with certified resoluti

31.1 — Certification of the Chief Executive Officer pursudo Rules 13a-14(a) and 15d-14(a) promulgated
under the Securities Exchange Act of 1934, as asterahd Item 601(b)(31) of Regulation S-K, as
adopted pursuant to Section 302 of the Sart-Oxley Act of 2002

31.2 — Certification of the Chief Financial Officer pursudo Rules 13a-14(a) and 15d-14(a) promulgated
under the Securities Exchange Act of 1934, as asterahd Item 601(b)(31) of Regulation S-K, as
adopted pursuant to Section 302 of the Sart-Oxley Act of 2002

32 — Certification of the Chief Executive Officer ancetlhief Financial Officer pursuant to 18 U.S.C.
Section 1350, as adopted pursuant to Section 98&dbarban-Oxley Act of 2002

* Each such exhibit has heretofore been filed withSEC as part of the filing indicated and is incogbed herein
by reference
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SIGNATURES

Pursuant to the requirements of Section 13 or 1&{the Securities Exchange Act of 1934, the regigthas
duly caused this report to be signed on its behathe undersigned, thereunto duly authorized.

THE WiLLIAMS COMPANIES, INC.
(Registrant)

By: /sl BRIAN K. SHORE

Brian K. Shore
Attorney-in-Fact

Date: February 26, 2008

Pursuant to the requirements of the Securities &xga Act of 1934, this report has been signed belpithe
following persons on behalf of the registrant amthie capacities and on the dates indicated.

Signature Title Date
/sl STEVEN J. MAaLCOLM* President, Chief Executive Officer February 26, 2008
Steven J. Malcolm* and Chairman of the Board

(Principal Executive Officer

/s/ DoNALD R. CHAPPEL* Senior Vice President and Chief February 26, 2008
Donald R. Chappel* Financial Officer
(Principal Financial Officer
/sl Tep T. TIMMERMANS* Controller (Principal Accounting February 26, 2008
Ted T. Timmermans Officer)
/sl KATHLEEN B. CoOPER Director February 26, 2008

Kathleen B. Cooper

/sl IRL F. ENGELHARDT* Director February 26, 2008
Irl F. Engelhardt?

/sl WiLLIAM R. GRANBERRY* Director February 26, 2008
William R. Granberry*

/sl WiLLiam E. CREEN* Director February 26, 2008
William E. Green*

/sl JuaNITA H. HINSHAW* Director February 26, 2008
Juanita H. Hinshaw

/sl W.R. HoweLL* Director February 26, 2008
W.R. Howell*
/sl CHARLES M. LiLLis* Director February 26, 2008

Charles M. Lillis*
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Signature

/s/ GEORGEA. LORCH*
George A. Lorch’

/sl WiLLiAM G. LowRIE*
William G. Lowrie*

/sl Frank T. MAcINNIS*
Frank T. Maclnnis’

/s/ JAaNICE D. STONEY*
Janice D. Stoney

*By: /sl BRIAN K. SHORE *

Brian K. Shore
Attorney-in-Fact
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INDEX TO EXHIBITS

Exhibit

No. Description

3.1* — Restated Certificate of Incorporation, as suppldegk(filed as Exhibit 3.1 to our Form 10-K filed
March 11, 2005)

3.2* — Restated B-Laws (filed as Exhibit 3.2 to our current reportForm ¢-K filed May 22, 2007)

4.1* — Form of Senior Debt Indenture between Williams Badk One Trust company, N.A. (formerly The
First National Bank of Chicago), as Trustee (fitedExhibit 4.1 to our Form S-3 filed September 8,
1997).

4.2* — Form of Floating Rate Senior Note (filed as ExhibB to outForm $-3 filed September 8, 1997

4.3* — Form of Fixed Rate Senior Note (filed as Exhibi#t tb ourForm -3 filed September 8, 1997

4.4* — Trust Company, N.A., as Trustee, dated as of Jgriigr2001 (filed as Exhibit 4(j) to Form 10-K for
the fiscal year ended December 31, 20

4.5* — Fifth Supplemental Indenture between Williams amhiBOne Trust Company, N.A., as Trustee, dated
as of January 17, 2001 (filed as Exhibit 4(k) to Barm 10-K for the fiscal year ended December 31,
2000).

4.6* — Seventh Supplemental Indenture dated March 19, ,2fi&een The Williams Companies, Inc. as
Issuer and Bank One Trust Company, National Astiociaas Trustee (filed as Exhibit 4.1 to our
Form 1(-Q filed May 9, 2002)

4.7* — Form of Senior Debt Indenture between Williams Htodd of Delaware, Inc. and Citibank, N.A., as
Trustee (filed as Exhibit 4.1 to Williams HoldingEDelaware, Inc.’s our Form 10-Q filed October 18,
1995).

4.8* — First Supplemental Indenture dated as of July 9991among Williams Holdings of Delaware, Inc.,
Citibank, N.A., as Trustee (filed as Exhibit 4(0)Rorm 10-K for the fiscal year ended December 31,
1999).

4.9* — Senior Indenture dated February 25, 1997, betweR®D Inc. and Bank One Trust Company, N.A.
(formerly The First National Bank of Chicago), asidtee (filed as Exhibit 4.4.1 to MAPCO Inc.’s
Amendment No. 1 tForm $-3 dated February 25, 199°

4.10* — Supplemental Indenture No. 1 dated March 5, 198&yéen MAPCO Inc. and Bank One
Trust Company, N.A. (formerly The First Nationalrikof Chicago), as Trustee (filed as Exhibit 4(0)
to MAPCO Inc’'sForm 1K for the fiscal year ended December 31, 19

4.11* — Supplemental Indenture No. 2 dated March 5, 198&yé&en MAPCO Inc. and Bank One
Trust Company, N.A. (formerly The First Nationalrikeof Chicago), as Trustee (filed as Exhibit 4(p)
to MAPCO Inc’sForm 1(-K for the fiscal year ended December 31, 19

