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PERSONAL DELIVERY

Blanca S. Bayo, Director RECI:-:{ i
Division of Records and Reporting Py, v ED
FLORIDA PUBLIC SERVICE COMMISSION Ar 24
2540 Shumard Oak Boulevard FPsc. o |
Tallahassee, FL 32399-0850

Re: Application Form for Authority to Provide
Interexchange Telecommunications Service
within the State of Florida by Williams

Communications 9¢vLa97 - Te

Dear Ms. Bayo:
Enclosed herewith for filing is the application referenced above, a Petition for
Waiver of Bond Requirement, and a check from Williams Communications in the

amount of $250 to cover the cost of filing. Thank you for your assistance in this
matter.

Sincerely yours,

Enclosures

cc.  William H. Gault, Esquire .
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FLORIDA PUBLIC SERVICE COMMISSION

APPLICATION FORM
for
AUTHORITY TO PROVIDE INTEREXCHANGE
TELECOMMUNICATIONS SERVICE
WITHIN THE STATE OF FLORIDA
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A. This form is used for an original application for a
cartificate and for approval of sale, assignment or
transfer of an existing certificate. 1In case of a
sale, assignment or transfer, the information provided
shall be for the purchaser, assignee or transferee

(See Appendix A).

B. Respond to each item requested in the application and
appendices. If an item is not applicable, please
explain why.

€C. Use a separate sheet for each an-u-r which will not
fit the allotted space.

D. If you have questions about completing the form,
contact:
Florida Public Service Commission
Division of Communications
Bureau of Service Evaluation
2540 Phumard Oak Blvd.
Gunter Building
Tallahassee, Florida 32399-0850
(904) 413-6600
3 ¢
E. Once completed, submit the original and six (6) copies
of this form along with a non-refundable application
fee of $250.00 to:

Florida Public Service Commission
Division of Administration

2540 Shumard Oak Blwvd.

Gunter Building

Tallahassee, Florida 32399-0850
(904) 413~-6251

FORM PSC/CMU 31 (11/95)
Required by Commission Rule Nos. 25-24.471, 25-24.472, and 23-
24.48B0(2) .




1. Select what type of business your company will be
conducting (check all that apply):

(x) Pacilities based carrier - company owns
and operates or plans to own and operate
. telecommunications switches and
transmission facilities in Florida.

( ) Operator Service Provider - company
provides or plans to provide alternative
operator services for IXCs; or toll
operator services to call aggregator
locations; or clearinghouse services to
bill such calls.

( ) Resdsller - company has or plans to have
one or more switches but primarily leases
the transmission facilities of other
carriers. Bills its own customer base
for services used.

( ) Bwitchless Rebiller - company has no
switch or transmission facilities but may
have a billing computer. Aggregates
traffic to obtain bulk discounts from
underlying carrier. Rebills end users at
a rate abovae its discount but generally
below the rate end users would pay fur
unaggregated traffic.

( ) Multi-Location Discount Aggregator -
company contracts with unaffiliated
entities to obtain bulk/volume discounts
under multi-location discount plans from
certain underlying carriers. Then offers
the resold service by enrolling
unaffiliated customers.

( ) Prepaid Debit Card Provider - any perscon
or antity that purchases 800 access from
an underlying carrier or unaffiliated
entity for use with prepaid debit card
service and/or encodes the cards with
personal identification numbers.

FORM PSC/CMU 31 (11/95)
Required by Commission Rule Nos. 25-24.471, 25-24.473, and 25-
24.480(2). 2=




This is an application for (check cne):

(x) original Authority (New company).

( ) Approval of Transfer (To another certificated
company) .

( ) Approval of Assignment of existing certificate
(To an uncertificated company).

( ) Approval for transfer of control (Toc another
certificated company).

Name of corporation, partnership, cooperative, joint
venture or sole proprietorship:

Williams Communications, Inc., d/b/a Vyvx, Inc. (hereilnafter "Williams")

Name under which the applicant will do business
(fictitious name, etc.):

Vyvx, Inc.

Naticnal address (including street name & number, post
office box, city, state and zip code).

P.0. Box 22067

One Williams Center, Tulsa, Oklahoma 74121-2206

Florida address (including street name & number, post
office box, city, state and zip code):

See attached response.

Structure of organization;

() Individual (x) Corporation

( ) Foreign Corporation ( ) Foreign Partnership

( ) General Partnership ( ) Limited Partnership
( ) Other,

If applicant is an individual or partnership, please
give name, title and address of sole proprietor or
partners.

(a) Provide proof of compliance with the foreign
limited partnership statute (Chapter 620.169

FS), if applicable.
See Attachment A

(b) Indicate if the individual or any of the
partners have previously been:

FORM PSC/CMU 31 (11/95)
Required by Commission Rule Nos. 25-24.471, 25-24.473, and 25-

24.480(2).
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(1) adjudged bankrupt, mentally
incompetent, or found guilty of any felony
or of any crime, or whether such actions
may result from pending proceedings.

(2) officer, airector, partner or
stockholder in any other Florida
certificated telephone company. If
yes, give name of company and
relationship. If no longer associated
with company, give reason why not.

9. If incorporated, please give:

(a) Proof from the Florida Secretary of State
that the applicant has authority to operate
in Flerida.

Corporate charter number: _F93000005378
See Attachment A

(b) Name and address of the company's Florida
registered agent.

See attached response.

(c) Provide proof of compliapce with the
fictitious name statute (Chapter 865.09 FS),
if applicable.

Fictitious name registration number: F9300007%5375
See Attachment A
(¢) Indicate if any of the officers, directors,
or any of the ten largest stockholders
have previously been:

(1) adjudged bankrupt, mentally
incompetent, or found guilty of any
felony or of any crime, or whether
such actions may result from pending
proceedings.

None have been so adjudged.

(2) officer, director, partner or
stockholder in any other Florida
certificated telephone company. If
yes, give name of company and
relationship. If no longer
associated with company, give
reason why not.

FORM PSC/CMU 31 (11/95)
Required by Commission Rule Nos. 25-24.471, 25-24.473, and 25-
24.480(2). -4=



10. Who will serve as liaison with the Commission in
regard to (please give name, title, address and
telephone number):

(a) The application;

Sce attached response.

(b) Official Peoint of Contact for the ongoing
operations of the company;

See attached response.

(c) Tariff;

See attached response.
(d) Complaints/Inquiries from customers;

See attached response.

11. List the states in which the applicant:

(a) Has oparated as an interexchange carrier.
Willlams provides interstate interexchange services natfonwide. 1t offers
intrastate interexchange services in Alabama, Georgia, Louisiana, Mississippil,
Texas, & South Carolina. (b) Has applications pending to be certificated
as an interexchange carrier.

Williams has an application for certification pending in North Carolina. Vywx
of Virginia, Inec., a wholly owned subsidiary of Williams, has an applicacion pending in
Virginia. (c) Is certificated to operate as an

inter e carrier.
Alabama, Georgia, Louisiana, Mississippi, and South Carolina. Williams has a

Reglstration Statement on file with the Texas Public Utilicy Commission.

(d) Has been denied authority to operate as an
interexchange carrier and the circumstances
involved.

No states have denied Williams authority to operate as an interexchange
carrier.

(e) Has had regulatory penalties imposed for
viclations of telecommunications statutes and
the circumstances involved.

No states have imposed regulatory penalties on Williams for violation of
telecommunications stacutes.

(f) Has been involved in civil court proceedings
with an interexchange carrier, local exchange
company or other telecommunications entity,
and the circumstances involved.

See attached response,

FORM PSC/CMU 31 (11/95)
Required by Commission Rule Nos. 25-24.471, 25-24.473, and 25~

24.480(2). bl b
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13.

14.

15.

16.

17.

What services will the applicant offer to other
certificated telephone companies:

(x) Facilities. ( ) Operators.
( ) Billing and Collection. ( ) Sales.
(x) Maintenance.

( ) Other:

Do you have a marketing program?
Yes

Will your marketing program:
(x) Pay commissions?
({ ) Offer sales franchises?
() Offer multi-level sales incentives?
(x) Offear nther sales incentives?

Explain any of the offers checked in question 14 (To
whom, what amount, type of franchise, etc.).

See attached responsc.

Who will receive the bills for ynur service (Check all
that apply)?

( ) Residential customers. (x) Business customers.

( ) PATS providers. ( ) PATS station end-users.
( ) Hotels & motals. ( ) Hotel & motel guests.

(%) Universities. ( ) Univ. dormitory residents.

(X) Other: (specify) Tclecommunications carrfers .

Please provide the following (if applicable):

(a) Will the name of your company appear on the
bill for your services, and if not who will
the billed party contact to ask questions
about tha bill (provide name and phone
number) and how is this information provided?

See attached response.

(b) Name and address of the firm who will bill
for your service.

Not npplicnhle.

FORM PSC/CMU 31 ("1/95)
Required by Commission Rule Nos. 25-24.471, 25-24.473, and 25-

24.480(2).
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18. Please provide all available documentation
demonstrating that the applicant has the following
capabilities to provide interexchange
telecommunications service in Florida.

A. Financial capability.

Regarding the showing of financial capability, the
following applies:

The application ghould contain the applicant's
financial statements for the most recent 1 years,

including:
1. the balance sheet
2. .Income statement
3. statement of retained earnings.

Further, a written explanation, which can include
supporting documentation, regarding the following
should be provided to show financial capability.

1. Please Trovid. documentation that the applicant
has sufficient financial capability to provide the
requested service in the geographic area proposed
to be served.

2. Please provide documentation that the applicant
has sufficient financial capability to maintain
the requested service.

3. Please provide documentation that the applicant
has sufficient financial capability to meet its
lease or ownership obligations.

NOTE: This documentation may include, but is not
limited to, financial statements, a projected
profit and loss statement, credit references,
credit bureau reports, and descriptions of
business relationships with financial
institutions.

If available, the financial statements should be
audited financial statements.

FORM PSC/CMU 31 (11/95)
Required by Commission Rule Nos. 25-24.471, 25-24.473, and 25-
24.480(2). -7=




1.

If the applicant does not have audited financial
statements, it shall be so stated. The unaudited
financial statements should then be signed by the
applicant's chief executive officer and chief
financial officer. The signatures should affirm
that the financial statements are true and

correct.

B. Managerial capability.

See attached response.

C. Technical capability.

See attached response.

Please submit the proposed tariff under which the
company plans to begin operation. Use the format
required by Commission Rule 25-24.485 (example
enclosed).

~Attached.

The applicant will provide the following interexchange
carrier services (Check all that apply):

— NT8 with distance sensitive per minute rates

Method of access is FGA
Method of access is FGB

_____ Method of access is FGD

Method of acness is 800

NTB with route specific rates per minute

Mathed of access is FGA
Method of access is FGB
Method of access is FGD
Method of access is 800

— NMTB with statewide flat rates per minute (i.e. not
distance sensitive)

Method of access is FGA
Method of access is FGB
Method of access is FGD
Method of access is 800

e —

FORM PSC/CMU 31 (11/95)
Required by Commission Rule Nos. 25=-24.471, 25-24.473, and 25-

24.480(2).
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l

MT8 for pay telephone service providers

Block=of=-time calling plan (Reach aut Florida,
Ring America, etc.).

— 800 Bervice (Toll frees)

WATS type service (Bulk or volume discount)
Method of access is via dedicated facilities
Method of access is via switched facilities

_X_ Private Line services (Channel Services)
{Fﬂl‘ ex. 1-5“ “.nr Ds-!; ltc.]

Travel Bervice
Method of access is 950
— Method of access is 800

900 service

—__ Operator Services

— Available to presubscribed customers

— Available to non presubscribed customers (for
example to patrons of hotels, students in
universities, patients in hospitals.

— Available to inmates

Bervices included are:

Station assistance

Person to Person assistance
Directory assistance
Operator verify and interrupt
Conference Calling

21. What does the end user dial for each of the
interexchange carrier services that were checked in
services included (above).

Not applicable.

22. Othear:
Not applicable.

FORM PSC/CMU 31 (11/95)

Required by Commission Rule Nos. 25-24.471, 25=24.473, and 25-
24.480(2). -g-
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1. REGULATORY ASSBESSMENT FEE:t I understand that all
telephone companies must pay a regulatory assessment
fee in the amount of .15 of one pearcent of its gross
operating revenue derived from intrastate business.
Regardless of the gross operating revenue of a company,
a minimum annual assessrent fee of $50 is required.

2. GROSS RECEIPTS TAX: I understand that all telephone
companies must pay a gross receipts tax of
one-half percent on all intra and interstate business.

3. BSALES TAX: I understand that a seven percent sales tax
must be paid on intra and interstate revenues.

4. APPLICATION FEE: A non-refundable application fee of
$250.00 must be submitted with the application.

5. RECEIPT AND U4DERSTANDING OF RULES: I acknowledge
raceipt and understanding of the Florida Public Service
Commission's Rules and Orders relating to my provision
of interexchange telephone service in Florida. I also
understand that it is my responsibility to comply with
all current and future Commission requirements
regarding interexchange service.

6. ACCURACY OF APPLICATION: By my signature below, I the
undersigned owner or officer of the named utility in
the application, attest to the accuracy of the
information contained in this application and
associated attachments. I have read the foregoing and
declare that to the best of my knowledge and belief,
the information is a true and correct statement.

Furthar, I am awvare that pursuant to Chapter
837.06, Florida statutes, "Whoever knowingly makes a
false statement in writing with the intent to mislead a
public servant in the formance of his official duty
shall be guilty of a sdemeanor of the second degres,
punishable as provided in s. 775.082 and ». 775.083".

gl @ 5(7/9%

Date

Joseph C. Turcotte

Vice President (918) 573-30498
Title Telephone No.

FORM PSC/CMU 31 (11/95)
Required by Commission Rule Nos. 25-24.471, 25-24.473, and 25-
24.480(2). -10=
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CERTIFICATE TRANSFER STATEMENT
I, (TYPE NAME) '
(TITLE) , of (MAME OF COMPANY)
, and current
holder of certificate number , have reviewed

this application and join in the petitioner's request for a

transfer of the above-mention certificate.

Signature ) Date

Title Telephone No.

FORM PSC/CMU 31 (11/95)
Required by Commission Rule Nos. 25-24.471, 25-24.473, and 25-
24.480(2). =1l=




CUSTOMER DEFPOSITS AND ADVANCE PAYMENTS

A statement of how the Commission can be assured of the
security of the customer's deposits and advance payments may be
responded to in one of the following ways (applicant please check
one) :

() The applicant will not collect deposits nor
will it collect payments for service more than
one month in advance.

(%) The applicant will file with the Commission and

maintain a surety bond in an amount wegqual to
the current balance of deposits and advance
payments in excess of one month. (Bond must
accompany application.)

#Williams plans to file a peticion requesting rellef from the bond

requirement pursuant to Fla. Admin. Code r. 25-24.490 concurrent

with the filing of this application. .

UTILITY OFFICIAL:L 511155
Signature Date
Joseph C. Turcotte
Vice President (218) 5713-3098
Title Telephone No.

FORM PSC/CMU 31 (11/95)
Required by Commission Rule MNos. 25-24.471, 25-24.473, and 25-
24.480(2). -12-
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INTRASTATE NETWORK

POP: Addresses where located, and indicate if owned or
leased.

1) Jacksonville 2) Orlando

3) Tampa 4) Miami
Williams occuples these locations pursuant to collocate agreements
that do nat grant ownership or leasthold Interests.

SWITCHES: Address where located, by type of switch,
and indicate if owned or leased.

Not applicable.
1) 2)

3) 4)

TRANSMISSION FACILITIES: Pop-to-Pop facilities by type
of facilities (microwave, fiber, copper, satellite,
etc.) and indicate if owned or leased.

1) EQP=to-PQP IXEE OWNERSHIP

See attached response.

2)

ORIGIMATING BERVICE: Please provide the list of
exchanges wvhere you are proposing to provide
originating service within thirty (30) days after the
effective date of the certificate (Appendix D).

FORM PSC/CMU 31 {11}93}
Required by Commission Rule Nos. 25-24.471, 25-24.473, and 25-

24.480(2).
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5. TRAFFIC RESTRICTIONS: Please explain how the applicant
will comply with the EAEA requirements contained in
Commission Rule 25-24.471 (4) (a) (copy enclosed).

Not applicable. Williams initially does not seek authority to offer, nor
presently plan to offer intrastace switched volce services. If Willlams
seeks to offer such services in the future, it will comply with all
applicable rules of the Commission.

6. CURRENT FLORIDA INTRASTATE BERVICES: Applicant has |
) or has not ( x ) previously provided intrastate
telecommunications in Florida. If the answer is has,
fully describe the following:

a) What services have been provided and when did

these services begin?

b) If the services are not currently offered, when
were they discontinued?

UTILITY OFFICIAL: = v o ) __shlag
Signature Date

Joseph C. Turcotte

Vice President (918) 573-31098
Title Telephone No.

FORM PSC/CMU 31 (11/95)
Required by Commission Rule Nos. 25-24.471, 25-24.473, and 25-
24.480(2). =14~-




FIORIDA TELEPHONE EXCHANGES
AND
EAS ROUTES

Describe the service area in which you hold yourself out to
provide service by telephone company exchange. If all services
listed in your tariff are not offered at all locations, so
indicate.

In an effort to assist you, attached is a list of major
exchanges in Florida showing the small exchanges with which each
has extended area service (EAS).

** FLORIDA EAS FOR MAJOR EXCHANGES *+

Extended Service e
— —Area with These Exchanges

PENSACOLA: Cantonment, Gulf Breeze
Pace,Miltén Helley-Navarre.

PANAMA CITY: Lynn Haven, Panama City Beach,
Youngstown-Fountain and Tyndall
AFB.

TALLAHASSEE: Crawfordville, Havana,

Monticello, Panacea, Sopchoppy
and St. Marks.

JACKSONVILLE: Baldwin, Ft. George,
Jacksonville Beach, Callahan,
Maxville, Middleburg
Orange Park, Fonte Vedra and
Julington.

GAINESVILLE: Alachua, Archer, Brcoker,
Hawthorne, High Springs,
Melrose, Micanopy,
Newberry and Waldo.

OCALA: Balleview, Citra, Dunnellen,
FORM PSC/CMU 31 (11/95)

Required by Commission Rule Nos. 25-24.471, 25-24.473, and 25-
24 .48B0(2). =-15=




Forest Lady Lake (B21),
McIntosh, Oklawaha,

Orange Springs, Salt Springs and
Silver Springs Shores.

DAYTONA BEACH: New Smyrna Beach.
TAMPA: Central None
East Plant City
North Zephyrhills
South Palaetto
West Clearwater
CLEARWATER: St. Petersburg, Tampa-West and
Tarpon Springs.
ST. PETERSBURG: Clearvater.
LAKELAND: Bartow, Mulberry, Plant City,
Polk City and Winter Haven.
ORLANDO; pka, East Orange, Lake Buena
Vista, Oviedo, Windermere,
Winter Garden,
Winter Park, Montverde, Reedy
Creek, and Oviedo-Winter
Springs.
WINTER PARK: Apopka, East Orange, Lake Buena Vista,
Orlando, Oviedo, Sanford, Windermere,
Winter Garden, Oviedo-Winter Springs
Reedy Creek, Genava and Montverde.
TITUSVILLE: Cocoa and Cocoa Beach.
COCOA: Cocoa Beach, Eau Gallie,
Melbourne and Titusville.
MELBOURNE: Cocoa, Cocoa Beach, Eau Gallie
and Sebastian.
SARASOTA: Bradenton, Myakka and Venice.
FT. MYERS: Cape Coral, Ft. Myers Beach, North Cape
Coral, North Ft. Myers, Pine Island, Lehigh
Acres and Sanibel-Captiva Islands.
NAPLES: Marco Island and North Naples.
WEST PALM BEACH: Boynton Beach and Jupiter.

FORM PSC/CMU 31 (11/95)
Required by Commission Rule Nos. 25-24.471, 25-24.473, and 25-
24.480(2). -16~



POMPANO BEACH:

FT. LAUDERDALE:

HOLLYWOOD:
NORTH DADE:

MIAMI:

FORM PSC/CMU 31 (11/95)
Required by Commission Rule HNos. 25-24.471, 25-24.473, and 25-

24.480(2).

Boca Raton, Coral Springs,
Deerfield Beach and Ft,.
Lauderdale.

Coral Springs, Deerfield Beach,
Hollywood and Pompano Beach.

Ft. Lauderdale and North Dade.
Hollywood, Miami and Perrine.

Homestead, North Dade and
Perrine



#& GLOSSARY #e

ACCESS CODE: The term denotes a uniform four or seven digit code
assigned to an individual IXC. The five digit code has the form
10XXX and the seven digit code has the form 950-XXXX.

BYPASS: Transmission facilities that go direct from the local
exchange end user to an IXC point of presence, thus bypassing the
local exchange company.

CARRIERS CARRIER: An IXC that provides telecommunications service,
mainly bulk transmission service, to other IXC only.

CENTRAL OFFICE: A local operating unit by means of which
connections are established between subscribers' lines and trunk or
toll lines to other central offices within the same exchange or
other exchanges. Each three (J) digit central office code (NxX)
used shall be considered a separate central office unit.

CENTRAL OFFICE CODE: The term denotes the first three digits (NXX)
of the seven (7) digit telephone number assigned to a customer's
telephone exchange service. :

COMMISSBION: The Florida Public Service Commission.

COMPANY, TELEPHONE COMPANY, UTILITY: These terms may be used
interchangeably herein and shall mcan any person, firm, partnership
or corporation engaged in the business of furnishing communication
service to the public under the jurisdiction of the Commission.

DEDICATED PACILITY: The term denotes a transmission circuit which
is permanently for the exclusive use of a customer or a pair of
customers.

END USER: The term denotes any individual, partnership,
association, corporation, governmental agency or any other entity
which (A) obtains a common line, uses a pay telephone or obtains
interstate service arrangements in the operating territory of the
company or (B) subscribes to interstate services provided by an IXC
or uses the services of the IXC when the IXC provides interstate
service for its own use.

FORM PSC/CMU 31 (11/95)
Required by Commission Rule Nos. 25-24.471, 25-24.473, and 25-
24.480(2). -18~-



EQUAL ACCESS EXCHANGE AREAS: EAEA means a geographic area,
configured based on 1987 planned toll center/access tandem areas,
in which local exchange companies are responsible for providing
equal access to both carriers and customers of carriers in the most
economically efficient manner.

EXCHANGE: The entire telephone plant and facilities used in
providing telephone service to subscribers located in an exchange
area. An exchange may include more than one central office unit.

EXCHANGE (SERVICE) AREA: The territory, including the base rate
suburban and rural areas served by an exchange, within which local
telephone service is furnished at the exchange rates applicable
within that area.

EXTENDED AREA SERVICE: A type of telephone service furnished under
tariff provision whereby subscribers of a given exchange or area
may complete calls to, and receive messages from, one or more other
contiguous exchanges without toll charges, or complete calls to one
or more other exchanges without toll message charges.

PACILITIES BASED: An IXC that has its own transmission and/or
switching equipment or other elements of equipment and does not
rely on others to provide this service.

FOREIGN EXCHANGE SERVICES: A classification of exchange service
furnished under tariff provisions whereby a subscriber may be
provided telephone service from an exchange other than the cne from
which he would normally be served.

FEATURE GROUPB: General categories of unbundled tariffs to
stipulate related services.

Feature Group A: Line side connections presently serving
specialized common carriers.

Feature Group B: Trunk side connections without equal
digit or code dialing.

Feature Group C: Trunk side connections presently serving
AT&T-C.

Feature Group D: Equal trunk access with subscription.

FORM PSC/CMU 31 (11/95)
Required by Commission Rule Nos. 25-24.471, 25-24.473, and 25-
24.480(2). -19=-




INTEREXCHANGE COMPANY: means any telephone company, as defined in
Section 364.02(4), F.S. (excluding Payphcne Providers), which
provides telecommunication service between exchange areas as those
areas are described in the approved tariffs of individual lcczal
exchange companies.

INTER-OFFICE CALL: A telephone call originating in one central
office unit or entity but terminating in another central office
unit or entity both of which are in the same designated exchange
area.

INTRA-OFFICE CALL: A telephone call originating and terminating
within the same central office unit or entity.

INTRASTATE COMMUNICATIONS: The term denotes any communications in
Florida subject to oversight by the Florida Public Service
Commission as provided by the laws of the State.

INTRA-STATE TOLL MESSAGE: Those toll messages which originate and
terminate within the same state.

LOCAL ACCESS AND TRAMSPORT AREA: LATA means the geographic area
established for the administration of communications service. It
encompasses designated exchanges, which are grouped to serve common
social, economic and other purposes.

LOCAL EXCHANGE COMPANY (LEC): Means any telephone company, as
defined in Section 364.02(4), F.S8., which, in addition to any other
telephonic communication service, provides telecommunication
service within exchange areas as those areas are described in the
approved tariffs of the telephone company.

OPTIOMAL CALLING PLAN: An optional service furnished under tariff
provisions which rec izes a need of some subscribers for extended
area calling without sing the cost on the entire body of
subscribers.

900 SERVICE: A service similar to 800 service, except this service
is charged back to the customer based on first minute plus
additional minute usage.

PIN NUMBER: A group of numbers used by a company to identify their
customers.

PAY TELEPHONE SERVICE COMPANY: Means any telephone company, other
than a Local Exchange Company, which provides pay telephone service
as defined in Section 364.335(4), F.S.

POINT OF PRESENCE (POP): Bell-coined term which designates the
FORM PSC/CMU 31 (11/95)
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. actual (physical) location of an IXC's facility. Replaces some
applications of the term "demarcation point."

l PRIMARY SERVICE: Individual line service or party line service.

RESELLER: An IXC that does not have certain facilities but
purchases telecommunications service from an IXC and then resells
that service to others.

STATION: A telephone instrument consisting of a transmitter,
receiver, and associated apparatus so connected as to permit
sending and/or receiving telephone messages.

SUBSBCRIBER, CUSTOMER: These terms may be used interchangeably
herein and shall mean any person, firm, partnership, corporation,
municipality, cooperative organization, or governmental agency
supplied with communication service by a telephone company.

SUBSCRIBER LINE: The circuit or channel used to connect the
subscriber station with the central office equipment.

“TTCHING CENTER: Location at which telephone traffic, either
r toll, is switched or connected from one circuit or line to
--»2Z. A local switching center may be comprised of several
central office units.

TRUNK: A communication channel between central office units or
entities, or private branch exchanges.

FORM PSC/CMU 31 (11/95)
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6.

Although Williams has facilities and employees in Flonda, it does not
presently have a regular business office in Florida. Its regional sales office is
located at 2655 LelJeune Road, Suite 412, Coral Gables, Florida 33134 (Tel
305-448-6096).




9. (b)

CT Corporation System
1200 South Pine Island Road
Plantation, FL. 33324
954/473-5503




9. (e)2)

The Williams Companies (“TWC") indirectly owned WilTel,
Inc. (*WilTel"), a Florida Centificated telephone company. In addition,
Delwin L. Bothof and S. Miller Williams were officers and stockholders
of WilTel. TWC sold the network services operations of WilTel, Inc.
("WilTel™) 1o LDDS Communications, Inc. ("LDDS"), on January 5,
1995. TWC indirectly owns all of the outstanding stock of Williams
Communications, Inc (*Williams™) anG Messrs. Bothof and Williams are
currently officers of Williams.



10. (a)

10, (b)

10. (c)

10. (d)

Thomas A. Cloud, Esq.
Gray, Harris & Robinson
201 East Pine Street
Suite 1200

Orlando, Florida 32801
Tel: (407) 244-5624

Joseph C. Turcotte

Senior Vice President, Operations & Engineering

Williams - Network, a division of Williams Communications, Inc.
One Williams Center, MD RC3-1

Tulsa, Oklahoma 74172

Tel: (918) 573-3098

Joseph W. Miller, Esq.

The Williams Companies, Inc.
One Williams Center, Suite 4100
Tulsa, Oklahoma 74172

Tel: (918) 573-2108

Gordon Martin

Vice President, Sales and Marketing
Williams - Network

Williams Communications, Inc.
One Williams Center, MD 26-1
Tulsa, OK 74172

Tel: 918-573-5115



11.(0) In addition to miscellaneous collection actions that may have
involved telecommunications entities, Williams recently filed a petition'
against WorldCom Network Services, Inc. (“WorldCom”) alleging
several claims arising from an agreement connected with the acquisition
by WorldCom of WilTel, Inc. (and certain sister subsidiaries), a former
affiliate of Williams. In 1997 Williams filed a complaint alleging breach
of contract against a telecommunications entity (known as BAF)
involving the sale or lease of a satellite transponder. The parties settled
this dispute before judicial resolution.

' Plaintiff’s Petition for Declaratory relicf, Money Damages, and other Relief, Williams
Communications, Inc, v. WorldCom Network Services, Inc., Case No. CJ 98 1386
(Okla. D. Ct. Tulsa County March 20, 1998)




15.

Williams uses internal Saies and Marketing departments for
marketing and sales activity. Williams occasionally employs. on a
limited scale, direct marketing, such as direct mail or outhound
telemarketing, in addition to print advertising.  Williams pays
commissions to internal sales force members as a standard component of
their compensation plan. Commission payments vary from
approximately twenty percent to fifty percent of total compensation.
Salespersons may also receive certain bonuses and trips to vacation
destinations,



17.(a)

Williams bills for services by means of monthly invoices unless
customers request alternative arrangements. Williams' name appears on
such invoices. Customers with questions regarding invoices for services
can contact a customer service representative at Williams' toll-free
customer service number ((800)-934-8435).




18.A. (1-3)

Williams is a wholly owned subsidiary of Williams
Communications Group, Inc., which, in wrn, is a wholly owned
subsidiary of Williams Holdings of Delaware, Inc. The Williams
Companies, Inc. (“Williams Companies™), a publicly traded company,
owns 100 percent of Williams Holdings of Delaware, Inc. The Williams
Companies is a publicly traded Forture 500 company and is solidly
profitable. Its annual reports filed with the Securities and Exchange
Commissions for the years 1995, 1996, and 1997 are attached as
Attachment B. Those filings, together with the reliance that Williams'
customers have placed on its services (see discussion in response to
question 18(c), demonstrate Williams® financial ability to provide high-
quality service to the area proposed to be served, maintain such service,
and satisfy its lease and ownership obligations. Williams has operated
on an interstate brsis since 1990 and has never been in default of any
material financial obligation.



18.(B)

A select team of telecommunications professionals who possess
extensive experience in the ftelecommunications industry manage
Williams. Anachment C provides a summary of the background of
Williams® key management personnel.




18.(C)

Williams' twenty-four-hour network monitoring center in Tulsa,
Oklahoma, provides highly efficient and cffective centralized
management of its network. Williams regularly provides training to
maintain its employees’ ability to respond to the demands of a changing,
technologically driven market.

Williams currently provides, and will continue 1o provide, repair
and maintenance of its facilities in order to ensure that its customers
obtain high quality service, Customers may report service problems to
Williams® customer service center. Because of the nature of Williams®
services, Williams normally divents signals to alternate facilities in the
event of problems, in order to avoid significant service interruptions.
Williams performs this diversion from its centralized network
management center by means of automatic devices or its clectronic fiber-
optic transmission equipment may automatically swilch a transmission
link 1o standby facilities. Williams takes the affected facilities out of
service and dispaiches repair personnel. Williams typically detects and
remedies problems before receiving a call from a customer.

The best evidence of Williams' technical capability, however, is
the reliance that its customers place on it for telecommunications services
used in very high profile broadcasts. Television networks have used
Williams in covering most major news events in this decade, such as the
Oklahoma City bombing, visits by foreign leaders, and airline accident
investigations. Williams also provides telecommunications services for
the majority of all major league football, baseball, basketball, and
hockey games iclevised in the United States. Since 1990, Williams has
annually provided the primary feed for the National Football League's
Super Bowl. The Super Bowl is the world's most widely viewed
sporting event and even a brief interruption of Super Bowl coverage
would have a significant impact on a network's reputation and could
result in hundreds of thousands of dollars in lost revenue.




|
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Appendix C
3.

Pop-to-Pop Type* Ownership
Jacksonville optical fiber neither owned nor leased
Orlando oplical fiber neither owned nor leased
Tampa optical fiber neither owned nor leased
Miami optical fiber neither owned nor leased

*Williams recently agreed to purchase, and plans to construct additional fiber
optic facilities in Florida. Attachment E is a map showing existing facilities and the

planned location of new facilities.
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Appendix D

Williams intends to offer its broadcast quality point-to-point video
transmission services on a statewide basis by means of interconnections with
other local exchange and interexchange telecommunications providers.
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FLORIDA DEPARTMENT OF STATE
Sandra B. Mortham
Secretary of State

March 19, 1998
CT Corporation System
Tallahassee, FL

Re: Document Number F83000005378

ThaAmendmanttatha of a Fore for VYVX, INC.
Application MCon:omtlon

% name to WILLIAMS UNICATIONS, INC. doing
businm as VYVX, INC., aDﬂlwmoorpouﬂonlumorizad to transact

business in Florida, was filed on March 19, 1998,
The certification you requested is enclosed.

Should have uestions regarding this matter, please telephone (850
w?ioﬁ%?ummm:ﬁw&wm. i

Susan Pa

Senior S-gi?.bn Administrator
Division of Corporations Letter Number: 098A00014956

Division of Corporations - P.O. BOX 6327 -Tallahassee, Florida 32314
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| certify from the records of this office that WILLIAMS COMMUNICATIONS, INC.
doing business in Florida as VYVX, INC. ie a Delaware corporation authorized to
transact business in the State of Florida, qualified on November 24, 1993.
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The document number of this corporation is F83000005378.

| further certify that said corporation has paid all fees and penalties due this office
through December 31, 1997, that its most recent annual report was filed on
May 1, 1997, and its status is active.
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| further certify that said corporation has not filed a Certificate of Withdrawal.
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APPLICATION BY FOREIGN CORPORATION TO FILE AMENDMENT TO
APPLICATION FOR Amon:;n%'rm‘m TRANSACT BUSINESS IN
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SECTION I(1-3 must be completed)
1.

(=

Sh

Hamelofcmpnntinu as it appears within the records of the Department of State.

2. Incorporated underlaws of palawaze

3. Date authorized to do business in Florida: yovesber 24, 1983

SECTION U (4-7 complete orly the applicable changes)

4, If the amendment changes the name of the corporation, when was the change
effected under the laws of its jurisdiction of incorporation?

sapuary 29, 1888

5. Name of corporation after the amendment, adding suffix torporation,” tompany,” in-
corporated,” or appropriate abbreviation, if not contained in new name of the corporation:

¥Milliams Comsunications. Ina,
6. fthe amendment changes the period of duration, indicate new period of duration.

Mo Change
7. Fthe amendment changes the jurisdiction of incorporation, indicate new jurisdiction.

/,
. LUK

David M. Higbee, Bscretary

(FLA.- 2251 - 3/19/93)




WILLIAMS COMMUNICATIONS, INC,

I, the undersigned, DAVID M. HIGBEE, Secretary of
WILLIAMS COMMUNICATIONS, INC., a Delaware corporation (hereinafter
called the "Corporation®"), do hereby certify that by unanimous
written consent of the Board of Directors of this Corporation, the
following resolution was duly adopted on March 3, 1998:

RESOLVED that Williams Communications,

Inc., organized and existing in th%@ State cf
Delaware, hereby adopts the name Vyvx’ for use
all states and for all purposes; and further
resolved that the officers of the Corporation are
authorized and directed to take all steps that they
deem necessary and appropriate to qualify the
Corporation to Jo business under the assumed name
of Vyvxazithin any state,

I further certify that the foregoing resolution has not
been modified, revoked or rescinded and is in full force and
effect.