4.12* — Supplemental Indenture No. 3 dated March 31, 188&ng MAPCO Inc., Williams Holdings of
Delaware, Inc. and Bank One Trust Company, N.Antfrly The First National Bank of Chicago), as
Trustee (filed as Exhibit 4(j) to Williams Holdingé Delaware, Inc.’s Form 10-K for the fiscal year
ended December 31, 199

4.13* — Supplemental Indenture No. 4 dated as of July 929lamong Williams Holdings of Delaware, Inc.,
Williams and Bank One Trust Company, N.A. (formeFlye First National Bank of Chicago), as
Trustee (filed as Exhibit 4(q) to oForm 1(-K for the fiscal year ended December 31, 19

4.14* — Indenture dated as of May 28, 2003, by and betwé&enwilliams Companies, Inc. and JPMorgan
Chase Bank, as Trustee for the issuance of thé&bJMior Subordinated Convertible Debentures due
2033 (filed as Exhibit 4.2 to olForm 1(-Q filed August 12, 2003}

4.15* — Amended and Restated Rights Agreement dated Seete2hb2004 by and between The Williams
Companies, Inc. and EquiServe Trust Company, NM@&Rights Agent (filed as Exhibit 4.1 to our
Form &K filed September 21, 200

4.16* — Amendment No. 1 dated May 18, 2007 to the AmendedRestated Rights Agreement dated
September 21, 2004 (filed as Exhibit 4.1 to ourenirreport orForm &K filed May 22, 2007)

4.17* — Amendment No. 2 dated October 12, 2007 to the Amérmhd Restated Rights Agreement dated
September 21, 2004 (filed as Exhibit 4.1 to ourentrreport orForm ¢-K filed October 15, 2007

4.18* — Senior Indenture, dated as of November 30, 199%dmn Northwest Pipeline Corporation and
Chemical Bank, Trustee with regard to Northweselig's 7.125% Debentures, due 2025 (filed as
Exhibit 4.1 to Northwest Pipelirs Form &-3 filed September 14, 199¢
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4.19* — Indenture dated as of June 22, 2006, between NeshRipeline Corporation and JPMorgan Chase
Bank, N.A., as Trustee, with regard to NorthweseRne’s $175 million aggregate principal amoun
7.00% Senior Notes due 2016 (filed as Exhibit 4. Northwest Pipeline’s Form 8-K dated June 23,
2006).
4.20* — Indenture, dated as of April 5, 2007, between Neet Pipeline Corporation and The Bank of
New York (filed as Exhibit 4.1 to Northwest Pipai€orporatio’s (Commission File number
001-07414)current report olForm &K filed April 5, 2007).
4.21* — Senior Indenture dated as of July 15, 1996 betWeanscontinental Gas Pipe Line Corporation and
Citibank, N.A., as Trustee (filed as Exhibit 4.1Ti@nscontinental Gas Pipe Line Corporation’s
Form &-3 dated April 2, 1996)
4.22* — Senior Indenture dated as of January 16, 1998 leetWeanscontinental Gas Pipe Line Corporatior
Citibank, N.A., as Trustee (filed as Exhibit 4.1Ti@nscontinental Gas Pipe Line Corporation’s
Form $-3 dated September 8, 199
4.23* — Indenture dated as of August 27, 2001 between Tomtimiental Gas Pipe Line Corporation and
Citibank, N.A., as Trustee (filed as Exhibit 4.1Ti@nscontinental Gas Pipe Line Corporation’s
Form &4 dated November 8, 200!
4.24* — Indenture dated as of July 3, 2002 between Trarniseoral Gas Pipe Line Corporation and Citibank,
N.A., as Trustee (filed as Exhibit 4.1 to The Wiittis Companies Ir's Form 10-Q for the quarterly
period ended June 30, 200
4.25* — Indenture dated December 17, 2004 between Trariseotdl Gas Pipe Line Corporation and
JPMorgan Chase Bank, N.A., as Trustee (filed astibdh 1 to Transcontinental Gas Pipe Line
Corporatior s Form &K filed December 21, 2004
4.26* — Indenture dated as of April 11, 2006, between Teansnental Gas Pipe Line Corporation and
JPMorgan Chase Bank, N.A., as Trustee with regafiddnscontinental Gas Pipe Line’s $200 million
aggregate principal amount of 6.4% Senior Note2ll5 (filed as Exhibit 4.1 to Transcontinental Gas
Pipe Line Corporatic’'s Form &K dated April 11, 2006)
4.27* — Indenture dated June 20, 2006, by and among W#liRartners L.P., Williams Partners Finance
Corporation and JPMorgan Chase Bank, N.A. (file@Edsibit 4.1 to Williams Partners L.P.
Form &K filed June 20, 2006
4.28* — Indenture dated December 13, 2006, by and amonlpWd Partners L.P., Williams Partners Finance
Corporation and The Bank of New York (filed as Ebih#.1 to Williams Partners L.P. filed
December 19, 2006
10.1* — The Williams Companies, Inc. Supplemental Retirenfdan effective as of January 1, 1988 (filed as
Exhibit 10(iii)(c) to ourForm 1(-K for the fiscal year ended December 31, 19
10.2* — First Amendment to The Williams Companies, Inc. @amental Retirement Plan effective as of
April 1, 1988 (filed as Exhibit 10.2 to oForm 1(-K for the fiscal year ended December 31, 20
10.3* — Second Amendment to The Williams Companies, Inppfamental Retirement Plan effective as of
January 1, 2002 and January 1, 2003 (filed as BExt03 to outForm 1(-K filed March, 11, 2005)
10.4* — The Williams Companies, Inc. Stock Plan for Noni€df Employees (filed as Exhibit 10(iii)(g) to our
Form 1(-K for the fiscal year ended December 31, 19
10.5* — The Williams Companies, Inc. 1996 Stock Plan (fisesdEXxhibit A to our Proxy Statement dated
March 27, 1996)
10.6* — The Williams Companies, Inc. 1996 Stock Plan fonMmnployee Directors (filed as Exhibit B to our
Proxy Statement dated March 27, 19¢
10.7* — The Williams Companies, Inc. 2001 Stock Plan (figesdExhibit 10.7 to our Form 10-K for the fiscal
year ended December 31, 20(C
10.8* — The Williams Companies, Inc. 2002 Incentive PlanNon-Employee Director Stock Option
Agreement (filed as Exhibit 10.8 to acForm 1(-K for the fiscal year ended December 31, 20
10.9* — Indemnification Agreement effective as of Augusi286, among Williams, members of the Board of
Directors and certain officers of Williams (filed &xhibit 10(iii)(e) to our Form 10-K for the year
ended December 31, 198




Table of Contents

Exhibit

No. Description

10.10* — Form of 2004 Deferred Stock Agreement among Wilaand certain employees and officers (filed as
Exhibit 10.12 to ouForm 1(-K filed March 11, 2005)

10.11* — Form of 2004 Performance-Based Deferred Stock Agest among Williams and executive officers
(filed as Exhibit 10.13 to otForm 1(-K filed March 11, 2005)

10.12* — Form of Stock Option Agreement among Williams aadain employees and officers (filed as
Exhibit 99.1 to ouForm &K filed March 2, 2005)

10.13* — Form of 2005 Deferred Stock Agreement among Wilaand certain employees and officers (filed as
Exhibit 99.2 to ouForm &K filed March 2, 2005)

10.14* — Form of 2005 Performance-Based Deferred Stock Agess among Williams and executive officers
(filed as Exhibit 99.3 to olForm &K filed March 2, 2005)

10.15* — Form of 2006 Deferred Stock Agreement among Wilsaand certain employees and officers (filed as
Exhibit 99.1 to ouForm &K filed March 7, 2006)

10.16* — Form of 2006 Stock Option Agreement among Willizangl certain employees and officers (filed as
Exhibit 99.2 to ouForm ¢K filed March 7, 2006)

10.17* — Form of 2006 Performance-Based Deferred Stock Agesg among Williams and certain employees
and officers (filed as Exhibit 99.3 to oForm ¢-K filed March 7, 2006)

10.18* — Form of 2007 Restricted Stock Unit Agreement am@fiiams and certain employees and officers
(filed as Exhibit 99.1 to our current report Form &K filed March 1, 2007)

10.19* — Form of 2007 Nonqualified Stock Option Agreemenbag Williams and certain employees and
officers (filed as Exhibit 99.2 to our current repon Form &K filed March 1, 2007)

10.20* — Form of 2007 Performance-Based Restricted Stock Agrieement among Williams and certain
employees and officers (filed as Exhibit 99.3 to current report olForm ¢-K filed March 1, 2007)

10.21* — The Williams Companies, Inc. 2001 Stock Plan (figesdExhibit 4.1 to our Form S-8 filed August 1,
2001).

10.22* — The Williams Companies, Inc. 2002 Incentive Plamm&nded and restated effective as of January 23,
2004 (filed as Exhibit 10.1 to oForm 1(-Q filed on August 5, 2004

10.23* — The Williams Companies, Inc. 2007 Incentive Plaledfas Appendix C to our Definitive Proxy
Statement 14A filed on April 10, 2007

10.24* — The Williams Companies, Inc. Employee Stock Puretéan (filed as Appendix D to our Definitive
Proxy Statement 14A filed on April 10, 200

10.25* — Form of Change in Control Severance Agreement kerivilee Company and certain executive officers
(filed as Exhibit 10.12 to oltForm 1(-Q filed November 14, 2002

10.26* — Settlement Agreement, by and among the GoverntiveoState of California and the several other
parties named therein and The Williams Companies,dnd Williams Energy Marketing & Trading
Company dated November 11, 2002 (filed as Exhibi¥9 to our Form 10-K for the fiscal year ended
December 31, 2002

10.27* — The Williams Companies, Inc. Severance Pay Plainasnded and Restated effective October 28,
2003 (filed as Exhibit 10.21 to oForm 1(-K for the fiscal year ended December 31, 20

10.28* — Amendment to The Williams Companies, Inc. SeverdmePlan dated October 28, 2003 (filed as
Exhibit 10.22 to ouForm 1(-K for the fiscal year ended December 31, 20

10.29* — Amendment to The Williams Companies, Inc. Severd&mePlan dated June 1, 2004 (filed as
Exhibit 10.23 to ouForm 1(-K for the fiscal year ended December 31, 20

10.30* — Amendment to The Williams Companies, Inc. SeverdmePlan dated January 1, 2005 (filed as
Exhibit 10.24 to ouForm 1(-K for the fiscal year ended December 31, 20

10.31* — Amendment Agreement, dated May 9, 2007, among Thiega's Companies, Inc., Williams Partners
L.P., Northwest Pipeline Corporation, Transconttaé@as Pipe Line Corporation, certain banks,
financial institutions and other institutional leard and Citibank, N.A., as administrative agem¢dfias
Exhibit 10.1 to our current report (Form ¢-K filed May 15, 2007)
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10.32* — Amendment Agreement dated November 21, 2007 ambegAlilliams Companies, Inc., Williams
Partners L.P., Northwest Pipeline GP, Transcontalgbas Pipe Line Corporation, certain banks,
financial institutions and other institutional lesrd and Citibank, N.A., as administrative agemedfias
Exhibit 10.1 to ouForm &K filed November 28, 2007

10.33* — Credit Agreement dated as of May 1, 2006, among\Whéams Companies, Inc., Northwest Pipeline
Corporation, Transcontinental Gas Pipe Line Corpmmaand Williams Partners L.P., as Borrowers
and Citibank, N.A., as Administrative Agent (filad Exhibit 10.1 to otform &K filed May 1, 2006)

10.34* — U.S. $400,000,000 Five Year Credit Agreement dasdiary 20, 2005 among The Williams
Companies, Inc., as Borrower, the Initial Lendeamad herein, as Initial Lenders, the Initial Isguin
Banks named herein, as Initial Issuing Banks arnith&lik, N.A., as Agent (filed as Exhibit 10.3 torou
Form &K filed on January 26, 200

10.35* — U.S. $100,000,000 Five Year Credit Agreement datediary 20, 2005 among The Williams
Companies, Inc., as Borrower, the Initial Lendeasid herein, as Initial Lenders, the Initial Isguin
Banks named herein, as Initial Issuing Banks arnith&lik, N.A., as Agent (filed as Exhibit 10.4 torou
Form &K filed on January 26, 200%

10.36* — U.S. $500,000,000 Five Year Credit Agreement d&eptember 20, 2005 among The Williams
Companies, Inc., as Borrower, the Initial Lendeamad herein, as Initial Lenders, the Initial Isguin
Banks named herein, as Initial Issuing Banks anith&lik, N.A., as Agent (filed as Exhibit 10.1 torou
Form &K filed on September 26, 200!