IN WITNESS WHEREQOF, I have hereun set my hand and
affixed the seal of WILLIAMS COMMUNICATIONS, C., this 17th day of
March, 1998,

Secretary

(CORPORATE SEAL)

HIVCORPIRCAMINUTES VWV AYTYVE . RES
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THE WILLIAMS COMPANIES, INC.
FORM 10-K
PART 1

Item 1. Busimess
(a) General Development of Business

The Williams Companies, Inc. (the "Compar:™ or "Williams™) was incorporated under the laws of the
State of Nevada in 1949 and was reincorporated under the laws of the State of Delaware in 1987, The
principal eaccutive offices of the Company arc located at One Williams Center, Tulsa, Oklakoma 74172
{tclcphone (918) 588-2000). Unless the context otherwise requires, references 1o the "Company™ and
“Williams™ herein include The Williams Companies, Inc. and its subsidiaries.

On January 5, 1995, the Company sold the network services operations of Willianis Telecommunications
Group, Inc., its telecommunications subsidiary, 1o LDDS Communications, Inc. for $2.5 hillion in cash, {the
*WNS Sale”). The Company retained Williams Telecommunications Systems, Inc., a telecommunications
cquipment supplier and service company, and Vyvx, Inc., which operates a video metwork specializing in
broadeast television applications. The Company has reported the network services operations as discontinued
operations for financial reporting purposes. See Note 1 of Notes to Consolidated Financial Statements. The
Company used the proceeds from the WNS Sale to pay off short-term credit facilitics, fund the acquisition of
Transco Encrgy Company discussed below, finance its ongoing capital program and for other uses.

On December 12, 1994, the Company entered into a merger agreement with Transco Energy Compansy.
Under the agreement, the Company acquired approximately 60 percent of Transco Energy Company's
common stock through a cash tender offer completed in January 1995, On April 28, 1995, the Transco Encrgy
Company stockholders approved an agreement and plan of merger whereby Transco Energy Company became
a wholly owned subsidiary of the Company effective May 1, 1995, Total value of the troasaction was more
than $3 billion, including cash, stock and the assumption of Transco Encrgy Company debt. As of May 1,
1995, the Company caused Transco Energy Company to declare and pay as dividends to the Company all of
Transco Energy Company’s interest in Transcontinentul Gas Pipe Line Corporation and Texas Gas Transmis-
sion Corporation. In addition, the Company continued Transco Energy Company’s program of disposing of
noncore asseis. See Note 2 of Notes to Consolidated Financial Statements,

On January 16, 1996, the Company acquired a 49.9 percent interest from its pariner in Kern River Gas
Transmission Company giving the Company 99.9 percent ownership of this natural gas pipeline system. The
purchase price was $205 million. See Note 5 of Notes to Consolidated Financial Statements

(b) Financial Information About Industry Segmenis

See Pan 11, Item 8 — Financial Statements and Supplementary Data

{¢) Narrative Description of Business

The Company, through subsidiaries, is engaged in the transportation and sale of natural gas and related
activities, natural gas gathening, processing and production activities, the transportation of petroleum products,
natural gas trading, natural gas liquids marketing and provides a variety of other products and services 1o the
encrgy industry and financial institutions. The Company also is engaged in the telecommunications business
In 1995, the Company's subsidiaries owned and operated. (i) four interstate natural gas pipeline systems wi
had a 50 percent interest in a fifih; (i) & common carrier crude and petroleum producis pipcline svslem; and
(1) natural gas gathering and processing facilities and production propertics. The Company also trades
natural gas and markets natural gas liquids. The Company’s telecommunications subsidiarics offer data, voice




and video-related products and services and customer premises equipment nationwide. The Company also has
investments in the equity of certain other companies. See Not- § of Notes to Consolidated Financial
Statements.

Substantially all operations of Williams are conducted through subsidianes. Williams performs manage-
menl, lcgal, financial, tax, consultative, administrative and other services for its subsidiancs. Williams'
principal sources of cash are from dividends and advances from its subsidinries, investiments, payments by
subsidiaries for services rendered by its stall and interest payments from subsidiaries on cash advances. The
amount of dividends available to Williams from subsidiaries largely depends upon cach subsidiary’s carnings
and operating capital requirements. The terms of certain subsidianies’ borrowing arrangements limit the
transfer of funds to the Company. See Note 13 of Motes to Consolidated Financial Stalements

To achieve organizational and operating cfficiencies, the Company’s interstate natural gas pipelines are
grouped together and are referred to internally as the interstate natural gas systems, All other operating
companies are owned directly by Williams Holdings of Delaware, Inc, a wholly-owned subsidian of the
Company. ltem 1 of this report is formatted to reflect this structure.

WILLIAMS INTERSTATE NATURAL GAS SYSTEMS

The Company’s interstale natural gas pipeline group owns and operates a combined total of approni-
mately 28,000 miles of pipelines w.th a total annual throughput of approximately 3,500 TBiu® of nutural gas
and peak-day delivery capacity of approximately 15 Bel of natural gas. The interstate natural gas pipeline
group consists of Transcontinental Gas Pipe Line Corporation, Northwest Pipeline Corporation, Texas Gas
Transmission Corporation, Kern River Gas Transmission Company and Williams Natural Gas Company,
owners and operators of interstate natural gas pipeline systems. As previously noted, Transcontinental Gras
Pipe Line Corporation and Texas Gas Transmission Corporation were acquired by the Company in 1995, For
the accounting treatment of the acquisition, see Note 2 of Notes to Consolidated Financial Statements. Also
as noted above, the Company acquired an additional 49.9 percent interest in Kern River Guas Transmission
Company in January 1996. The results of operations included herein only reflect the Company’s previously-
owned 50 percent ownership interest in Kern River.

The interstale natural gas pipeline group's transmission and storage activities are subject to regulation by
the Federal Energy Regulatory Commission (“FERC™) under the Natural Gas Act of 1938 ("Natural Gas
Act”) and under the Natural Gas Policy Act of 1978 (*NGPA"), and, as such, their rates and charges for the
transportation of natural gas in intersiate commerce, the extension, enlargement or abandonment of
jurisdictional facilities, and sccounting, among other things, are subject to regulation. Each pipeline holds
certificates of public convenience and necessity issued by FERC authonzing ownership and operation of all
pipelines, facilities and properties considered jurisdictional for which certificates are reguired under the
Natural Gas Act. Each pipeline is also subject to the Natural Gas Pipeline Saflety Act of 1968, as amended by
Title | of the Pipeline Safety Act of 1979, which regulates safety requirements in the design, construction,
operation and maintenance of intersiate gas transmission facilitics,

There lollows a business description of each company in the interstute natural gas pipeline group. The
discussion of certain items required to be disclosed by Form 10-K are reported in genenc form following the
individual company business descriptions

TRANSCONTINENTAL GAS PIPE LINE CORPORATION (Transco)

Transco is an intersiate natural gas transmission company which owns and operates a natural gas pipeline
system extending from Texas, Louisiana, Mississippi and the offshore Gull of Mexico through the states of
Alabama, Georgia, South Carolina, North Carolina, Virginia. Maryland, Pennsylvania and New Jersey to the

* The term "Mcl™ means thousand cubic feet, "MM™ means million cubic leet und "Bol™ means billion
cubic feel. All volumes of natural gas ure stated at a pressure base of 14.73 pounds per square inch absolute al
60 degrees Fahrenheit. The term “MMBiu" means one million British Thermal Units and “TH:»™ means one
trillion British Thermal Units.



New York City metropolitan arca. The sysiem serves customers in Texas and the cleven southecast and
Atlantic seaboard states mentioned above, including major metropolitan arcas in Georgia, North Carolina,
New York, New Jersey and Pennsylvania, Effective May 1, 1995, the operation of certain production area
facilities were transferred to Williams Field Services Group, Inc., an affiliated company.

Pipeline System and Customers

Al December 31, 1995, Transco's system had a mainline delivery capacity of approximately 3.7 Bef of gas
per day from production areas to its primary markets. Using its Leidy Line and market-area storage capacity,
Transco can deliver an additional 2.7 Bef of gas per day for a system-wide delivery capacity total of
approximately 6.4 Bel of gas per day. Excluding the production arca facilities operated by Williams Ficld
Services Group, Inc., Transco's system is composed of approximately 7,300 miles of mainline and branch
transmission pipelines, 37 compressor stations and six storage locations. Compression facilities at a sea level
rited capacity total approximately 1.2 million horsepower.

Transco's major gas transportation customers are public utilities and municipalities that provide
residential service to approximately 35 million people and serve numerous commercial and industrial users.
Shippers on Transco's pipeline system include public utiliies, municipalities, intrastate pipelines, direct
industnal users, clectrical generators, marketers and producers. Transco's largest customer in 1995 accounted
for approximately 14 percent of Transco's total operating revenues. No other customer accounted for more
than 10 percent of total operating revenues. Transco's firm transportation agreements are generally long-term
agreements with various expiration dates and account for the major portion of Transco’s business. Addition-
ally, Transco offers interruptible transportation services under agreements that are generally short term.

Transco has natural gas storage capacity in five underground storage ficlds located on or near its pipeline
system and/or market arcas and operates three of these storage fields and a liquefied natural gas (LNG)
storage facility. The total storage capacity available to Transco and its customen from such storage fields and
LNG facility is approximately 219 Bef of gas. Storage capacity permils Transco's customers Lo inject gas into
storage duning the summer and off-peak periods for delivery during peak winter demand periods.

Major Expansion Projects

In August 1995, Transco announced its SeaBoard 97 Expansion Project. The project is expected to
provide an additional 115 MMocf of gas per day of firm transportation capacity from points of receipt on
Transco’s Leidy Line to Transco’s northeastern market arca by the 1997-1998 winter heating season. To
render this service, Transco will construct compression and pipe.ne looping facilities al an estimated cost of
$115 million. Transco plans to file in mid-1996 for FERC approval of the project.

In October 1995, Transco filed for FERC approval of the SunBelt Expansion Project. The project will
provide additional firm transportation capacity to markets in Georgia, South Carolina and North Carolina
The SunBelt Expansion Project will provide a total of 146 MMcf of gas per day of firm transportation capacity
to existing and new Transco customers by the 1997-1998 winter heating scason. Transco's FERC application
cstimates the cost of the cxpansion 1o be approximalely $85 million.

: In November 1995, Transco announced the filing for FERC approval of the Pine Needle LNG storage
project. The facility is to be constructed and owned by Transco and several of its major customers and will be
located near Transco's mainline system in Guilford, North Carolina. The project will have 4 Bef of storage
capacity and 400 MMcl of gas per day of withdrawal capacity. Transco will operate the facility and have a
35 percent ownership interest. The project 1s expected 1o be in service by the second quarter of 1999, The
FERC application estimates the cost of the project to be $107 million.

In December 1995, Transco and several major customers announced the Cardinal Pipeline System
project. The project involves the acquisition of an existing 37-mile pipeline in North Carolina and construction
of a 65-mile pipeline extension. Construction of the pipeline extension is expecied lo be completed by the end
of 1999. Transco will operate the expanded pipeline system and have a 45 percent ownership interest. Total
costs of the acquisition and exiension are expected (o be $97 million.

3




Transco's 1994 Southeast Expansion Project was completed and placed into service in November 1994,
and provides 35 MMcf of gas per day of additional firm transportation capacity to Transco's customen in the
southcast. Phase 1 of Transco’s 1995/1996 Southeast Expansion Project was completed and placed into
service in December 1995, and provides 115 MMef of gas per day of additional firm transportation capacity to
Transco's customers in the Southeast. Phase 11 of such expansion will add an additional 5 MMcl of gas per
day for the 1996-1997 winter heating season. Transco invested $63 million in these projects in 1995 and
expects 1o invest approximately $21 million in these projects in 1996,

Operating Statistics

The following table summarizes transportation data for the penods indicated, including penods dunng
which the Company did not own Transco:

L ..
System Deliveries (TBtu)
Market-area deliveries:
Long-haul transportation . . .................. . K54 K051 K820
Market-arca traasportation .. ... oo 4670 4536 W74
Total market-area deliveries . ... ... R 1,257 12587  1.2394
Production-area transportation . . ... 165.9 IKS 9 177.5
Tolul system delivenies . ... .................... cierenss  1A9LA | Aad (s 14169
EieTY | 2 —— —  —
Average Daily Transportation Volumes (TBw) ......... .. ... .. 4.1 4.0 LR
Average Daily Firm Reserved Capacity (TBw) . .......... 5.2 49 48

Transco has expressed concerns 1o FERC that inconsistent treatment of Transco and its competitor
pipelines with regard to rate design and cost allocation issues in production arcas may result in rates which
could make Transco less competitive, both in terms of production-arca and long-haul transporiation. On
July 19, 1995, an administrative law judge (ALJ) issucd an initial decision finding that Transco’s proposed
production arca rate design, and its existing use of a system-wide cost of service and allocation of firm capacity
in production areas are unjust and unreasonable. The ALJ recommended that Transco divide its costs between
its production area and market area and permit its customers 1o renominate their firm entitlements. The ALYs
decision is subject 1o review hy FERC. Should FERC issue an order consistent with the ALY recommenda-
tions, such order would have prospective effect only.

NORTHWEST PIPELINE CORPORATION (Northwest Pipeline)

Northwest Pipeline is an interstate natural gas transmission company which owns and operates a pipeline
system for the mainline transmission of natural gas extending from the San Juan Basin in northwestern New
Mexico and southwestern Colorado through Colorado, Utah, Wyoming, Idaho, Oregon and Washington to a
point on the Canadian border near Sumas, Washingion. Northwest Pipeline provides services for markets in
California, New Mexico, Colorado, Utah, Nevada, Wyoming, Idaho, Oregon and Washington, directly or
indirectly through interconnections with other pipelines,

Pipeline System and Customers

At December 31, 1995, Northwest Pipeline’s system, having an aggregate mainline deliverability of
approximately 2.6 Bef of gas per day was composed of approximately 3.900 miles of mainline and branch
transmission pipelines and 41 mainline compressor stations with a combined capacity of approsimately
306,000 horsepower,

In 1995, Northwest Pipeline transported natural gas for a total of 127 customers. Transportation
customers include distribution companies, municipalities, interstate and intrastate pipelines, gas marketer and
direct industrial users. The three largest customers of Northwest Pipeline in 1995 accounted for approximately
18.5 percent, 12.2 percent and 10.2 percent, respectively, of total operating revenues. No ather customer
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accounted for more than [0 percent of total operating revenues. Nonhwest Pipeline’s firm transpontation
agrecments are generally long-term agreements with vanous cxpiration dates and account for the major
portion of Northwest Pipeline's business. Additionally, Northwest Pipeline offers interruptible transportation
service under agreements that are gencrally short term. Northwest Pipeline’s transportation services repre-
sented 100 percent of its total throughput in 1995,

Northwest Pipeline completed mainline expansion projects that were placed into service on December |,
1995. These expansion projects increased system capacity by an additonal 144 MMcl of gas per day and
added 14,820 horsepower of new compression and 44 miles of pipeline loop line to Northwest Pipeline’s
system.

As a part of its transporiation services, Northwest Pipeline utilizes underground storage facilities in Utah
and Washington enabling it to balance daily receipts and delivenies. Northwest Pipeline also owns and operates
a liquefied natural gas storage plant in Washington which provides a needle-peaking service for the system.
These storage facilities have an aggregate delivery capacity of approximately 973 MMcf of gas per day.

Operating Statistics

The following table summarizes gas sales and transportation data for the periods indicated:
w1

Gias Volumes (TBuw):

Ll T R P R H AT (PN R UL N P - - IN
Transportation ... . .ovrervrrrssrrrrssssrsrsrarasnsrasannns voer 8206 679 66
Total throughput .. crvevsssasreaeranrasaeess 826 E.:i 624
Average Daily Trnmpcmﬂmu Volumes iTBiu} e L L) 19 1.7
Average Daily Firm Reserved Capacity {Tﬂiu} .................. . 24 24 -

TEXAS GAS TRANSMISSION CORPORATION (TXG)

TXG is an interstate natural gas transmission company which owns and operates a natural gas pipeline
system originating in the Louisiana Gulfl Coast area and in east Texas and running generally north and cast
through Louisiana, Arkansas, Mississippi, Tennessee, Kentucky, Indiana and into Ohio, with smaller diameter
lines extending into Illinois. TXG's direct market arca encompasses cight states in the South and Midwest,
and includes the Memphis, Tennessee, Louisville, Kentucky, Cincinnati and Dayton, Ohio, and Indianapolis,
Indiana, metropolitun arcas. TXG also has indirect markel access to the Northeast through interconnections
with unaffiliated pipelines.

Pipeline System and Customers

Al December 31, 1995, TXG's system, having a mainline delivery capacity of approximately 2.7 Bef of
gas per day, was composed of approximately 6,000 miles of mainline and branch transmission pipelines and 32
compressor stations having a sea level rated capacity totaling approximately 548,000 honsepower

In 1995, TXG transported gas to customers in Louisiana, Arkansas, Mississippt, Tennessce, Kentucky,
Indiana, Mlinois and Ohio and to customers in the Northeast served indirectly by TXG. Gas was transporied
for 130 distribution companies and municipalities for resale to residential, commercial and industnal users.
Transportation services were provided to approximately 200 industrial customers and processing plants locited
along the system. At December 31, 1995, TXG had transporiation contracts with approximately 625 shuppers.
Transportation shippers include distribution companies, municipalities, intrastate pipelines, direct indusinal
users, electrical gencrators, marketers and producers. The largest customer of TXG in 1995 accounted for
approximately 11 percent of 1otal operating revenues. No other customer accounted lor more than 10 percent
of total operating revenuves. TXG's firm trunsportation agreements are generally long-term agreements with
various expiration dates and account for the major portion of TXG's business. Additionally, TXG olfers
interruptible transportation services under agreements that are generally short-term.
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TXG owns and operates natural gas storage reservoirs in ten underground storage fields located on or near
its pipeline system and/or market areas, The storage capacity of TXG's certificated storage fields is
approximately 177 Bef of gas. TXG's storage gas is used in part 1o meet operational balancing needs on its
system, and in pant to meet the requirements of TXG's “no-notice™ transportation service, which allows
TXG’s customers to temporarily draw from TXG's storage gas to be repaid in-kind dunng the following
summer season. A large portion of the gas delivered by TXG to its market area is used for space heating,
resulting in substantially higher daily requirements during winter months,

Operating Statistics

The following table summarizes total system delivery data, which excludes unbundled sales, for the
periods indicated, including periods during which the Company did not own TXG:

1994 194 %93

System deliveries (TBiu):
Long-haul transportalion ...........cooiiiinnennniiireiioiss 635.7 LR 534.0
Total mainline deliveries ..............0civviivinnrnn. 6357  GIHE  SHAR
Short-haul transportation ..........covivviiniiniiinriioiia.s 316 1886 2140
Total system deliveries ... . .cocviiniircinsnnssssnnss veasrere 5933 BO7.4 BOO.8
Average Daily Transportation Volumes (TBt) ................... 1.9 2.2 20
Average Daily Firm Reserved Capacity (TBtu) . .................. 20 2.1 20

KERN RIVER GAS TRANSMISSION COMPANY (Kern River)

Kern River is an interstate natural gas transmission company which owns and operates a natural gas
pipeline system extending from Wyoming through Utah and Nevada to California. In 1995, Kern River was
jointly owned and operated by Williams Western Pipeline Company, a subsidiary of the Company, and a
subsidiary of an unaffiliasted company. As previously indicated, the Company acquired an additional
499 percent interest in Kem River in January 1996. Seec Note 5 of Notes to Consolidated Financial
Statements. The transmission system, which commenced operations in February 1992 following completion of
construction, delivers natural gas primarily to the enhanced oil recovery fields in southern California. The
system also transports natural gas for utilities, municipalitics and industries in California, Nevada and Utah.

Pipeline System and Customers

As of December 31, 1995, Kem River's pipeline system was composed of 707 miles of pipeline and three
mainline compressor stations having an aggregate mainline delivery capacity of 700 MMcf of gas per day. The
pipeline system interconnccts with the pipeline facilities of another pipeline company at Daggett, Califormia.
From the point of interconnection, Kern River and the other pipeline company have a common 219-mile
pipeline which is owned 63.6 percent by Kern River and 36.4 percent by the other pipeline company, as
tenants in common, and is designed 1o accommaodate the combined throughput of both systems. This common
facility has a capacity of 1.1 Befl of gas per day.

Gas is transported for others under firm long-term transportation contracts totaling 682 MMecf of gas per
day. In 1995, Kern River transported natural gas for customers in California, Nevada and Utah, Gas was
transported for five customers in Kern County, California, for reinjection as a part of enhanced oil recovery

I operations and for 28 local distribution customers, electric utilities, cogeneration projects and commercial and

| other industrial customers. The five largest customers of Kern River in 1995 accounted for approuimately

' 14 percent, 14 percent, 12 percent, 12 percent and 10 percent, respectively, of operating revenues. Three ol
these custiomers serve the enhanced oil recovery ficlds. No other customer accounted for more than 10 percent
of operating revenues in 1995,
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During 1995, a seasonal firm transportation contract was executed to deliver natural gas into the Las
Vegas, Nevada, market area during the winter months. Deliveries of 10 MMl of gas per day will be initiated
in December 1997 and will escalule to 40 MMefl of gus per day on o seasonal basis in 1999,

Cperaiing Statistics

The following table summarizes transportation data for the periods indicated:
199 e 19

Transportation Volumes (TBtu) . ............... ... .. i co. 286 278 m
Average Daily Transportation Volumes (TBw) ............... ... ... .78 76 NE
Average Daily Firm Reserved Capacity (TBuw) . ..... .. Ny I 74 T4

WILLIAMS NATURAL GAS COMPANY (Williams Natural Gas)

Williams Natural Gas is an interstate natural gas transmission company which owns and operates a
naturul gas pipeline system located in Colorado, Kansas, Missouri, Nebrasks, Oklahoma, Texas and
Wyoming. The system serves customers in seven states, including major metropolitan arcas of Kansas and
Missouri. its chief markel areas,

Pipeline Svsiem and Cusiomers

Al December 31, 1995, Williams Natural Gas® system, having o mainline delivery capacity of
approximately 2.2 Bef of gas per day, was composed of approximately 6,300 miles of mainline and branch
transmission and storage pipelines and 41 compressor stations having o sea level rated capacity twtaling
approximately 240,000 horsepower.

In 1995, Williams Natural Gas transported gas to customers in Colorado, Kansas, Missoun, Nebraska,
Oklahoma, Texas and Wyoming. Gas was transported for 77 distnbution companies and municipalities for
resale 1o residential, commercial and industrial users in approximately 5330 cities and towns. Transporiation
services were provided to approximately 350 industrial customers, federal und state institutions and agncul-
tural processing plants located principally in Kansas, Missouri and Oklashoma. At December 31, 1995,
Williums Natural Gas had transportation contracts with approximately 203 shippers. Transportation shippers
included distribution companies, municipalitics, intrastate pipelines. direct indusinal users, electncal gencra-
tors. marketers and producers.

In 1995, approximately 35 percent and 33 percent, respectively. of total operating revenues were
generated from gas transportation services to Williams Natural Gas' two largest customers, Western
Resources, Inc. and Missouri Gus Energy Company, Western Resources sells or resells gas to residential,
commercial and industrial customers principally in certain major metropolitan arcas of Kansas. Missoun Gas
Lnergy sells or resells gas 1o residential, commercial and industinal customers principally in cenain major
metropolitan areas of Missoun. No other customer accounted for more than 10 percent of operating revenues
during 1995.

A signilicant portion of the transportation services provided to Western Resources is pursuant to a
twenty-year transportation service agreement. After the initial two-year period ending in November 1996, the
comtrict ullows Western Resources, on twelve months prior potice, 1o reduce contracted capacity of Williams
MNatural Gas docs not meet the terms of a competing offer from another natural gas pipeline to serve such
capacity, Transportation services are provided 10 Missouri Gas Encrgy under contracts pnmarily varying in
terms from two 1o five years. These contracts do not have “competitive oul™ provisions as described in
connection with the Western Resources’ contract. During 1995, these two customers entered inlo contracts
with 4 competitor as pant of a litigation settlement. The Western Resources contracts are subject to stale
regulatory approval and heirings before the Kansas Corporation Commission (KCC) which were conducied
in Scptember 1995, A decision on whether 1o approve the contracts has been staved by the KCC in light of an
October 1995 FERC ruling asserting federal jurisdiction over the competitor. The competitor has appealed the
FERC decision, as well as the authority of the KCC 1o stay the contracts approval proceeding. While the
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Missouri Gas Energy contracts with this competitor are not subject 1o Missoun Public Service Commission
approval, the exercise of FERC jurisdiction over the project could cause the cancellation of the proposed
pipeline project that supports the contracts. Up to 25 percent of the firm capacity now transporied by Williams
Natural Gas into the Kansas City market could be at risk if the pipeline contemplated by the contracts is built.
If FERC's decision to exercise jurisdiction over the competing pipeline is upheld, the competitor will be
required to formulate rate structures under the same rules as Williams Natural Gas and other interstate
competitors.

Williams Natural Gas operates nine underground storage ficlds with an aggregale working gas storage
capacity of approximately 43 Bel and an aggregate delivery capacity of approximately 1.2 Bel of gas per day.
Williams Natural Gas’ customers inject gas in these ficlds when demand is low and withdraw it to supply their
peak requirements. During periods of peak demand, approximately two-thirds of the firm gas delivered 10
customers is supplied from these storage ficlds. Storage capacity enables the system to operate more uniformly
and efficiently during the year.

Operating Stutistics

The following table summanzes gas sales and transportation data for the periods indicated:
195 1o 199

Volumes (TBtu):

RUERRIE BRIEE, . oo ivcvinomm et s s BT WA A WA - — 50
Direct and gas processing plant sales. . ... ... ... it — - |
Transportation ...... B R A R R RN B 8 T i M6 34
Tota] throughpl ... ciuiivsavmmenssvanninrenssisssnesngsnes 34 M6 395

Average Daily Transportation Volumes (TBtu) ........... .............. 9 9 9
Average Daily Firm Reserved Capacity (TBw) ....................... .2 20 —

Certain of Williams Natural Gas' gathering and processing activities have been or will be transferred 1o
third parties, including subsidiaries of Williams Field Services Group, Inc., an affiliated company, as discussed
elsewhere herein. Applications for orders permitting and approving abandonment of certain natural gas
facilitics have been filed with FERC and final approval has been granted by FERC on three of these filings.
Preliminary approval on all other systems has been granted by FERC,

REGULATORY MATTERS

In 1992, FERC issued Order 636 which required interstate pipelines to restructure their tanfls to
climinate traditional on-sysiem sales services. In addition, the Order required implementation of vanous
changes in forms of service, including unbundling of gathering, transmission and storage services; terms and
conditions of service; rate design; gas supply realignment cost recovery; and other major rate and tanfl
revisions. Williams Natural Gas implemented its restructuring on October 1. 1993, and Transco, Northwest
Pipeline and TXG implemented their restructurings on November 1, 1993, Certain aspects of each pipeline
company’s Order 636 restructuring are under appeal.

Each interstate natural gas pipeline has various regulatory procecdings pending. Rates are established
primarily through FERC's ratemaking process. Key determinants in the ratemaking process are (1) costs of
providing service, including depreciation rates, (2) allowed rate of return, including the equity component of
the capital structure, and (3) volume throughput assumptions. The allowed rate of return is determined by
FERC in cach rate case. Rate design and the allocation of costs between the demand and commodity raies
also impact profitability. As a result of such proceedings, a portion of the revenues of these pipelines may have
been collected subject to refund. See Note 12 of Notes to Consolidated Financial Statements for the amount
of revenues reserved for potential refund as of December 31, 1995,

Each interstate natural gas pipeline, with the exception of Kern River, has undertaken the reformation of
ils respective gas supply contracts. None of the pipelines has any significant pending supplier take-or-pay,




ratable-take or minimum-take claims. For information on outstanding issues with respect to contract
reformation, gas purchase deficiencies and related regulatory issucs, sec Note 17 of Noles to Consohidated
Financial Statements.

COMPETITION

Competition for natural gas transportation has intensified in recent years due to customer access o other
pipelines, rate competitiveness among pipelines, customers’ desire to have more than one supplier and
regulatory developments. FERC's stated purpose for implementing Order 636 was to improve the competitive
structure of the natural gas pipeline industry. Future utilization of pipeline capacity will depend on
competition from other pipelines and aliernative fuels, the general level of natural gas demand and weather
conditions, Electricity and distillate fuel oil are primary competitive forms o energy for residential and
commercial markets. Coal and residual fuel oil compete for industrial and electric generation markets.
Nuclear power and power purchased from grid arrangements among clectric utilities also compete with gas-
fired power generation in certain markets.

As mentioned, when restructured tariffs became effective under Order 636, all suppliers of natural gas
were able to compele for any gas markets capable of being served by the pipelines using nondiscriminatory
transportation services provided by the pipelines, As the Order 636 regulated environment has matured, many
pipelines have faced reduced levels of subscribed capacity as contractual terms expire and customers opt lo
reduce firm capacity under contract in favor of alternative sources of transmission and related services. This
issue, known as “capacity turnback™ in the industry, is forcing the pipelines to evaluate the consequences of
major demand reductions on system utilization and cost structure to remaining customers.

The Company is aware that several state jurisdictions have been involved in implementing changes
similar 1o the changes that have occurred at the federal level under Order 636, Such activity, frequently
reflerred to as “LDC unbundling,” has been most pronounced in the states of New York, New Jersey and
Pennsylvania. In New York and New Jersey, regulations regarding “LDC unbundling”™ were enacted during
the past year, and Pennsylvanin is expected to act on an “LDC unbundling” program in 1996. It is expected
that these regulations will encourage greater competition in the natural gas marketplace.

OWNERSHIP OF PROPERTY

The facilitics of cach interstate natural gas pipeline arc gencrally owned in fee. However, a substantial
portion of each pipeline’s facilities is constructed and maintained pursuant 1o rights-of-way, easements,
permits, licenses or consents on and across propertics owned by others. Compressor stations, with appurtenant
facilities, are located in whole or in part either on lands owned or on sites held under leases or permits issued or
approved by public authorities. The storage facilities are either owned or contracted under long-term leases or
cascmenis.

ENVIRONMENTAL MATTERS

Each interstate natural gas pipeline is subject to the National Environmental Policy Act and federal, state
and local laws and regulations relating to environmental gquality control. Management believes that, with
respect to any capital expenditures and operation and maintenance expenses required to meet applicable
environmental standards and regulations, FERC would grant the requisite rate reliel so that, for the most part,
such expenditures would be recoverable in rates. For this reason, management believes that compliunce with
applicable environmental requirements by the interstate pipelines is not likely to have s material effect upon
the Company's carnings or compelitive position.

For a discussion of specific environmental issues involving the interstate pipelines, including estimated
cleanup costs associated with cerlain pipeline activities, see “Environmental” under Management's Discussion
und Analysis of Financial Condition and Results of Operations and Note 17 of Notes to Consolidated
Financial Statements.



WILLIAMS HOLDINGS OF DELAWARE, INC, (Williams Holdings)

In 1994, the Company established Williams Holdings to be a holding company for ils asscts other than its

interstule natural gas pipelines and related assets. Virtually all of Williams Holdings assels have been
transferred to it by the Company since January 1, 1995, and were previously operated by subsidiaries of the
Company.

Williams Holdings owns all of the capital stock of four entitics in the encrgy industry and two catitics in
the telecommunications industry. Williams Holdings™ encrgy subsidiaries are engaged in natural gas gathenng,
processing and production, the transportation of crude oil and petroleum products, natural gas trading
activities, natural gas hiquids marketing and provide a variety of other products and services to the energy
industry. Williams Holdings’ telecommunications subsidiaries offer data, voice and video-related products and
services and customer premise cquipment nationwide. Williams Holdings also has certain other equity
investments. See Note 5 of Notes to Consolidated Financial Statements,

WILLIAMS FIELD SERVICES GROUP, INC, (Williams Field Senvices)

Williams Field Services. through subsidiaries, owns and/or operates both regulated and nonregulated
natural gas gathering and processing facilitics and owns and operates natural gas lcaschold propertics. In 1995
and 1994, gathering and processing activities represented 98 percent and BY percent, respectively, of Willkams
Ficld Services' operating profit. Natural gas production represented the balance.

In 1995, Williams Field Services ¢ ompleted an expansion of its Manzanares coal seam gas gathering
systems in northwestern New Mexico increasing capacity of the systems to over | Bef of gas per day. A planmt
expansion in the Wamsutter ficld of south-central Wyoming completed in the fourth quanier of 1995 increased
capacity of this field to 240 MMefl of gas per day. Also in 1995, Williams Field Services completed the
construction of a 75 MMcfl of gas per day processing plant in the Oklahoma Panhandle

Effective May 1, 1995, the Company transferred to Williams Ficld Services the opesztion of certan
production arca transmission assels and certain gathering and processing asscts which the Company had
acquired as of such date from Trunsco Encrgy Company. The production arca transmission assets consist of
approximately 3,500 miles of pipeline located in gas producing arcas offshore and onshore in Texas and
Louisiana which are currently owned by Transco and classified by FERC as interstate transmission lines. The
gathering assets consist of nonjurisdictional and intrastate gas gathenng lines located offshore and onshore in
Texas, Such facilivies consist of approximately 28 miles of gathering pipelines. The processing assels consist of
two natural gas processing facilitics. The first is a 50 percent joint ownership interest in a processing facility
with a 500 MMcl per day capacily located in southwestern Louisiana and the second is a 50 percent
partnership interest in a 60 MMcf per day cryogenic extraction facility located in south Texas

In June 1995, Williams Field Services acquired the natural gas gathering and processing assets of Public
Service Company of New Mexico localed in the San Juan and Permian basins of New Menco for
$154 million. Wilhiams Field Services immediately thereafter sold the southeastern New Mexico portion of
the aequired assels for $14.2 million. The assets retained consist of approximately 1400 miles of gathenng
pipelines and three gas processing plants which have an aggregate daly inlet capacity of 300 MMt of gas

Williams Ficld Services’ first nonregulated merchan power plant is scheduled to begin operation in New
Mexico in 1996, The $53 million 62-megawatt facility, powered by coal-scam gas, will produce electneny,
which will be sold under a long-term contract. Other arcas on Williams Field Services’ system hold the
potential for similar cogeneration investments.