10.37*— U.S. $200,000,000 Five Year Credit Agreement d&eptember 20, 2005 among The Williams
Companies, Inc., as Borrower, the Initial Lendeamad herein, as Initial Lenders, the Initial Isguin
Banks named herein, as Initial Issuing Banks arnith&lik, N.A., as Agent (filed as Exhibit 10.2 torou
Form &K filed on September 26, 200!

10.38* — Assumption Agreement dated June 17, 2003 by arvdelest The Williams Companies, Inc. and WEG
Acquisitions, L.P. (filed as Exhibit 10.10 to cForm 1(-Q filed August 12, 2003’

10.39* — Agreement for the Release of Certain Indemnificatibligations dated as of May 26, 2004 by and
among Magellan Midstream Holdings, L.P., Magella® G.LC and Magellan Midstream Partners,
L.P., on the one hand, and The Williams Comparmes, Williams Energy Services, LLC, Williams
Natural Gas Liquids, Inc. and Williams GP LLC, drtother hand (filed as Exhibit 10.6 to «
Form 1(-Q filed August 5, 2004)

10.40* — Master Professional Services Agreement dated dsref 1, 2004, by and between The Williams
Companies, Inc. and International Business Mach@wporation (filed as Exhibit 10.2 to our
Form 1(-Q filed August 5, 2004)

10.41* — Amendment No. 1 to the Master Professional SenAgggement dated June 1, 2004, by and between
The Williams Companies, Inc. and International Bess Machines Corporation made as of June 1,
2004 (filed as Exhibit 10.3 to olForm 1(-Q filed August 5, 2004)

10.42* — Purchase and Sale Agreement, dated November 16, BQ@nd among Williams Energy Services,
LLC, Williams field Services Group, LLC, Williamsi¢id Services Company, LLC Williams Partners
GP LLC, Williams Partners L.P. and Williams Pars@perating LLC (incorporated by reference to
Exhibit 2.1 to Williams Partners L.P.’s current ogfpon Form 8-K (File No. 1-32599) filed on
November 21, 2006) (filed as Exhibit 2.1 to Form &K filed November 22, 2006

10.43* — Credit Agreement dated February 23, 2007 amongakii Production RMT Company, Williams
Production Company, LLC, Citibank, N.A., Citigro&gmergy Inc., Calyon New York Branch, and the
banks named therein, and Citigroup Global Markets &nd Calyon New York Branch as joint lead
arrangers and co-book runners (filed as Exhibi#1® our Form 10-K for the fiscal year ended
December 31, 2006

10.44* — Asset Purchase Agreement between Williams Powerpaag) Inc. and Bear Energy LP dated May
2007 (filed as Exhibit 99.1 to our current repariForm &K filed May 22, 2007)

10.45* — Credit Agreement dated as of December 11, 200@nbyamong Williams Partners L.P., the lenders
party hereto, Citibank, N.A., as Administrative Agand Issuing Bank, and The Bank of Nova Scotia,
as Swingline Lender (filed as Exhibit 10.5 to Withs Partners L.P. Form 8-K filed December 17,
2007).
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1C.46* — Contribution Conveyance and Assumption AgreemeatediJanuary 24, 2008, among Williams
Pipeline Partners L.P., Williams Pipeline Operatihg:, WPP Merger LLC, Williams Pipeline
Partners Holdings LLC, Northwest Pipeline GP, Viiitis Pipeline GP LLC, Williams Gas Pipeline
Company, LLC, WGPC Holdings LLC and Williams PipaiServices Company (filed as
Exhibit 10.2 to 1 to Williams Pipeline Partners LForm &K filed January 30, 2008

12 — Computation of Ratio of Earnings to Combined Fidthrges and Preferred Stock Dividend
Requirements
14* — Code of Ethics (filed as Exhibit 14 Form 1(-K for the fiscal year ended December 31, 20
20* — Definitive Proxy Statement of Williams for 2008 (e filed with the Securities and Exchange
Commission on or before April 15, 200:
21 — Subsidiaries of the registrai
23.1 — Consent of Independent Registered Public Accouriing, Ernst & Young LLP
23.2 — Consent of Independent Petroleum Engineers andoGistd, Netherland, Sewell & Associates, |
23.3 — Consent of Independent Petroleum Engineers andoGistd, Miller and Lents, LTC
24 — Power of Attorney together with certified resoluti

311 — Certification of the Chief Executive Officer pursudo Rules 13a-14(a) and 15d-14(a) promulgated
under the Securities Exchange Act of 1934, as asterahd Item 601(b)(31) of Regulation S-K, as
adopted pursuant to Section 302 of the Sart-Oxley Act of 2002

31.2 — Certification of the Chief Financial Officer pursuao Rules 13a-14(a) and 15d-14(a) promulgated
under the Securities Exchange Act of 1934, as asterahd Item 601(b)(31) of Regulation S-K, as
adopted pursuant to Section 302 of the Sart-Oxley Act of 2002

32 — Certification of the Chief Executive Officer ancethief Financial Officer pursuant to 18 U.S.C.
Section 1350, as adopted pursuant to Section 98&dbarban-Oxley Act of 2002

* Each such exhibit has heretofore been filed withSEC as part of the filing indicated and is incogbed herein
by reference






The Williams Companies, Inc.
Computation of Ratio of Earnings to Fixed Charges

Earnings:

Income (loss) from continuing operations before
income taxes and cumulative effect of change in
accounting principle

Minority interest in income and preferred returfis c
consolidated subsidiari

Less: Equity earnings, excluding proportionate shar
from 50% owned investees and unconsolidated
majority-owned investe

Income (loss) from continuing operations before
income taxes and cumulative effect of change i
accounting principles, minority interest in incom
and preferred returns of consolidated subsidiari
and equity earning

Add:

Fixed charges
Interest accrued, including proportionate share
from 50% owned investees and
unconsolidated majori-owned investee (¢
Rental expense representative of interest fe
Preferred distribution
Total fixed charge
Distributed income of equity-method investees,
excluding proportionate share from 50% owned
investees and unconsolidated majority-owned
investee

Less:

Capitalized interes

Preferred distribution
Total earnings as adjust
Fixed charge:

Ratio of earnings to fixed charg

Years Ended December 31,

Exhibit 12

2007

$ 1,371

90

6

:

1,401

N o

731

N
o)

2006 2005 2004
(Dollars in millions)

$ 55¢ $ 774 $  29¢
40 26 21
(99) (66) (50)
49¢ 734 27C
694 68C 822
16 19 18
71C 69¢ 84C
112 10¢ 61
17 (7 (7
$ 1,30¢ $ 1,53 $ 1,16¢
$  71C $  69¢ $  84C
1.84 2.1¢ 1.3¢

2003

$ (379

19

(20

(376)

(@) Does not include interest related to incoaxes, including interest related to FIN 48 liaht which is included iprovision for incom:
taxeson our Consolidated Statement of Income. See Nofd\btes to Consolidated Financial Stateme

(b) Earnings were inadequate to cover fixed charge®4d million for the year ended December 31, 2|






Exhibit 21

ENTITY JURISDICTION
ACCROVEN SRL Barbados
Alliance Canada Marketing L. Alberta
Alliance Canada Marketing LT! Alberta
Apco Argentina, Inc Cayman Island
Apco Argentina, S.A Argentina
Apco Properties Ltc Cayman Island
Arctic Fox Assets, Inc Delaware
Aspen Products Pipeline LL Delaware
Aux Sable Canada Lt Alberta
Aux Sable Canada L Alberta
Aux Sable Liquid Products In Delaware
Aux Sable Liquid Products L Alberta
Bargath Inc Coloradao
Barrett Fuels Corporatic Delaware
Barrett Resources International Corpora Delaware
Baton Rouge Fractionators LL Delaware
Baton Rouge Pipeline LL! Delaware
Beech Grove Processing Comps Tennesse
Bison Royalty LLC Delaware
Black Marlin Pipeline Compan Texas
Carbon County UCG, Inc Delaware
Carbonate Trend Pipeline LL Delaware
Cardinal Operating Compai Delaware
Cardinal Pipeline Company, LL North Caroline
Castle Associates, L.| Delaware
ChoiceSeat, L.L.C Delaware
Diamond Elk, LLC Coloradao
Discovery Gas Transmission LL Delaware
Discovery Producer Services LL Delaware
Distributed Power Solutions L.L.( Delaware
E-Birchtree, LLC Delaware
Eagle Gas Services, Ir Ohio
ESPAGAS USA, Inc Delaware
FT&T, Inc. Delaware
Fishhawk Ranch, Int Florida
FleetOne Inc Delaware
Fort Union Gas Gathering, L.L.( Delaware
Garrison, L.L.C. Delaware
Goebel Gathering Company, L.L. Delaware
Gulf Liquids Holdings LLC Delaware
Gulf Liquids New River Project LL( Delaware




Gulf Star Deepwater Services, L1
Gulfstream Management & Operating Services, L.|
Gulfstream Natural Gas System, L.L
Hazleton Fuel Management Compi
Hazleton Pipeline Compatr

HI-BOL Pipeline Compan

Inland Ports, Inc

Kiowa Gas Storage, L.L.C

Laughton, L.L.C

Liberty Operating Compan
Longhorn Enterprises of Texas, I
MAPCO Alaska Inc

MAPCO Inc.

MAPL Investments, Inc

Marsh Resources, In

Mid-Continent Fractionation and Storage, L
Millennium Energy Fund, L.L.C
Mockingbird Pipeline, L.P

Northwest Argentina Corporatic
Northwest Land Compar

Northwest Pipeline G

Northwest Pipeline Services LL
Pacific Connector Gas Pipeline, Ll
Pacific Connector Gas Pipeline, |
Parachute Pipeline LL:

Parkco Two, L.L.C

Pine Needle LNG Company, LL
Pine Needle Operating Compa
Rainbow Resources, In

Reserveco Inc

Snow Goose Associates, L.L.
Sociedad Williams Enbridge y Compa
SPV, L.L.C.

TXG Gas Marketing Compar
Tennessee Processing Comp

The Tennessee Coal Compe

The Williams Companies, International Holdings B
Thermogas Energy, LLi

Touchstar Energy Technologies, i
Touchstar Technologies Pty Lt
TransCardinal Compar
TransCarolina LNG Compar
Transco Coal Gas Compa

Transco Energy Compat

Transco Exploration Compal
Transco Gas Compat

Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Tennesse
Delaware
Delaware
Delaware
Delaware
Alaska
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Utah
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Oklahoma
North Caroline
Delaware
Colorado
Delaware
Delaware
Venezuele
Oklahoma
Delaware
Delaware
Delaware
Dutch BV
Delaware
Texas
South Africa
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware




Transco Liberty Pipeline Compai

Transco |-S Company

Transco Resources, Ir

Transco Services LL

Transcontinental Gas Pipe Line Corporat
Transeastern Gas Pipeline Company,

Tulsa Williams Compan

Valley View Coal, Inc

Volunteer— Williams, L.L.C.

WEM&T Trading GmbH

WEFS— Liquids Company

WFS— Pipeline Compan

WEFS Enterprises, In

WFS Gathering Company, L.L.t

WGP Development, LL(

WGP Enterprises, In

WGP Gulfstream Pipeline Company, L.L.
WGP International Canada, Ir

WGPC Holdings LLC

WPX Enterprises, Inc

WPX Gas Resources Compe

Wamsutter LLC

Williams Acquisition Holding Company, Inc. (De
Williams Acquisition Holding Company, Inc. (N
Williams Acquisition Holding Company LL(
Williams Aircraft, Inc.