Gathering and Processing

Williams Field Services, through subsidiaries, owns and operates natural gas gathenng and provessing
facilities located in the San Juan Hasin in northwestern New Mexico and southwestern Celorado, southwest
Wyoming, the Rocky Mountains of Utah and Colorado, northwest Oklahoma, Loutsiana and also in areas
offshore and onshore in Texas. Williams Field Services, through subsidianies, also operates natural gas
gathering and processing facilities located in the Tenas Panhandle and the Hugoton Hasin in northwest




Oklahoma and southwest Kansas, which are owned by Williams Natural Gas, an affiliated company, and
operates natural gas gathering and processing facilities located both onshore and offshore in Texas and
Louisiana, which are owned by Transco, an affiliated company. The facilities operated for affiliates are the
subject of applications for orders permitting abandonment so the facilitics can be transferred 1o Williams Ficld
Services. Gathering services provided include the gathering of gas and treating of coal seam gas,

Customers and Operations. Facilities owned and operated by Williams Field Services consist of
approximately 12,000 miles of gathering pipelines, 11 gas treating plants and 14 gas processing plants (five of
which are partially owned) which have an aggregate daily inlet capacity of 6.7 Bef of gas. Gathering and
processing customers have direct access to interstate pipelines, including affiliated pipelines, which provide
access to multiple markets.

During 1995, Williams Field Services gathered natural gas for 286 customers. The largest gathering
customer accounted for approximately 18 percent of total gathered volumes. During 1995, natural gas was
processed for a total of 108 customers. The three largest customens accounted for approximaltely 26 percent,
12 percent and 11 percent, respectively, of total processed volumes. No other customer accounted for more
than 10 percent of gathered or processed volumes. Williams Field Services' gathering and processing
agreements with large customers are generally long-term agreements with various expiration dates. These
long-term agreements account for the majority of the gas gathered and processed by Williams Field Services.

Liquids extracted at the processing plants are ethane, propane, butane and natural gasoline. During 1995,
liquid products were sold to a total of 52 custiomers under shori-term contracts. The four largest customers
accounted for approximately 32 percent, 18 percent, 16 percent and 15 percent, respectively, of total liquid
products volumes sold. No other customer accounted for more than 10 percent of volumes sold.

Operating Statistics. The following table summanzes gathering, processing and natural gas liquid
volumes for the periods indicated. The information includes operations attributed to facilities vwned by
affiliated entities but operated by Williams Field Services:

195 194 1w

Gias volumes (TBiu, except where noted):

ERMINOITNIE o csdwa om0 e e o A L e e . 1,806 L] T89

PrOCOBMNG o oasaiinsniimiiin daminansasevsssaaaadssasnussdaass 406 192 23

MNatural gas liquid sales (millions of gallons) ...................... 29% 281 295
Production

Williams Field Services, through a subsidiary, owns and operates producing gas leasehold properties in
Colorado, Louisiana, New Mexico, Utah and Wyoming.

Guas Reserves. As of December 31, 1995, 1994 and 199, Williams Field Services had proved developed
natural gas reserves of 292 Bef, 269 Bel and 229 Bel, respectively, and proved undeveloped reserves of
222 Bel, 220 Befl and 319 Bef, respectively. Of Williams Field Services” total proved reserves, 96 percent arc
located in the San Juan Basin of Colorado and New Mexico. As discussed below, Williams Field Services
conveyed gas reserves to the Williams Coal Seam Gas Royalty Trust in 1993, No major discovery or other
fuvorable or adverse event has caused a significant change in estimated gas reserves since year end.




Customers and Operations. As of December 11, 1995, the gross and net developed leaschold acres owned
by Williams Ficld Services totaled 261,973 and 107,046, respectively, and the gross and net undeveloped acres
owned were 152,977 and 44,296, respectively. As of such date, Williams Field Services owned interests in
2,795 gross producing wells (496 net) on its leaschold lands. The following table summanzes dnlling activity
for the periods indicated:

_Developaent
Compleied Liruas Nt
_Durleg Wells  Welh
| e P e o P L i R RPOR T s AT e P el 6l 22
T R SO ST g e g A e by 19
L e 19 b

The majority of Williams Ficld Services' gas production is currently being sold in the spot market at
market prices. Total net production sold during 1995, 1994 and 1993 was 25.9 TBiy, 22.6 TBiu and 16.3 TBuy,
respectively. The average production costs per MMBtu of gas produced were $.14, $.14 and $.17 in 1995, 1994
and 1993, respectively. The average sales pce per MMBiu was $.88, $1.21 and $1.44, respectively, for the
same periods.

In 1993, Williams Ficld Services conveyed a net profits interest in certain of its propertics to the Willams
Coal Seam Gas Royalty Trust. Trust Units were subsequently sold to the public by Williams m an
underwritten public offering. The Company holds 3,568.791 Trust Units representing 368 percent of
outstanding Units. Substantially all of the production attributable 1o the properties conveyed 1o the Trust was
from the Fruitland coal formation and constituted coal scam gas. Proved developed coal seam gas reserves at
December 31, 1995, attributed to the properties conveyed were 163 Bef. Production information reporied
herein includes Williams Field Services' interest in such Units.

Regulatory Matters

Historically, an issuc has existed as to whether FERC has authonty under the Natural Gas Act o
regulate gathering and processing prices and services. During 1994, afler reviewing its legal authonty in
Public Comment Proceeding. FERC determined that while it retains some regulatory junsdiction over
gathering and processing performed by interstate pipelines, pipeline affiliated gathering and processing
companics are outside its authority under the Natural Gas Act. Orders issued in 1994 which implement
FERC's conclusion that it lacks jurisdiction have been appealed to the United States Court of Appeals for the
District of Columbia Circuit. Williams Field Services cannot predict the ulumate outcome of these
proceedings.

As a result of these FERC decisions, several of the individual states in which Williams Field Semices
operates may consider whether 10 impose regulatory requirements on gathering companies. No state currently
regulates Williams Ficld Services' gathering or processing rales of services

Competition

Williams Field Services competes for gathering and processing business with interstate and intrastate
pipelines, producers and independent gatherers and processors. Numerous factors impact any given customer’s
choice of a gathering or processing services provider, including rate, term, timeliness of well connections,
pressure obligations and the willingness of the provider 1o process for either a fee or for liquids taken in-kind.

Ownership of Property
Williams Ficld Services' gathering and processing facilities are owned in fee. Gathenng systems are
constructed and maintained pursuant 1o rights-of-way, casements, permits, licenses and conscnts on and across
properties owned by others. The compressor stations and gas processing and treating facilities are located in
whole or in part on lands owned by Williams Ficld Services or on sites held under leases or permits issued or
approved by public authorities.
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Environmental Mallers

Williams Field Services is subject to vanous lederal, state and local laws and regulations relating 1o
environmental guality control. Management believes that Williams Field Services’ operations are in substan-
tial compliance with existing environmental legal requirements. Management eapects that compliance with
such existing environmental legal requirements will not have a material adverse effcct on the capital
expenditures, earnings and competitive position of Williams Field Services,

WILLIAMS ENERGY SERVICES COMPANY (WESCO)

WESCO, through subsidianics, offers a full range of products and services to energy markets throughout
North Amenica. WESCO's core business includes natural gas and energy commaodily trading activities,
encrgy-related price-risk management products and services and computer-based information products.
WESCO was incorporated in 1993, See Note 15 of Notes 1o Consolidated Financial Statements

Trading Activities and Services

In addition to its own natural gas trading operations, WESCO conducts certmin natural gas trading
operations formerly conducted by a subsidiary of Transco Energy Company as well as third party trading
activitics managed by an affiliate. WESCO trades natural gas throughout North Amenca, pnmarily serving
local distnibution company markets in the castern and midwestern United States. The Operating Statistics
presented below, for periods prior to 1995, .epresent previously existing financial trading services conducted by
Williams subsidiaries, coupled with third-party trading services provided by an affiliate and do not include
operations previously conducted by the Transco Energy Company subsidiary.

WESCO serves a customer base ol approximately 700 companies across its natural gas trading
operations, with net revenues primarily derived from sales to local distnbution companies, other gas marketers
and certain end-users. WESCO's gas trading activities are conducted on both interstate and intrastate
pipelines, with most sales activity coordinated with transportation along pipeline systems owned by Williams.

WESCO offers financial instruments and derivatives to producers and consumers of encrgy as well as 1o
financial entities participating in energy price-risk management. WESCO also enters into energy-related
financial instruments to manage market price fluctuations. The customer base for these activities is compnsed
of other gas marketing and trading companics, encrgy-based entitics and brokers trading in encrgy commudi-
tics. See Note 15 of Notes to Consolidated Financial Statements.

Information Products

In 1995, WESCO marketed various compuler-based trading and trader-match services including
Chalkboard, an electronic trader-match system for buyers and sellers of liquid fuels, crude oil and relined
products; Streamline, a physical cash forward gas trading system located at seven LS. hubs; and Capacity
Central, a natural gas pipeline capacity information system. These products are utilized primanly by a
customer base of approximately 200 energy-based companies under short-term service commitments. The
information products’ architecture was developed in 1993 and introduced to the marketplace in 194 These
activities have not been profitable to date as costs of establishing marketing liguidity and product usage sull
outpace the returns from this developing market,

Effective January 1, 1996, Streamline and Capacity Ceniral were contributed to a limited liability
campany along with the energy-related information services of a PanEnergy Corp. subsidiary. The new entity
{ Altra Energy Technologies, L.L.C.) is owned equally by WESCO and Panbnergy.

Operating Statistics {dollars in millions, volumes in T8iu)

Jdws. I W
Operating profit .. ... ...... ...... . $30.0 L $ 19
MNatural gas physical trading .. ....... ... . ..o 754 144 152



Regulatory Matters

Management believes that WESCO's natural gas trading activities are conducted in substantial
compliance with the marketing affiliate rules of FERC Order 497. Order 497 imposes certain nondiscnimina-
tion, disclosure and separation requircments upon inlerstate natural gas pipelines with respect Lo their natural
gas trading affiliates. WESCO has taken steps to ensure it does not share employces with affiliated interstate
natural gas pipelines and does nol receive information from such affiliates that is not also available to

unaffiliated natural gas trading companies.

Competition

WESCO's gas trading operations are in direct competition with large independent gas marketers,
marketing affiliates of regulated pipelines and natural gas producers. The financial trading business competes
with other energy-based companics offering similar services as well as certain brokerage houses. This level of
compelition contributes to a business environment of constant pricing and margin pressure.

Ownership of Property

The primary assets of WESCO are its term contracts, employees and related technological support. Costs
to develop the information products and certain trading systems have been capitalized.

Environmental Matiers

WESCO is subject to federal, state and local laws and regulations relating 1o the environmental aspects of
ils business. Management believes that WESCO is in substantial compliance with existing environmental
legal requirements for its business. Management expects that compliance with such existing environmental
legal requirements will not have a material adverse effect on the capital expenditures, camings and
competitive position of WESCO.,

WILLIAMS PIPE LINE COMPANY (Williams Pipe Line)

Williams Pipe Linc operates a crude oil and petroleum products pipeline system which covers an 11 -state
arca extending from Oklahoma in the south to North Dakota and Minnesota in the north and lllinois in the
cast. The system is operaled as a common cammier offering transportation and tcrminalling services on a
nondiscriminatory basis under published tariffs. The system transports refined products. LP-gases, lube
extracted luel il and crude oil.

Shippers and Pipeline System

At December 31, 1995, the system traversed approximately 7,000 miles of nght-of-way and included over
9,200 miles of pipeline in various sizes up to 16 inches in diameter. The system includes 82 pumping stations,
23 million barrels of storage capacily and 47 delivery terminals. The terminals are equipped to deliver refined
products into tank trucks and tank cars. The maximum number of barrels which the system can transport per
day depends upon the operating balance achieved at a given time between various scgments of the system
Since the balance is dependent upon the mix of products to be shipped and the demand levels at the vanous
delivery points, the exact capacity of the sysiem cannol be sialed.




The operating statistics sct forth below relate to the system’s operations for the periods indicated:

1995 154 199
Shipments {1thousands of barrels):
Refined products:
LT T [ T T e i R ey e e S e e R PR T 125.060 120,682 109 141
DR s e A T S e ST cean. 61,238 61,129 51,508
T T T 1] P A S S A RS 12,535 9,523 11,123
PRI s s v b a0 B 0 0m e m B B el oyt . 1283 10,849 9,778
Lube extracted fuel oil .........coivernvninrnnnnnnn.. . 4,462 0 0
Crude oil ... o i i et 860 1,062 1188
Total shipments. .. ..oooiiiiiiiiiiiaiiiiiiannn, 216,994 203,245 185,638
Daily average (thousands of barrels) .................... 5095 557 509
Average haul (miles) ......oooiiiiiiiiiiiiiiiiiiii 269 284 219
Barre] miles (millions) .. ...ooiniinievssrinsenninsannnes 58,126 57,611 51.821
Revenues (millions):
Transportabhon . .. .. .....cveverennonsrnsnsnrsanssarnnss S177.0 L1680 S153.0
MNONUFARSPORALION . . .. .ot en e inanenannns 63.7 41,7 26.1
$242.7 $200.7 £179.3
Average transportation revenue per barrel ... ... .. ... .. $.82 $.81 $.82

Williams Pipe Line began moving a new lube extracted fuel oil product in 1995 from an Oklahoma
refinery to Toledo, Ohio, through a joint movement with other carmiers. Volume movements appronimate
28 thousand barrels per day.

In 1995, 73 shippers transported volumes through the system. The seven largest shippers accounted for
54 percent of transportation revenues. The highest transponation revenuc-producing shipper accounted for
approximately 11 percent of transporiation revenues in 1995, Nontransportation activities accounted for 27
percent of total revenues in 1995, The increase in nontransportation revenues is prmanly due to expanded gas
liquids operations.

At December 31, 1995, the system was directly connecied 1o, and received products from, 11 operating
refinenies reported to have an aggregate crude oil relining capa ity of over 900,000 barrels per day. Eight of
these refineries are located in Kansas and Oklahoma, two in Minnesota and one in Wisconsin. The system also
received products through connecting pipelines from other refinenes located in Ilinois, Indiana, Kansas,
Louisiana, Montana, North Dakota, Oklahoma and Texas. Crude oil is received through connections in
Kansas and Oklahoma. The refineries, which are connected directly or indirectly 1o the system, have access to
a broad range of crude oil producing arcas, including foreign sources. | P-gases are transporied from gas
producing and storage areas in central Kansas through connecting pipelines in lowa, Kansas, Missoun, linois,
Nebraska and South Dakota. In addition to making deliveries to company-owned terminals, the system
delivers products to third-party terminals and connecting pipelines.

The refining industry continues to be alfected by environmental regulations and changing crude supply
patterns. The industry’s response to environmental regulations and changing supply patterns will directly affect
volumes and products shipped on the Williams Pipe Line system. EPA regulations, driven by the Clean Air
Act, require refiners to change the composition of fuel manufactured. A pipeline’s ability to respond to the
clfects of regulation and changing supply patterns will determine its ability 1o maintain and capture new
market shares. Williams Pipe Line has successfully responded to chianges in diesel fuel composition and
product supply and has adapted to new gasoline additive requirements. Reformulated gasoline regulations
have not yet significantly affected Williams Pipe Line. Williams Pipe Linc will continue to position itself 10
respond to changing regulations and supply patterns, but it is not possible 1o predict how future changes in the
marketplace will affect Williams Pipe Line’s market arcas.
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Regulatory Matters

tieneral. Williams Pipe Line, as an interstate common carrier pipeline, is subject 1o the provisions and
regulations of the Interstate Commerce Act. Under this Act, Williams Pipe Line is required, among other
things, to establish just, reasonable and nondiscriminatory rates, to file its tanffs with FERC, to keep s
records and accounts pursuant to the Uniform System of Accounts for Oil Pipeline Companies, to make
annual reports to FERC and to submit to examination of its records by the audit stafl of FERC. Authority 1o
regulate rates, shipping rules and other practices and to prescribe depreciation rates for common carner
pipelines is exercised by FERC. The Department of Transportation. as authorized by the 1992 Pipeline Salety
Reauthorization Act, is the oversight authority for interstate liquids pipelines. Williams Pipe Linc is also
subject to the provisions of various state laws which are applicalle to intrastate pipclines.

Rate Proceeding. On December 31, 1989, a rate cap, which resulted from a settlement with several
shippers, cfectively freezing Williams Pipe Line's rates for the previous five years, expired. Williams Pipe
Line filed a revised tarifl on January 16, 1990, with FERC and the state commissions. The tarifl set an average
increase in rates of 11 percent and established volume incentives and proportional rate discounts, Certain
shippers on the Williams Pipe Line system and a competing pipeline carrier filed protests with FERC alleging
that the revised rales are not just and reasonable and arc unlawfully discriminatory. Williams Pipe Line
clected to bifurcate this proceeding in accordance with the then-current FERC policy. Phase 1 of FERC's
bifurcated proceeding provides a carrier the opportunity to justify its rates and rate structure by demonstrating
that its markets are workably competitive. Any issues unresolved in Phase | require cost justification in
Phase I1.

The FERC's Phase 1 order, as modified by a rehearing decision, has found that Williams Pipe Line lacks
significant market power and is workably competitive in 20 of the 32 markeis under investigation. A shipper
has appealed this decision to the United States Court of Appeals for the District of Columbia Circuit which
has stayed the appeal proceedings until Phasc Il has been completed. Williams Pipe Line filed its direct
evidence in Phase 11 on January 23, 1995. In this filing, Williams Pipe Line departed from the more traditional
cost allocation methodology in licu of an overall total system revenue requirement and stand-alone cost ceiling
in conjunction with incremental and short-run marginal cost floors. The heanngs began December 4, 1995,
and concluded January 19, 1996. The current procedural schedule forecasts an initial decision in Phase 11 in
mid-year 1996, While Williams Pipe Line cannot predict the final outcome of these proceedings, it believes its
revised taniffs will ultimately be found lawful. See Note 17 of Notes to Consolidated Financial Statements.

Competition

Williams Pipe Line operates without the protection of a federal centificate of public cosvenience and
necessity that might preclude other entrants from providing like service in its area of operations. Further,
Williams Pipe Line must plan, operate and compete withoul the operating stability inherent in a broad base of
contractually obligated or owner-controlled usage. Since Williams Pipe Line is a common carnicer, its shippers
need only meet the requirements set forth in its published tariffs in order 10 avail themselves of the
transporiation services offered by Williams Pipe Line.