Williams Alaska Petroleum, Ini

Williams Alliance Canada Marketing, In
Williams Arkoma Gathering Company, LL
Williams Barnett Gathering System, |

Williams Cove Point, Inc

Williams Discovery Pipeline, LL(

Williams Distributed Power Services, Ir
Williams Energy Canada, In

Williams Energy European Services L
Williams Energy Marketing & Trading Canada, i
Williams Energy Marketing & Trading Europe L

Williams Energy Marketing & Trading Holdings UK Lt

Williams Energy Services, LL!
Williams Energy Solutions, In
Williams Energy, L.L.C
Williams Equities, Inc
Williams Exploration Compan
Williams Express, Inc. (AK
Williams Express, Inc
Williams Fertilizer, Inc.

Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Tennesse
Delaware
Austria
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware

New Brunswick
Delaware
Delaware
Delaware
Delaware
Delaware

New Jerse
Delaware
Delaware
Alaska

New Brunswick
Delaware
Texas
Delaware
Delaware
Delaware

New Brunswick
United Kingdom
New Brunswick
England

United Kingdom
Delaware
Delaware
Delaware
Delaware
Delaware
Alaska
Delaware
Delaware




Williams Field Service— Gulf Coast Company, L.
Williams Field Services Company, LL

Williams Field Services Group, LL

Williams Flexible Generation, LL¢

Williams Four Corners, LL(

Williams GP LLC

Williams Gas Pipeline Company, LL

Williams Gas Processir— Gulf Coast Company, L.I
Williams Generation Compar— Hazleton
Williams Global Energy Cayman Limite

Williams Global Holdings Compar

Williams GmbH

Williams Gulf Coast Gathering Company, LI
Williams Headquarters Building Compa
Williams Headquarters Building, L.L.(C

Williams Holdings GmbF

Williams Indonesia, L.L.C

Williams Information Technology, In

Williams International Bermuda Limite

Williams International Compar

Williams International El Furrial Limite:

Williams International Investments Cayman Limi
Williams International Jose Limite

Williams International Oil & Gas Venezuela Limit
Williams International Pigap Limite

Williams International Services Compa

Williams International Telecom Limite

Williams International Telecommunicatio
Williams International Venezuela Limite

Williams Learning Center, In

Williams Longhorn Holdings, LL(

Williams Memphis Terminal, Inc

Williams Merchant Services Company, |i
Williams Mid-South Pipelines, LL(

Williams Midstream Marketing and Risk ManagemernitCL
Williams Midstream Natural Gas Liquids, Ir
Williams Mobile Bay Producer Services, L.L.
Williamd NGL Marketing, LLC

Williams Natural Gas Liquids Canada, I
Williams Natural Gas Liquids, Ini

Williams New Soda, Inc

Williams Oil Gathering, L.L.C

Williams Olefins Feedstock Pipelines, L.L.
Williams Olefins, L.L.C.

Williams One-Call Services, Inc

Williams Pacific Connector Gas Operator, L

Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Cayman Island
Delaware
Austria
Delaware
Delaware
Delaware
Austria
Delaware
Delaware
Bermuda
Delaware
Cayman Island
Cayman Island
Cayman Island
Cayman Island
Cayman Island
Nevada
Delaware
Cayman Island
Cayman Island
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Alberta
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware




Williams Pacific Connector Gas Pipeline, LI
Williams Partners Finance Corporati
Williams Partners GP LL(

Williams Partners Holdings LL!

Williams Partners, L.F

Williams Partners Operating LL

Williams PERK, LLC

WILLIAMS PETROLEOS ESPANA, S.L
Williams Petroleum Pipeline Systems, i
Williams Petroleum Services, LL

Williams Pipeline GP LLC

Williams Pipeline Operating LL(

Williams Pipeline Partners Holdings LL
Williams Pipeline Partners L.I

Williams Pipeline Services Compa
Williams Productior— Gulf Coast Company, L.
Williams Production Company, LL
Williams Production Holdings LL(

Williams Production Mi-Continent Compan
Williams Production RMT Compar
Williams Production Rocky Mountain Compa
Williams Refining & Marketing, L.L.C
Williams Relocation Management, Ir
Williams Resource Center, L.L.

Williams Soda Holdings, LL(

Williams Sodium Products Compa
Williams Strategic Sourcing Compa
Williams TravelCenters, Inc

Williams Underground Gas Storage Comp.
Williams WPC— 1, Inc.

Williams WPC— I, Inc.

Williams WPC International Compat
Williams Western Holding Company, In
WilPro Energy Services El Furrial Limite
WilPro Energy Services Pigap Il Limite

Delaware
Delaware
Delaware
Delaware
Delaware
Delaware

Spain
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Oklahoma
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Cayman Island
Cayman Island






Exhibit 23.1

CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTINGRM

We consent to the incorporation by referemciné following registration statements on Form &8 Form S-4, and related prospectuses
of The Williams Companies, Inc. and in the follogiregistration statements on Form S-8 of our repdated February 22, 2008, with respect
to the consolidated financial statements and sdbexfurhe Williams Companies, Inc. and the effegtigss of internal control over financial
reporting of The Williams Companies, Inc., includedhis Annual Report (Form 10-K) for the year edddecember 31, 2007:

Form &-3:
Registration Statement Nos. -20927, 33-20929, 33-29185, 33-35097, 33-70394, 33-85540, 33-106504, and 3:-134293

Form &-4:
Registration Statement No. -129779

Form &-8:
Registration No. 3-58671- The Williams Companies, Inc. Stock Plan for Noraf Employee:

Registration No. 3-58971- Transco Energy Company Thrift Pl
Registration No. 32-03957- The Williams Companies, Inc. 1996 Stock Plan fon-Employee Director
Registration No. 3:-11151- The Williams Companies, Inc. 1996 Stock F
Registration No. 32-40721- The Williams Companies, Inc. 1996 Stock Plan fonhifficer Employee
Registration No. 32-51994- The Williams Companies, Inc. 1996 Stock Plan fonhifficer Employee
Registration No. 3:-66474- The Williams Companies, Inc. 2001 Stock F
Registration No. 32-76929- The Williams International Stock Pl
Registration No. 32-85542- The Williams Investment Plus Pl
Registration No. 3:-85546- The Williams Companies, Inc. 2002 Incentive F
Registration No. 32-142985- The Williams Companies, Inc. Employee Stock Pusehalar
/sl Ernst & Young LLI

Tulsa, Oklahoma
February 22, 2008






NSA Netherland, Sewe
& Associates, Inc

ExHiBIT 23.2

CONSENT OF INDEPENDENT PETROLEUM ENGINEERS AND GEOL OGISTS

We hereby consent to the incorporation by referéaarir audit letters as of December 31, 2007, edgthich is included in the Annual
Report on Form 10-K of The Williams Companies fog tyear ended December 31, 2007. We also constrd teference to us as experts in
such Annual Report.

NETHERLAND, SEWELL & ASSOCIATES, INC

By: /s/ C.H. Scott Rees, lll
C.H. (Scott) Reesl lll, P.E
Chairman and Chief Executive Offict

Dallas, Texas
February 18 2008






ExHiBIT 23.5

MILLER AND LENTS, LTD.
CONSENT OF INDEPENDENT PETROLEUM ENGINEERS AND GEOL OGISTS

We hereby consent to the incorporation byresfee to our reserve reports dated as of Decenih@087, 2006, and 2005, each of whic
included in the Annual Report on Form 10-K of Thdllims Companies for the year ended December 327 2We also consent to the

reference to us under the heading of “Experts’lichsAnnual Report.

MILLER AND LENTS, LTD.

By /s/ Stephen M. Hambur¢
Stephen M. Hambury
Vice President

February 12, 2008






EXHIBIT 24

THE WILLIAMS COMPANIES, INC.
POWER OF ATTORNEY

KNOW ALL MEN BY THESE PRESENTS that eaaththe undersigned individuals, in their capacyaadirector or officer, or both,
hereinafter set forth below their signature, of TWH_LIAMS COMPANIES, INC., a Delaware corporatiot\Nilliams”), does hereby
constitute and appoint JAMES J. BENDER and BRIANSKIORE their true and lawful attorneys and eacthefm (with full power to act
without the others) their true and lawful attornéysthem and in their name and in their capacitwaalirector or officer, or both, of Williams,
as hereinafter set forth below their signaturesigm Williams’ Annual Report to the Securities dxthange Commission on Form 10-K for
the fiscal year ended December 31, 2007, and athalhamendments thereto or all instruments necgssdncidental in connection
therewith; and

THAT the undersigned Williams does herebgstitute and appoint JAMES J. BENDER and BRIANSKIORE its true and lawful
attorneys and each of them (with full power towaithout the others) its true and lawful attorneyitcand in its name and on its behalf to sign
said Form 10-K and any and all amendments theretaay and all instruments necessary or incidémt@bnnection therewith.

Each of said attorneys shall have fulkpoof substitution and resubstitution, and saidratys or any of them or any substitute
appointed by any of them hereunder shall havepfulier and authority to do and perform in the nam@@n behalf of each of the
undersigned, in any and all capacities, every &ettgoever requisite or necessary to be done ipréaises, as fully to all intents and
purposes as each of the undersigned might or atwuld person, the undersigned hereby ratifyingauloving the acts of said attorneys or
any of them or of any such substitute pursuanttbere

IN WITNESS WHEREOF, the undersigned haxecuted this instrument, all as of the 25th dajasfuary, 2008.

/sl Steven J. Malcolm /s/ Donald R. Chappel
Steven J. Malcoln Donald R. Chappe
Chairman of the Boar Senior Vice Presidel

President an and Chief Financial Office
Chief Executive Office (Principal Financial Officer
(Principal Executive Officer (Principal Accounting Officer

/s/ Ted T. Timmermans
Ted T. Timmermans
Controller
(Principal Accounting Officer)




/s/Kathleen B. Cooper /s/ Irl F. Engelhardt

Kathleen B. Coope Irl F. Engelhard
Director Director
/s/ William R. Granberry /s/ William E. Green
William R. Granberry William E. Greer
Director Director
/s/ Juanita H. Hinshaw /sl W. R. Howell
Juanita H. Hinshay W. R. Howell
Director Director
/sl Charles M. Lillis /sl George A. Lorcl
Charles M. Lillis George A. Lorct
Director Director
/s/ William G. Lowrie /s/ Frank T. MacInni:
William G. Lowrie Frank T. Maclnnis
Director Director

/s/ Janice D. Stone

Janice D. Stone
Director

THE WILLIAMS COMPANIES, INC.

By: /s/ James J. Bende

James J. Bende
Senior Vice Presiden

ATTEST

/s/ Brian K. Shore

Brian K. Shore
Secretary




THE WILLIAMS COMPANIES, INC.
Secretarys Certificate

[, the undersigned, BRIAN K. SHORE, Secre@rfHE WILLIAMS COMPANIES, INC., a Delaware corpdian (hereinafter called the
“Company”), do hereby certify that at a regular tiregeof the Board of Directors of the Company, dabnvened and held on January 24,
2008 at which a quorum of said Board was presethiaating throughout, the following resolutions wdtdy adopted:

RESOLVED that the Chairman of the Board, thesRlent, any Senior Vice President and the Cdetrof the Company be, and e:
of them hereby is, authorized and empowered towdgexc Power of Attorney for use in connection wfith execution and filing for and
on behalf of the Company, under the Securities Brgh Act of 1934, of the Company’s Annual ReporfFomm 10K for the fiscal yea
ended December 31, 2007.

IN WITNESS WHEREOF, | have hereunto set my hand and affixed the cotp@®@al of The Williams Companies, Inc. this 24aly df
January, 2008.