Competition exists from other pipelines, refineries, barge traffic, railroads and tank trucks. Competition is
affected by trades of products or crude oil between refineries which have access 10 the system and by trades
among brokers, traders and others who control products. Such trades can result in the diversion from the
Williams Pipe Linc system of volume which might otherwise be transported on the system. Shorier, lower
revenue hauls may also result from such trades. Williams Pipe Line also is exposed to interfuel competition
whereby un energy form shipped by a liquids pipeline, such as heating fuel, is replaced by a form nol
trunsported by a liquids pipeline, such a: clectricity or natural gas. While Williams Pipe Line faces
compelition from a variety of sources throughout its markeling arcas, the principal competition i other
pipelines. A number of pipeline sysiems, competing on a broad range ol price and service levels, provide
transportation service 1o various areas served by the system. The possible construction of additonal competing
products or crude oil pipelines, conversions of crude oil or natural gas pipclines to products transportation,
changes in refining capacity, refinery closings, changes in the availability of crude oil to retinenes located in its
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marketing arca, or conservation and conversion efforts by fuel consumers may adversely affect the volumes
available for transportation by Williams Pipe Line.

Ownership of Property

Williams Pipe Line's system is owned in fee. However, a substantial portion of the system is operated,
constructed and maintained pursuant to rights-of-way, casements, permits, licenses or consents on and across
properties owned by others. The terminals, pump stations and all other facilities of the system are located on
lands owned in fee or on lands held under long-term leases, permils or contracts. Management believes that
the system is in such u condition and maintained in such a manner that it is adequate and sufficient for the
conduct of business.

Environmental Matters

Williams Pipe Line’s operations are subject to various federal, state and local laws and regulabions
relating to environmental quality control. Management believes that Williams Pipe Line's operations arc in
substantial compliance with existing environmental legal requirements, Management expects that compliance
with such existing environmental legal requirements will not have a material adverse effect on the capital
expenditures, earnings and competitive position of Williams Pipe Line.

Williams Pipe Line has been named by the EPA as a potentially responsible party as defined in
Section 107(a) of the Comprehensive Environmental Response, Compensation, and Liability Act, for a site in
Sioux Falls, South Dakota. This site was placed on the Naional Priorities List in July 1990, In Apnil 1991,
Willlams Pipe Line and the EPA exccuted an administrative consent order under which Williams Pape Line
agreed to conduct a remedial investigation and feasibility study for this site. The EPA issued its “No Action”
Record of Decision in 1994 concluding that there were no significant hazards associated with the site subject
to two additional years of monitoring for arsenic in certain existing monitoring wells. Monitoring should be
complete in the first quarter of 1997.

WILLIAMS ENERGY VENTURES, INC. (Willlams Energy Ventures)

Another subsidiary of Williams Holdings, Williams Energy Ventures, is combined for financial reporting
purposes with Williams Pipe Line, although Williams Energy Ventures' activities are not included in the
Williams Pipe Line operating statistics on page 15 herein. Williams Energy Ventures is engaged in the
manufacturing and marketing of petroleum products and oxygenates. Williams Energy Ventures also owns an
approximate 70 percent interest in a 30 million gallon per year cthanol plant in Nebraska that began
operations in November 1995, Williams Energy Ventures operates the facility and markets the luel ethanal
output, In addition, on August |, 1995, Williams Encrgy Ventures purchased Pekin Energy Company in
Pekin, Hlinois, for $167 million. The Pekin Energy lacility produces 100 million gallons annually of fucl-grade
and industrial ethanol and various coproducts.

WILLIAMS TELECOMMUNICATIONS SYSTEMS, INC. (WilTel)

WilTel provides data, voice and video communications producis and services to 4 wide vanety ol
customers nationally. WilTel is strategically positioned in the marketplace with more than 100 sales and
service locations throughout the United States, over 2,800 employees and over 1,200 stocked service vehicles.
WilTel employs more than 1,300 technicians and more than 400 sales representatives and sales support
personnel to serve an estimated 40,000 commercial, governmental and institutional customers. WilTel's
customer base ranges from Fortune 500 corporations and the Federal Government to small privately-owned
cnlilics

WilTel offers its customers a full array of data, voice and video network interconnect products including
digital key systems (generally designed for voice applications with fewer than 100 lines), private branch
exchange (PBX) systems (generally designed for voice applications with greater than 100 lines). voice
processing sysiems, inferactive voice response sysiems, automalic call distnbution applications, call accouni.
ing systems, network monitoring and management systems, deskiop video, routers, channel banks, intelligent
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el's services also include the design. conbiguraten and installation of yoice and data
the management ol Custommws Sl mumimciines aporalus and facihies. WilTel's »unanal
echinby il Woososuina o onine mEacikes Justivnge with oedme ooder ety and irouble repirling services,
b e lechmieal assistanee and traimwng - ANE sV caivabilitees inchinle Ll Area Network and PBX

renole mhonioing st o Wil S, e

T March 1993 WilTel acguired BellSouth's customer premise equipment gales and senace operations in
19 sates outside of BellSouth’s local operating region in the nine southeaslcrn-mastl statcs, and in
ice Data, 3 New York City-based customer prEmIse oquipment company.

October 1994, aoquired Jackson Voice
In 199, WilTel acquired Comlink, Incorporated, a Massachuseits-hased d3la and customer premise
equipment company. The acquisition of these businesses has allowed WilTel 10 capitalize on ils existing

infrastructure, strengthen its national market prescnce and peographx custome! denuty and has provided
mure diversity in product offerings

(}perating Statistics
The following 1able summarizes the results of operations for the penods indicated (dollars and ports in
mllions )
e 1994 1991
Revenues £494 9 i b S0 R

Percentage of revenues by type of service

New svstem sales 4% i Wk
System modifications % % 3%
Muainlenance bl 4% 2%
Other % b K%
Operating profit § 251 g 189 $ 95
Hacklog § kS0 §$924  § 520
47 41 2.7

Total ports

A port is defined as an clectronc address resident in a customer's PBX or key system that supports a
station, trunk or data pont

In 1995, WilTel denved approumately 66 percent of its revenues from its existing customer base and
approsimately 34 percent from the sake of pew telecommumications systems. WilTel's three largest supplicrs
accounted for 89 percent of oquipment sold ie 1995 A single manufacturer supplied 76 percent of all
equipment sold. In this case, WilTel s the largest distnibutor of certain of this company’s products. About
64 percent of WilTel's active customer base comsists of this manufacturer's products. The distnbution
agreement with this suppher s scheduled 10 expire at the end of 1997. This agreement is eapecied to be
renewed upon expiration Managemenl believes there is minimal nsk as to the availability of product from

supplicrs

€ ompetilion

WilTel has many competitors ranging from AT&T and the Reponal Bell Operating Companics 1o small
ndividually-owned compamscs which scll and senve castomer premise equipment, Competitors include

companies that sell equipment that » comparabic or wdentical to that sold by WilTel (See discusson of
telecommunications reform legislation below)

Regulatory Martters

Ihe equipment sold by WilTel must meet the requirements of Part 68 of the Federal Communicalions

Commission (“FCC™) rules governing the egquipment regastration. labelling and connection of equipment to
telephone networks. WilTel rebes om the oguipment manufacturers’ compliance with these requirements for its
own compliance regarding the equipment it distnibutes. A subsidiary of WilTel, which provides intrastale
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microwave communications services for a Federal agency, is subject to FCC regulations as a commaon carner
microwave licensee. These regulations have minimal impact on WilTel's operations.

THE WILTECH GROUP, INC. (WilTech)

WilTech, through subsidiaries, seeks to develop growth opportunities in the telecommunications and
technology industrics. WilTech currently conducts its business through two principal operating subsidiancs,
Vyvx, Inc. and Williams Learning Network, Inc. In October 1995, WilTech acquired a 22 percent interest in
ITCmediaConferencing Company. The investment is expected to expand WilTech's offerings in the videocon-
ferencing, teleconferencing and enhanced fax services markets. The total cost of the 1TC investment, together
with the 1CG Wireless Services' assets and NUS Training Corporation acquisitions discussed below, is
approximately $51 million.

VYVX, INC. (Vyvx)

Vyvx offers fiber-optic television transmission services nationwide. It provides these broadcast-quality
services as an alternative to satellite and microwave television transmissions. Vyvx pnmanly provides backhaul
or point-lo-point transmission of news and other programming between two or more customer locations. For
caample. the Vyvx network is used for the broadcast coverage of major professional sporting events. Vyvx's
customers include all of the major broadcast and cabl: networks. Vyvx also provides videoconferencing
business television services.

In 1995, Vyvx announced the acquisition of four teleports (including satellite carth station facilitics)
from 1CG Wireless Services. The tcleports are Jocated in Atlanta, Denver, Los Angeles and New York
(Carteret, N.J.). The scquisition will enable Vyvx to provide both fiber-optic backhaul and satellite
distribution services. The acquisition, which is subject to centain conditions, including the receipt of regulatory
approvals, is expected to close in the first half of 1996.

Regulatory Matrers. Vyvx is subject to FCC regulations as o common carmier with regard 1o certain of i1s
existing and future transmission services and is subject to the laws of certain states governing public utilitics.
Operation of to-be-acquired satellite carth stations and certain other related transmission facilities are also
subject to FCC licensing and other regulations. These regulations do not have a significant impact on Vyvx's
operations.

Compeition, Competition for Vyva's fiber-optic television transmission operations is denived primanly
from companies offering video transmission services by means of satellite facilitics and to a lesser degree lrom
companies offering trunsmission services via microwave facilities or fiber-optic cable

Federal telecommunications reform legislation enacted in February 1996, is designed to increase
competition in the long distance market by significantly liberalizing current restrictions on market entry. In
particular, Regional Bell Operating Companies are permitied to provide long distance services, includiag but
not limited to, video transmission services, subject to certain restrictions and conditions precedent. Moreover,
public utilities are permitted to provide telecommunications services, including long distance services, through
separate subsidiaries. The legislation also calls for tanff forbearance and relaxation of regulation over common
carmers. Any impact such legislation may have on Vyva cannot be predicted at this time

WILLIAMS LEARNING NETWORK, INC. (Willlams Learning Network )

Williams Learning Network, formerly Williams Knowledge Systems, provides computer-based operator
training primarily lo the energy industry, Williams Learning Network has licensing agreements with over
150 customers in the oil and gas pipeline, terminal and trucking industnes

In October 1995, Williams Learning Network acquired NUS Training Corporation. This acquisition
gives Willams Learning Network a large library of video-based and multimedia training products for the
chemical, refining and utility industries plus an expanded customer base and sales force.
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OTHER INFORMATION

Williams believes that it has adequate sources and availability of raw materials to assure the continued
supply of its services and products for existing and anticipated business needs. Williams' pipeline systems are
all regulated in various ways resulting in the financial return on the investments made in the systems being
limited to standards permitted by the regulatory bodies. Each of the pipeline systems has ongoing capital
requirements for efficiency and mandatory improvements, with expansion opportunities also necessitaling
periodic capital outlays.

A plant site in Pensacola, Florida, that was previously operated by a former subsidiary of Williams, has
been placed on the National Priorities List. This former subsidiary has also been identified as a potentially
responsible party at a National Priorities List cleanup site in Michigan. A third site, located in Lakeland,
Florida, which was formerly owned and operated by this subsidiary, is under investigation by the Flonda
Department of Environmental Protection and cleanup is anticipated. Williams docs not believe that the
ultimate resolution of the forcgoing matters, taken as a whole and afler consideration of insurance coverage,
contribution or other indemnification arrangements, will have a material udverse financial effect on the
Company. See Note 17 of Notes to Consolidated Financial Statements.

At December 31, 1995, the Company had approximately 10,000 full-time employees, of whom
approximately 1,350 were represented by unions and covered by collective bargaining agreements. The
Company considers its relations with its employees to be generally good.

Forward-looking Infermation

Certain matters discussed in this report, excluding historical information, include forward-looking
statements. Although the Company believes such forward-looking stalements arc based on rcasonable
assumptions, no assurance can be given thal every objective will be reached. Such stalements are made in
reliance on the “safe harbor” protections provided under the Private Securities Litigation Reform Act of 1995

As required by such Act, the Company hereby identifies the following important factors that could cause
actual results to differ materially from any results projected, forecasted, estimated or budgeted by the
Company in forward-looking statements: (i) risks and uncertaintics impacting the Company as a whole
primarily relate to changes in general economic conditions in the United States, changes in laws and
regulations to which the Company is subject, including tax, environmental and employment laws and
regulations, the cost and effects of legal and administrative claims and proceedings against the Company or i1s
subsidiarics or which may be brought against the Company or ils subsidiarics and conditions of the capital
markets utilized by the Company to access capital 1o finance operations; (i) for the Company's regulated
businesses, risks and uncertainties primarily relate to the impact of future federal and state regulation of
business activities, including allowed rates of retum; and (iii) risks and uncertainties associated with the
Company's nonregulated businesses primarily relate to the ability of such entities 1o develop expanded
markets and product offerings as well as maintaining existing markets. In addition, future utilization of
pipeline capacity will depend on energy prices, competition from other pipelines and alternate fuels, the
general level of natural gas and petroleum product demand and weather conditions, among other things
Further, gas prices which directly impact transportation and gathening and procesung throughout and
operating profits may fluctuate in unpredictable ways. It is also not possible to predict which of many possible
future products and service offerings will be important to maintwining a compelitive position in the
telecommunications business or what expenditures will be require I 1o develop and provide such products and
services.

(d) Financial Information sbout Forelgn and Domestic Operations and Export Sales
Williams has no significant foreign operations.

ltem L Properties
See ltem | () for description of properties.




ltem 3. Legal Proceedings

Other than as described under Item | — Business and in Note 17 of Notes to Consolidated Financial
Statements, there are no material pending legal proceedings. Williams is subject to ordinary routine litigation
incidental 1o its businesses.

With respect to the Dakota litigation described in Note 17, certain parties have subsequently filed a
motion with FERC requesting that FERC establish an additional proceeding to consider claims for additional
reflunds, The claimed additional refunds pertain to amounts paid Dakota from November 1, 1988, through
April 30, 1993, Net 1o Transco's interest, the claimed additional refunds appre  mate $90 million. Transco has
filed documents with FERC opposing the motion for additional refunds. The administrative law judge’s initial
decision in this case pertained only 1o periods afier April 30, 1993, and, if sustained, would require Transco 1o
refund to ratepayers approximately $75 million.

ltem 4. Submission of Martters to a Vote of Security Holders

Not applicable,
Executive Officers of Williams
The names, ages, positions and carlicst election dates of the exccutive officers of Williams are
Held
Chilicr
Name Age Positions sad Offices Held Sincr
Keith E. Bailey ............... 53  Chairman of the Board, President, Chiel Executive 05-19-94
Officer and Director (Principal Exccutive Officer)
John C. Bumgamer, Jr. ...... .. 53 Senior Vice President — Corporate Development and  01-01-79
Planning
James R. Herbster ,........... 54 Senior Vice President — Administration 01-01.92
J. Furman Lewis ... ........... 61 Senior Vice President and General Counsel 07-15-86
Juck D. McCanthy ............ 53 Senior Vice President — Finance (Principal Financial — 01-01.492
Ofhicer)
Gary R. Belitz2 . ..., .. 46  Controller {Principal Accounting Oflicer) 01-01-92
Stephen L. Cropper 46 President — Williams Pipe Line, Williams Energy (1-22-K6
Scrvices and Williams Energy Ventures
Lloyd A. Hightower ........... 61  President — Williams Field Services 05-11-91
Henry C. Hirsch .............. 353 President — Williams Telecommunications Systems 08-21-92
Howard E. Janzen............. 41 President — The WilTech Group, Inc. 12-01-94
Brian E. O'Neill .............. 60  President — Transco, Northwest Pipeline, Kern River,  01-01-8%

TXG and Williams Natural Gas

All of the above officers have been employed by Williams or its subsidiaries as officers or otherwise for
more than five years and have had no other employment dunng such period




PART 1l

liem 5. Market for the Registrant’s Common Equity
and Related Stockholder Marters

Williams' Common Stock is listed on the New York and Pacific Stock Exchanges under the symbaol
“WMB." Al the close of business on December 31, 1995, Williams had 11,933 holders of record of ity
Common Stock. The daily closing price ranges (composite transactions) and dividends declared by quarter for

cach of the past two years are as follows:

194

1995
Quarter High Law
T i o P LG LR OF s gy S0 S24h
r, C N A O g e e A e $35h 530%
£ 7 NI G S Syl $19% Sl
¢ i T ] I D $44Y;  $ITH

Dividend

.7
.27
$27
$.27

High
$27%
$30%
§32h
$30%

Law  Disidend

5.21
2
$21
5.21

In January 1996, the Board of Directors of the Company approved a 259 percent increase in the

Common Stock dividend. The dividend approved for the first quarter of 1996 was §.34 per share.

Terms of certain subsidiaries’ borrowing arrangements limit transfer of funds to Williams. These terms
have not impeded, nor are they expected 1o .n the future, Williams' ability 1o meet its cash obligations. See

Mote 13 of Notes to Consolidated Financial Statements,

P
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liem 6. Selected Financial Data

The following financial data are an integral part of, and should be rcad in conjunction with, the
consolidated financial statements and notes thereto. Information concerning significant trends in the financial
condition and results of operations is contained in Management’s Discussion and Analysis of Financial
Condition and Results of Operations on pages F-1 through F-9 of this report.

1995 1994 1993 1991 1991
iMHllons, rucrpt per-share amounis)

Revenues® . . i iveisanavvisvae i $ 28557 81,751 $1,7934  S19835  S1,704.5
Income lrom continuing operations® . ... . 2994 164.9 185.4 1031 69.7
Income from discontinued operations®® . .. 1,018.8 940 d6.4 25.2 40.3
Fully diluted eamnings per share:

Income from continuing operations . . . . . 2.76 1.52 1.71 97 69

Income from discontinued operations . . . 2.1 N A5 28 A8
Cash dividends per common share........ 1.08 B4 T8 76 70
Total assets at December 3., .......... 10,4948 5,226.1 50204 49523 4,2474
Long-term obligations al December 31 .. .. 18740 1,307.8 1.604.8 1.683.2 1.5419

Stockholders” equity at December 31 ... 3,187.1 1,505 1,724.0 1.518.3 1,2200

* Sec Notes 5 and 6 of Notes to Consolidated Financial Statements for discussion of significant assel sales
and write-ofl of project costs.

** Sec Note 3 of Notes to Consolidated Financial Statements for discussion of the gain on the sale of
discontinued operations.

Item 7. Management's Discussion and Analysis of Financial Condition and Results of Operations
Results of Operations
1995 va. 1994

Northwest Pipeline's revenues increased $16.7 million, or 7 percent, duc primarily to the $16 million
reversal of a portion of certain rate refund accruals and increased transportation mies put into effect in
November 1994, partially offset by the completion in 1994 of billing contract-reformation surcharges.
Muainline throughput increased 22 percent; however, revenues were not significantly affected due to the effects
of the straight-fixed-variable rate design prescribed by the Federal Encrgy Regulatory Commission (FERC).
Opcrating profit increased $11.6 million, or 11 percent, due primanly to higher transportation rates and the
approsimate $11 million net effect of two reserve accrual adjustments, partially offsct by $5 million, or
13 percent, higher operations and maintenance cxpenses. The reserve accrual adjustments involved a
$16 million adjustment to rate refund accruals because of favorable rate case developments, partially offset by
a loss accrual (included in other income — net) in connection with u lawsuit involving a former transportation
customer.

Williams Natural Gas® revenues decreased $57 million, or 25 percent, and costs and operating cxpenscs
decreased $62 million, or 40 percent, due primarily to $36 million lower direct billing of purchased gas
adjustments and lower contract-reformation recovery of $21 million. Operating profit decreased $3.8 million,
or 8 percent, due primarily to the absence of the 1994 reversal of excess comtruct-reformation accruals of
$7.4 million and $3.2 million from lower 1995 average firm reserved capacity, partially offset by $4.6 million
resulting from higher average firm reserved capacity rates, effective August 1, 1995, and higher storage
revenues of $3.7 million,

Transcontinental Gas Pipe Line's revenues were $725.3 million in 1995, while costs and expenses were
$560 million and operating profit was $165 million. Throughput was 14109 TBiu in 1995 (for the period
subsequent to the acquisition date). Transcontinental Gas Pipe Line placed new, higher rates into effect
Scptember 1, 1993, subject 1o refund. Market-arca deliveries in 1995 and 1994 were approximately the same.



Texas Gas Transmission’s revenues were $276.3 million in 1995, while costs and eapenses were
$212 million and operating profit was $64 million. Throughput was 6534 THu in 1995 (for the penod
subsequent to the acquisition date). Texas Gas placed new, higher rates into effect April 1, 1995, subject 1o
refund.

Williams Field Services Group's revenues increased $216.1 million. or 58 percent, due pnmanly to
$172 million higher gathering revenues in addition to higher natural gas sales. Gathenng revenues increased
due primarily to a 102 percent increase in gathering volumes, including $131 million attnbutable to Transco
Energy's Gull Coast gathering operations, combined with an increase in average gathenng prices, excluding
Gulf Coast operations. Natural gas sales increased due to higher volumes, partially offset by lower uverage
prices. Liguids and processing volumes increased 6 percent and 4 percent, respectively. Costs and operating
cxpenses increased $171 million, or 79 percent, and sclling, genzral and administrative expenses increased
$28 million, or 89 percent, with Transco Energy’s activities contributing $102 million and $13 million,
respectively. In addition, costs and operating expenses increased from higher natural gas purchase volumes
and expanded facilities. Other income — net includes §12 million in operating profit from the net effect of 1wo
unrelated items. One was $20 million of income from the favorable resolution of contingency issues involving
previously regulated gathering and processing assets. This was partially offset by an $8 million accrual for a
future minimum price natural gas commilment. Operating profit increased $28.3 million, or 22 percent,
primarily resulting from the $12 million in other income and a doubling of gathering volumes, primanily a
resull of Transco Energy’s gathering activities, Pantially offsetting these increases was the effect of lower
natural gas prices. Operating profit in 1994 included approximately $12 million in favorable settlements and
adjustments of certain prior period accru s, including income of $4 million from an adjustment to operating
laxes.

Williams Energy Services' revenues and costs and operating expenses decreased $177.9 million and
$234 million, respectively. The addition of Transco Energy’s gas trading activities was more than offset by the
reporting of 1995 natural gas marketing activitics on a net-margin basis (sec Note 15). Natural gas physical
trading volumes increased to 753.8 TBtu in 1995 compared to 1478 TBtu in 1994, primarily from the effect of
the Transco Encrgy acquisition. Operating profit increased $29.5 million from $500,000 in 1994, Trading
activities' operating profit increased $34 million, attributable primarily 1o income recognition from long-term
natural gas supply obligations and no-notice service provided to local distribution companies. Included in
trading activities is a price-risk management adjustment of $4 million from the valuation of certain natural gas
supply and sales contracts previously excluded from trading activities. These increases were partially offset by
$6 million of loss provisions, primarily accruals for contract disputes, and increased costs of supporting ils
information services business. As a result of Williams Encrgy Services™ price-rish management and trading
activities, it is subject to risk from changes in encrgy commeodity market prices, the portfolio position of ils
financial instruments and credit risk. Williams Energy Services manages its portfolio position by making
commitments which manage risk by maintaining its portfolio within established trading policy guidclines

Williams Pipe Line's revenues (including Williams Encrgy Ventures) increased $39.5 million, or
13 percent, duc 1o an increase in transportation and non-transportation revenues of $9 milon and
$30.5 million, respectively. Shipments, while 7 percent higher than 1994, were reduced by the November 1994
fire at our truck-loading rack and unfavorable weather conditions in the first halfl of 1995, The average
transporiation rate per barrel and average length of haul were slightly below 1994 due prnmanly to shorter haul
movements. The increase in non-transportation revenues reflects $84 million from the acyuiv.tion of Pekin
Energy in August 1995 and increascd gas liquids operations of $16 million, largely offset by $62 million relaied
to lower petrolcum-product services due 1o adverse market conditions and a $15 million decrease in refined-
product sales due 1o the unavailability of certain refined-product supp! .s. Costs and cxpenscs increased
$22 million, or 8 percent, due primarily to increased operating expenses associated with transportation and
non-lransportation activities. Operating profit (including Williams Energy Ventures) increased $17.8 million,
or 34 percent, due primarily to higher transportation revenues of $9 million and non-transportation activities of
$8.8 million. Non-transportation includes $3 million related to the acquisiton of Pekin Energy and the
absence of $5 million of costs in 1994 for evaluating and determining whether to build an ol refinery near
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Phocnix. Williams Energy Ventures' resulls improved in 1995 with a $400,000 operating loss compared (o an
$8.1 million operating loss in 1994,

WilTel's revenues increased $98.3 million, or 25 percent, due primarily to $30 million (rom new systems,
$28 million from cxisting system enhancements and $37 million from contract maintenance, moves, adds and
changes. These amounts include the effect of the acquisitions of BellSouth Communications Systems in
March 1994 and Jackson Voice Data, completed in October 1994, The number of ports in service at
December 31, 1995, has increased 14 percent as compared to December 31, 1994, Costs and operating
cxpenses increased $79 million, or 26 percent, due primarily to the increase in volume of sales and services.
While the $11 million, or 15 percent, increase in selling, general and administrative expenses is due primarily
to higher revenues, the selling, general and administrative expenss to revenue percent declined from
19.2 percent to 17.7 percent, reflecting better leveraging of the company’s existing infrastructure. Operating
profit increased $9.4 million, or 50 percent, duc primarnly to increased activity in ncw system sales,
enhancements to existing systems, maintenance and the full-year 1995 impact of two 1994 acquisitions and
cost control cfforts.

WilTech Group's revenues increased $24 million, or 120 percent, due primarily to $15 million in higher
occasional and dedicated digital television services revenues and the effect of an acquisition during 1995,
Billable minutes from occasional service increased 110 percent and dedicated service voice grade equivalent
miles at December 31, 1995, increased 50 percent as compared with December 31, 1994, The $6 million, or
22 percent, increase in cost of sales and the $10 million increase in selling, general and administrative expenses
reflects the overall increase in sales activity ard higher expenses for developing additional products and
services. Operating loss decreased $8 million, or 71 percent, duc to higher demand for WilTech Group's digital
television services, which produced volumes sufficient to result in operating profit for the fourth quarter.

General corporate expenses increased $9.7 million, due primarily to a $6.4 million increase in chantable
contributions, including $§5 million 1o The Williams Companics Foundation. Interest accrued increased
$132.1 million, due primarily to the $2 billion outstanding debl assumed as a result of the Transco Energy
acquisition. Interest capitalized increased $8.5 million, due primarily to increased expenditures for gathering
und processing facilities and Northwest Pipeline's expansion projects. Investing income increased $44.3 mil-
lion, due primarily to interest earned on the invested portion of the cash proceeds from the sale of Williams'
network services operations in addition to an $11 million increase in the dividend from Texasgull Inc. The
1995 loss on sales of usets results from the sale of the 15 percent interest in Texasgull Inc. (sec Note 5). The
1994 gain on sales of assets results from the sale of 3,461,500 limited partner common units in Northern
Border Partners, L.P. The 1995 write-off of project costs results from the cancellation of an underground coal
gasification project in Wyoming (sce Note 6). Other income (expense) — net in 1995 includes approximaiely
$10 million of minority interest expense associated with the Trunsco Energy merger, $4 million of dividends on
subsidiary preferred stock and $4 million of losses on sales of receivables, panially offset by $11 million of
cquity allowance for funds used during construction (AFUDC). Other income (expense) — net in 1994
includes a credit for $4.8 million from the reversal of previously accrued habilities associated with certain
Royalty Trust contingencies that expired. Also included is approximately $4 million of expense related to
Statement of Financial Accounting Standards (FAS) Nao. 112, "Employen’ Accounting for Postemployment
Benefits,” which relates 1o postemployment benefits being paid to employees of companies previously sold.

The $20.3 million increase in the provision for income taxes on continuing operations is pamanly a result
of higher pre-tax income, partially offset by a lower effective income tax rate resulting from $29.8 million of
previously unrecognized tax benefits realized as a result of the sale of Texasgull Inc. (see Note §) and an
$8 million income tax benefit resulling from scttlements with taxing authoritics. The effective income tax rate
in 1995 is significantly less than the federal statutory rate, due primanily to the previously unrecognized tax
benefits realized as a result of the sale of the investment in Texasgull Inc., income tax credits from coal-seam
gis production and recognition of an $8 million income tax benefit resulting from settlements with taxing
authorities, partially offset by the effects of state income taxes and minonty interest, The effective income lax
rate in 1994 is lower than the statutory rate primanly because of income tax credits from coal-scam gas
production, partially offset by state income taxes (see Note 7).
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On Junuary 5, 1995, Williams sold its network services operations 1o LDDS Communications, Inc. for
$2.5 hillion in cash. The sale yielded an after-tax gain of approximately $1 billion which is reported as income
from discontinued operations. Prior period operating results for the network services operations arc reported as
discontinued operations (see Note 1),

The 1994 extraordinary loss results from the early extinguishment of debt (sec Note B). Preferred stock
dividends increased $6.5 million as a result of the May 1995 issuance of 2.5 million shares of Williams $1.50
cumulative convertible preferred stock in exchange for Transco Energy's $3.50 cumulative convertible
preferred stock (see Note 14) in addition to the $3.5 million premium on exchange of $2.21 cumulative
preferred stock for debentures.

1994 vy, |993

Northwest Pipcline's revenues decreased $38 million, or 14 percent, as expanded firm transportation
service was more than offset by the absence of natural gas sales following the fourth-quarter 1993
implementation of FERC Order 636 and $10 million resulting from the 1994 completion of contrac-
reformation surcharges. Total mainline throughput increased 9 percent. Firm transportation service increased
duc to a mainline expansion, supported by 15-year firm transportation contructs, being placed into service on
April 1, 1993. Northwest Pipeline placed new, increased transportation rates into effect on November |, 1994,
and April 1, 1993, subject 1o refund. The April 1, 1993, rates reflected the new mainline expansion and
straight-fixed-variable rate design that moderates seasonal swings in operating revenues. Costs and operating
expenses decreased $43 million, or 32 percent, dve primarily 1o the absence of natural gas purchase volumes of
$41 million and the completion of contract-reformation amortization, slightly offset by increased operating
expenses primarily related to the full-year effect on 1994 of the mainline expansion. Operating profit increased
$5.1 million, or 5 percent, due primarily to expanded firm transportation scrvice related to the company’s
mainline system expansion.

Williams Natural Gas' revenues decreased $62.8 million, or 21 percent, primanly as a result of the
absence of natural gas sales resulting from implementation of FERC Order 636 on October 1, 1993, The
decrease in revenues was partially offset by the implementation of new rates required by the Order, direct
billing of net purchased gas cost adjustment amounts of approximately $40 million and higher direct billing of
recoverable contract-reformation costs of approximately $17 million. Costs and operating expenses decreased
$67 million, or 30 percent, primarily as a result of approximately $120 million lower gas purchase costs
resulting from the implementation of FERC Order 636, partially offsct by the costs that were direct billed as
discussed above. Operating profit increased $7.8 million, or 19 percent, primarily as a result of the full-year
effect of new rates, implementation of Order 636 and the reversal of excess contraci-reformation accruals
recorded in other income — net ($7.4 million in 1994 and $2.5 million in 1993 ), partially offset by the absence
of the regulatory accounting effect of an income tax rate increase in 1993 (which was offsel in income tax
expense). FERC Order 636 utilizes a straight-fixed-variable rate design that is applied to each customer’s
annual firm contract demand for transportation.

Williams Field Services Group's revenues decreased $56.5 million, or 13 percent, due primanily 1o
$71 million in lower natural gas sales revenues as a result of the March 1993 sale of Williams® intrastate
natural gas pipeline system and related marketing operations in Louisiana, $2 million in lower liyuids revenues
and lower average processing prices. Partially offsetting were higher gathenng and processing revenues of
$22 million and S8 million, respectively, from increased volumes of 13 percent and 21 percent, respectively.
Increased other revenues in 1994 were offset by a 1993 favorable settlement involving processing revenues
from prior periods. Costs and operating expenses decreased $59 million, or 21 percent, due pimarily o lower
natural gas purchases of $66 million and the effects of a favorable adjustment of an accrual related to
operating taxes, partially offset by higher operations, mainicnance and depreciation capenses al expanded
gathering facilities. Operating profit increased $2.6 million, or 2 percent, due primarily 1o higher gathenng and
processing volumes and a $4 million favorable operating taxes adjustment, partially offset by $5 million of
lower per-unil liguids margins, lower average processing prices and higher operations, maintenance and
depreciation expenses associated with expanded facilities.
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Williams Encrgy Services' revenues decreased 397.1 million, or 27 percent, due primarnly to lower natural
gas sales volumes and prices of $45 million, lower refined-product trading margins and the $45 million cffect
of reporting these truding activitics on a “net margin™ basis, effective July 1, 1993 Costs and cperating
expenses decreased 29 percent, due to lower natural gas purchase volumes and prices of $46 million and the
$41 million efMect of reporting refined-product trading activitics on a “net margin™ hasis, partially offset by the
cost of developing long-term energy industry businesses. General and administrative eapenses increased
44 pervent, reflecting the costs of establishing appropriate administrative and project support groups to serve
growing business activities. Operating profit was $500,000 in 1994 compared to $7.9 million in 1991, Price-nsk
management services’ results continued to be profitable but were lower by $6 milhon in 1994 than 1993
because of reduced gasoline and distillate margins and the cffect of location pricing differentiais in refined-
products trading sctivities, partially offset by an improvement in natural gas trading margins reflectng
increased volumes. Costs to develop long-term energy indusiry opportunities also adversely affected operating
profil. Results from natural gas marketing activities increased by $2 million in 1994 compared 1o 1991,

Williams Pipe Linc's shipments increased 9 percent, duc pnmarily to new volumes resulting from the
December 1993 acquisition of a pipeline system in southern Oklahoma. Revenues (including Williams Energy
Ventures) increased $130.2 million, or 72 percenl, due primarily to higher shipments, increased gas liquids
and fractionator operations of $30 million and petroleum services activities of $106 million. The slightly higher
average transportation rate resulted primanly from longer hauls into the northern region and overall increases
in tarill rates, effective December 1, 1994, and June 1, 1993, partially offset by lower rates on shorter haul
movements from new business. Costs and operating expenses increased $125 mullion, or 94 percent, due
primarily to gas liguids and fractionator operations, additional operating expenses, petroleum services activities
of $104 million and the cost of developing long-term encrgy industry businesses, Operating profit (inciuding
Williams Energy Ventures) increased $4.8 million, or 10 percent, reflecting $15 million from increased
shipmenis and a favorable insurance seitlement, partially offset by higher operating and maintenance
expenses. Operating profit also includes $9 million of cosis from developing long-term energy indusiry
investment opportunitics. Included in 1994°s other income — net is approximately $5 million of costs for
evaluating and determining whether 1o build an oil refinery near Phoenia

WilTel's revenues increased $93.8 million, or 31 percent, due in large part to the March 11, 1994,
acquisition of BellSouth’s customer equipment sales and service operations in 29 states, as evidenced by a
52 percent increase in the number of ports. Costs and operating expenses and selling, general and
administrative expenses increased 31 percent and 20 percent, respectively, due to the increase in volume of
equipment sales and services. Operating profit increased to S1E.9 million in 1994 from $9.5 enillion in 1993,
primarily resulting from higher sales volumes, partially offsel by an increase in selling, general and
administrutive expenses. Margins were level between 1994 and 1993, while selling, general and administrative
expenses as o percent of revenue decreased in 1994 compared 1o 1993,

WilTech Group's revenues and operating losses for 1994 and 1993 are primarnly from Vyvs, Inc's
switched liber-optic television transmission services. Results of Vyva's operations improved significantly in
1994; however, the operations in both periods were not profitable as sutlicient volumes had not been achieved
to support the infrastructure in place. Revenues increased $6.5 million, or 48 percent, in 1994 reflecting higher
occasional and dedicated digital 1elevision services, which helped reduce operating losses 34 percent from
S17 million in 1993 10 $11.3 million in 1994,

General corporate expenses decreased $10.4 million, reflecting lower supplemental retirement benehits
{sce Note 9) and incentive compensation accruals. Interest acerued decreised $5.4 million, prmanly because
of lower effective interest rales, partially offset by higher averuge borrowing levels. Interest capitalized
decreased $4.4 million, reflecting the completion of Northwest Pipeline’s mainline expansion, which was
placed in service April 1, 1993, Investing income decreased $15.6 million, due prmanly to lower investiment
levels and lower equity earnings for Apco Argentina Inc., in addition 1o the sale of a portion of Williams’
interest in Northern Border Partners, L.P, The 1994 gain on sales of assets results from the sale of 3,461,500
limited partner commuon units in Northern Border Partners, L.P. The gain on sales of assets in 1993 results
from the sale of 6.1 million units in the Williams Coal Seam Gas Royalty Trust and the sale of the intrastate
natural gas pipeline system and other relaled assets in Louisiana (see Note 6. Other income (expense ) — net
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in 1994 includes a credit for $4.8 million from the reversal of previously accrued liabilities associated with
certain Royalty Trust contingencies that expired. Also included is approximately $4 million of expense related
to FAS No. 112, "Employers’ Accounting for Pastemployment Benefits,” which relates to postemployment
bencfits being paid to employees of companies previously sold. Other income (expense)— net in 199)
includes $6 million of expense accruals for certain costs associated with businesses previously sold, ofTset by
$6 million of equity AFUDC related to the Northwest Pipeline mainline expansion.