/s/ Brian K. Shore
Brian K. Shore
Secretary

[SEAL]






Exhibit 31.1

SECTION 302 CERTIFICATION
I, Steven J. Malcolm, certify that:
1. | have reviewed this annual report on Form 16tKhe Williams Companies, Inc.;

2. Based on my knowledge, this report does notaiominy untrue statement of a material fact or dmn#ttate a material fact necessary to
make the statements made, in light of the circuntgts.under which such statements were made, nistadisg with respect to the period
covered by this report;

3. Based on my knowledge, the financial statememid,other financial information included in théport, fairly present in all material
respects the financial condition, results of operatand cash flows of the registrant as of, amgtfe@ periods presented in this report;

4. The registrant’s other certifying officer(s) anare responsible for establishing and maintaimlisglosure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&))%nd internal control over financial reportirag @defined in Exchange Act Rules 13a-
15(f) and 15d-15(f)) for the registrant and have:

a) Designed such disclosure controls and prrresd or caused such disclosure controls and puoesdo be designed under our
supervision, to ensure that material informatidatmeg to the registrant, including its consolidhtubsidiaries, is made known to us
by others within those entities, particularly dgrite period in which this report is being prepa

b)  Designed such internal control over finahm@@orting, or caused such internal control oveariicial reporting to be designed under
our supervision, to provide reasonable assuram@ading the reliability of financial reporting attte preparation of financial
statements for external purposes in accordancegeitlerally accepted accounting princip

c) Evaluated the effectiveness of the registsadisclosure controls and procedures and presentad report our conclusions about
effectiveness of the disclosure controls and pros] as of the end of the period covered by #psnt based on such evaluation;

d) Disclosed in this report any change in #hgistrant’s internal control over financial repogithat occurred during the registrant’s
most recent fiscal quarter (the registrant’s fodigbal quarter in the case of an annual repo&) tfas materially affected, or is
reasonably likely to materially affect, the regast’s internal control over financial reporting; &

5. The registrant’s other certifying officer(s) antave disclosed, based on our most recent evatuat internal control over financial
reporting, to the registrant’s auditors and theitacmmmittee of the registrant’s board of direct@spersons performing the equivalent
functions):

a) All significant deficiencies and materialakeesses in the design or operation of internairabaver financial reporting which are
reasonably likely to adversely affect the regid’s ability to record, process, summarize and refptahcial information; an

b)  Any fraud, whether or not material, thatotwes management or other employees who have Hisag role in the registrant’s
internal control over financial reportin

Date: February 26, 2008

/sl Steven J. Malcolm

Steven J. Malcolrr

President and Chief Executive Officer
(Principal Executive Officer’







Exhibit 31.2

SECTION 302 CERTIFICATION
I, Donald R. Chappel, certify that:
1. | have reviewed this annual report on Form 16tKhe Williams Companies, Inc.;

2. Based on my knowledge, this report does notaioriny untrue statement of a material fact or dmnéttate a material fact necessary to
make the statements made, in light of the circuntgts.under which such statements were made, nistatdisg with respect to the period
covered by this report;

3. Based on my knowledge, the financial statememid,other financial information included in théport, fairly present in all material
respects the financial condition, results of operatand cash flows of the registrant as of, amngtfe@ periods presented in this report;

4. The registrant’s other certifying officer(s) anare responsible for establishing and maintaimlisglosure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&))%nd internal control over financial reportirag @defined in Exchange Act Rules 13a-
15(f) and 15d-15(f)) for the registrant and have:

a) Designed such disclosure controls and prresd or caused such disclosure controls and puoesdo be designed under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhtubsidiaries, is made known to us
by others within those entities, particularly dgrite period in which this report is being prepa

b)  Designed such internal control over finahm@@orting, or caused such internal control oveariicial reporting to be designed under
our supervision, to provide reasonable assuram@ading the reliability of financial reporting attte preparation of financial
statements for external purposes in accordanceggitlerally accepted accounting princip

c) Evaluated the effectiveness of the registsadisclosure controls and procedures and presentad report our conclusions about
effectiveness of the disclosure controls and proees] as of the end of the period covered by #psnt based on such evaluation;

d) Disclosed in this report any change in #gistrant’s internal control over financial repogithat occurred during the registrant’s
most recent fiscal quarter (the registrant’s fodigbal quarter in the case of an annual repo#) tfas materially affected, or is
reasonably likely to materially affect, the regast’s internal control over financial reporting; &

5. The registrant’s other certifying officer(s) antave disclosed, based on our most recent evatuat internal control over financial
reporting, to the registrant’s auditors and theitacmmmittee of the registrant’s board of direct@spersons performing the equivalent
functions):

a) All significant deficiencies and materialakeesses in the design or operation of internairabaver financial reporting which are
reasonably likely to adversely affect the regid’s ability to record, process, summarize and refptahcial information; an

b)  Any fraud, whether or not material, thatotwes management or other employees who have Hisag role in the registrant’s
internal control over financial reportin

Date: February 26, 2008

/s/ Donald R. Chappel
Donald R. Chappe

Senior Vice Presidel

and Chief Financial Office
(Principal Financial Officer







Exhibit 32

CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Annual Report of Thell&@ims Companies, Inc. (the “Company”) on Form 10eiKthe period ending
December 31, 2007 as filed with the SecuritiesExcthange Commission on the date hereof (the “R8pe#ch of the undersigned hereby
certifies, in his capacity as an officer of the Qxamy, pursuant to 18 U.S.C. § 1350, as adoptedigntso § 906 of the Sarban@sdey Act of
2002, that to his knowledge:

(1) The Report fully complies with the requirents of section 13(a) or 15(d) of the Securitiesiange Act of 1934; and

(2) The information contained in the Repoitlygpresents, in all material respects, the finahcondition and results of operations of the
Company.

/sl Steven J. Malcolm
Steven J. Malcoln
Chief Executive Office
February 26, 200

/s/ Donald R. Chappel
Donald R. Chappe
Chief Financial Office!
February 26, 200

A signed original of this written statement reqdit®y Section 906 has been provided to the Compadyl be retained by the Company
and furnished to the Securities and Exchange Cosionior its staff upon request.

The foregoing certification is being furnished e Securities and Exchange Commission as an exbitsie Report and shall not be
considered filed as part of the Report.