The $30.9 million decrcase in the provision for income laxes on conlinuing opcrations is primarily a result
of lower pre-tax income and the $15.8 million cumulative cffect in 1993 of the | percent increase in the federal
income tax rate. The effective income tax ratc in 1994 is lower than the statutory rate, primanly because of
income tax credits from coal-scam gas production, partially offset by state income taxes, The effective income
tax rate in 1993 is higher than the statutory rate, primanly because of the effect of the lederal income tax rate
increase and state income taxes, partially offset by income tax credits from coal-seam gas production (see
MNote 7).

The network services operations of Williams have been presented in the Consolidated Financil
Statements as discontinued operations (see Note 3). Income from discontinued operations more than doubled
to $94 million. The increase reflects a 93 percent increase in switched services minutes and a 24 percent
increase in private line billable circuits, These increases more than offset a mujor carrier’s long-expected
removal of traffic from Williams' system to the camrier's expanded network. Income was also impacted by a
decrease in interest accrued due to the carly extinguishment of network services’ long-term debt, The effectine
income tax rate for both 1994 and 1993 is greater than the federal stututory rate, due to the ellect of state
income laxes,

The extraordinary loss results from carly extinguishment of debt (see Note 8). Prelerred stock dimdends
decreased, reflecting the redemption of 3,000,000 shares of outstanding $3.875 convertible exchangeable
preferred stock during the second quarter of 1993 (sce Note 14).

Financial Condition and Liguidity
Liguidity

Williams considers its liguidity 1o come from two sources: internal liquidity, consisting of available cash
investments, and external liquidity, consisting of borrowing capacity from available bank-credit facilities,
which can be utilized without limitation uner existing loan covenants. Al December 31, 1995, Williams had
access to $726 million of liquidily representing the available portion of its $800 million bank-credit facility plus
cash-cquivalent investments. This compares with liguidity of $495 million at December 31, 1994, and
$639 million at December 31, 1993, The increase in 1995 is due primanly 10 a $200 million increase i the
capacity of the bank-credit facility (sec Note 13). In January 1996, Williams Holdings of Delaware, Inc., a
wholly owned subsidiary of Williams, filed a $400 million shell registration statement with the Securities and
Exchange Commission and subsequently issued $250 million of debl secunties. Duning 1993, Willlams filed a
$300 million shelf registration statement with the Secuntics and Exchange Commission, increasing the total
amount available to $400 million. The registration statement may be used to issue Williams commaon or
preferred stock, preferred stock purchase rights, debt securities, warrants to purchase Williams commuon stoch
or warrants to purchasc debt securitics. Williams does not anticipate the need for additional financing
arrangements; however, Williams believes such arrangements could be obtained on reasonable terms af
required.

Williams had & net working-capital deficit of $706 million at December 31, 1995, compared with
£17 million at December 31, 1994, Williams manages its borrowings 1o keep cash and cash equivalents at a
minimum and has relied on bank-credit facilitics 1o provide flexibility for its cash needs. As a result, 1t
historically has reported negative working capital. The increase in the working-capital deficit a1 December 11,
1995, as compared to the prior year-end is primarily o result of higher 1995 levels of accounts payable and
accrued liabilities (see Note 12) and the effect of the 1994 net assets of discontinued operations (see Note 1)
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Terms of cenain borrowing agreements limit transfer of funds to Williams from its subsidiaries. The
restrictions have not impeded, nor are they expected to impede, Williams’ ability 1o meel its cash requirements
in the future,

Subsequent to December 31, 1995, Williams entered into a $205 million short-term borrowing agreement
to finance the purchase of the remaining interest in Kern River Gas Transmission (see Notes 5 and 13).
During 1996, Williams expects to finance capital expenditures, investments and working-capital requirements
through cash gencrated from operations and the use of its $800 million bank-credit facility or public
debt/equity offerings.

Operating Activities

Cash provided by continuing operating activitics was: 1995 — $829 million; 1994 — $180 million; and
1993 — $187 million. Accrued liabilities increased, due primarily to the income tax and other liabilities
associated with the sale of the network services operations in addition to the acquisition of Transco Energy.
The increases in reccivables, inventory, other current assets, property, plant and equipment, other noncurrent
asscts and deferred charges, payables, long-term debt, deferred income taxcs, and other Liabilities primanily
reflect the acquisition of Transco Energy. In addition, the increase in receivables was partially offset by a
5§56 million increase in the level of receivables sold. Cash provided by discontinued operations was:
1994 — $169 million: and 1993 — §$162 million.

Financing Activities

Net cash provided (used) by financing activitics was: 1995 — ($1.4) billion; 1994 — $50 million; and
1993 — ($220) million. Notes payable decreased, reflecting the repayment of these notes with the proceeds
from the sale of the network services operations. Long-term debt principal payments net of debl proceeds were
$610 million during 1995, Long-term debt proceeds, net of principal payments and early extinguishment of
debt were $24 million during 1994, Long-term debt principal payments totaled $192 milhion during 1993.

On January 18, 1995, Williams acquired 60 percent of Transco Energy’s outstanding common stock in a
cash tender offer for $430.5 million. Williams acquired the remaining 40 percent of Transco Encrgy's
outstanding common stock on May |, 1995, through a merger by exchanging the remaining Transco Energy
common stock for approximately 10.4 million shares of Williams common stock valued at $334 million.
Additionally, $2.3 billion in preferred stock and debt obligations of Transco Energy wis assumed by Williams.
Williams made payments to retire and/or terminate approxirately $700 million of Transco Energy’s
borrowings, preferred stock, interest-rate swaps and sale of receivable facilities, As pant of the merger,
Williams exchanged Transco Energy's $3.50 cumulative convertible preferred stock for Williams™ $3.50
cumulative convertible preferred stock (see Note 2). The cash portion of the acquisition and the payments to
retire and/or terminate various Transco Encrgy facilities were financed with the proceeds from the sale of
Williums" network services operations (sec Note 3).

Durning 1995, Williams cxchanged 1.8 million shares of its $2.21 cumulative preferred stock with a
carrying value of $69 million for 9.6 percent debentures with a fair value of $72.5 million (see Note 14).

The 1995 proceeds from issuance of common stock includes $46.2 million from the sale of 1.2 million
shares of Williams common stock, held by a subsidiary of Williams and previously classified as treasury stock
in the Consolidated Balance Sheet, in addition to certain Williams benefit plan stock purchases and exercise of
stock options under Williams® stock plans. The majority of the proceeds from issuance of common stock in
1994 and 1993 resulied from certain Williams beaefit plan stock purchases and exvercise of stock options under
Williams' stock plan (see Note 14),

Durning 1994, Williams and one of its subsidiaries purchased | A8 million shares of Williams common
stock on the open market for $407 million. Substantially all of the purchases were inanced with a $400 million
bank-credit agreement. In 1995, the outstanding amounts under the credit agreemeni were repaid from the
proceeds of the sale of Williams' network services operations, and the credii agreement was terminated
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Williams also repurchased 258,800 shares of its $2.21 cumulative preferred stock on the open market for
£6 million in 1994,

During 1993, Williams called for redemption of its 3,000,000 shares of outstanding $1875 convertible
exchangeable preferred stock. Substantially all of the preferred shares were converted into 7.600.000 shares of
Williams common stock.

Long-term debt at December 31, 1995, was $2.9 billion, compared with $1.3 hilhion st December 11,
1994, and $1.6 billion at December 31, 1993, The increase in long-term deb is due primanly 1o the $2 hillion
outstanding debt assumed as a result of the Transco Energy acquisition. The long-term debt 1o debi-plus-
cquity ratio was 47.4 percent al year-end, compared with 46.5 percent and 48.2 percent at December 31, 1994
and 1993, respectively. Included in long-term debt due within one year at December 3. 1994, was
$350 million outstanding under Williams® revolving credit loan.

Sce Note 8 for information regarding carly extinguishment of debt by Williams and one of 1ty subsidianies
during 1994,

Investing Activities

Net cash provided (used) by investing activities was: 1995 — $585 million: 1994 — (8427) mulbon; and
1993 — ($277) million. Capital expenditures of pipeline subsidianes, including gathenng and processing
facilities, primarily to expand and modernice systems, were $734 million in 1995; $272 nullion in 1994 and
$405 million in 1993. Capital expenditures for discontinued operations were $143 mullion and $101 million m
1994 and 1993, respectively, primarily 1o expand and enhance Williams' network services operations nelwork
Expenditures in 1995 include Transcontinental Gas Pipe Line and Northwest Pipeline’s expansions as well as
expansion of gathering and processing facilities. Expenditures in 1994 include Northwest Pipeline’s additional
mainline expansion and the expansion of various gathering and processing facilities. Expenditures in 1993
include the completion of Northwest Pipeline's first mainline expansion and the expansion of various gathenng
and processing facilities. Budgeted capilal expenditures and acquisitions for 1996 are approuinately S1.3 tul-
lion, primarily to expand pipeline sysiems and gathering and processing facilities, expand the telecommunica-
tions network and acquire the remaining interest in Kern River Gas Transmission

During 1995, Williams received proceeds of $124 million from the sale of its 15 percent interest in
Texasgull Inc. (see Note $). During 1994, Williams received net proceeds of $80 milhon from the sale of
limited partner units in Northern Border Partners, L.P. Duning 1993, Williams received net proceeds of
$113 million from the sale of 6.1 million units in the Williams Coal Seam Gas Royalty Trust. In addition,
Williams sold its intrastate natural gas pipeline system and other related assets in Louisiana for $170 mullion
(see MNote 6).

During 1995, in addition to the Transco Energy acquisition (see Note 2), Williams acquired the Gas
Company of New Mexico's natural gas gathering and processing asscis in the San Juan and Permian basins for
$154 million (including approximately 10 percent of which was immediately sold 10 a third party) and Pelin
Energy Co., the nation's second largest ethanol producer, for $167 million in cash

Fflects of Inflation

Williams has experienced increased costs in recent years due 1o the elfects of inflavon. However,
approximately 55 percent of Williams' property, plant and equipment was acquired or constructed duning
1995, while the remainder was purchased or constructed since 1982, u period of relatively low inflanca. A
substantial portion of Williams® property, plant and equipment is subject to regulation, which limis recovery
1o historical cost. While Williams believes it will be allowed the opportunity to carn a return based on the
actual cost incurred to replace cxisting assets, competition or other market factors may limit the abibity 1o
recover such increased costs.
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Environmental

Williams is a participant in certain environmental activities in vanious stages involving assessment studies,
cleanup operations and/or remedial processes. The sites, some of which are not currently owned by Williams
(see Note 17), are being monitored by Williams, other potentially responsible parties, LS. Environmental
Protection Agency (EPA), or other governmental authorities in a coordinated effort, In addition, Williams
maintains an active monitoring program for its continued remediation and cleanup of certain sites connected
with its refined products pipeline activities. Williams has both joint and several liability in some of these
activitics and sole responsibility in others. Current estimates of the most likely costs of such cleanup activities,
after payments by other partics, are approximatcly $86 million, all of which is accrued at December 31, 1995
Williams expects to seek recovery of approximately $72 millioa of the accrued costs through future rates
Williams will fund these costs from operations and/or available bank-credit facilitics. The actual costs
incurred will depend on the final amount, type and eatent of contamination discovered at these sites, the final
cleanup standards mandated by the EPA or other governmental authoritics, and other factors.

Subsequent Events

In January 1996, the Williams Board of Directors increased the quarterly cash dividend on Williams
common stock 10 $.34 per share, a 25.9 percent increase over the previous amount
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REPORT OF INDEPENDENT AUDITORS

To The Stockholders of
The Williams Companies, Inc.

We have audited the sccompanying consolidated balance sheet of The Williams Companies, Inc. as of
December 31, 1995 and 1994, and the related consolidated statements of income, stockholders’ equily, and
cash flows for cach of the three years in the period ended December 31, 1995, Our audits also included the
financial statement schedules listed in the Index at ltem 14(a). These financial statements and schedules arc
the responsibility of the Company's management. Our responsibility is to express an opinion on these financial
slalements and schedules based on our audits.

We conducted our audits in accordance with generally accepted auditing standards. Those standards
require that we plan and perform the audit to obtain reasonable assurance about whether the financial
statements are frec of material misstatement. An audit includes examining, on a test basis, evidence
supporting the amounts and disclosures in the financial statements. An audil also includes assessing the
accounting principles used and significant estimates made by management, as well as evaluating the overall
financial statement presentation. We believe that our audits provide a reasonable basis for our opinion

In our opinion, the consolidated financial statements referred to above present fairly, in all matenal
respects, the consolidated financial position of The Williams Companies, Inc. at December 31, 1995 and 1994,
and the consolidated results of its operations and its cash flows for each of the three years in the penod ended
December 31, 1995, in conformity with (enerally accepted accounting principles. Also, in our opinion, the
related financial statement schedules, when considered in relation to the basic financial statements taken as a
whole, present fairly in all material respects the information set forth therein.

ERNST & YOUNG LLP

Tulsa, Oklahoma
February 9, 1996




THE WILLIAMS COMPANIES, INC.

CONSOLIDATED STATEMENT OF INCOME

Yenrs Faded December 11,
1998 194" 1993
{Millisas, svcept per-share smounts)

Revenues:
Williams Interstate Natural Gas Systems (Note d) ................ $1. 4111 5 49K § S5T06
Williams Field Services Group. . ....covveiiiineeniniiiieonianns 591K 17157 43122
Williams Energy Services (Note 15) ... BoK 263.7 360 8
Willinons PIpR LG . covivsunssrirnssaamapsmyassrmsas T 1502 3107 1805
WVIITRN i i i i w0 s o Wb b M W e AR 4949 396.6 Jo2s ‘
Ty T N S o 4.0 200 135
T i R A T 0 6 ST M M 174 - —_
Intercompany climinations (Note 16)................. ... ...... _(159.5) _ (854) _ (67.0)
Tolal rEvEnUes ........covevenenvnnansnnnnns S — 1.855.7 1,751.1 1.7934
Profit-center costs and expenses:
Costs and operaling CXpenses . .. .....o.oueiiiiiiiiianes e 1.700.7 1,187.7 1.2839
Sclling. gencral and administrative expenses ....... ... ... .. ... 4888 229.2 203.2
Other inCOmME — BEL .. ..ovuvennncnsnneccnrvrscananasnsnnssins (4.5) (5.1) (1.8)
Tolal profit-center costs and expenses .. ..........oooaian. 2.185.0 1,408 8 1.479.3
Operating profit (luss):
Williams Interstate Natural Gas Systems (Note d) ................ 1897 1529 1398
Williams Field Services Group. . ... coovvieiainin WL 157.6 1203 126.7
Williams Energy Services . . ..ooviivrrvniummaceiianiinnrrrsns 0.0 5 79
Willlars Plpe LI .ooovivinmeinesmsrnmsmssnsarssssissansnnss R 52.0 472
ANITTE] o3 i e e 5 B o W BN R W0 Wi 4.1 189 9.5
WWITTOCN BN 0w s b s i w70 0 16 6 8w U AN R 1Y (13) (1.3) (17.0)
Other...... e L T L T T e (e - —
Total operating profit ... ... ... o . 6707 142.) 40
Gieneral corporaie cxpenses, .. .............. . . (31.7) (28.0) (RLEY
Interest mccruved ... ......... ... .. N R (277.9) (145 K) (151.2)
Interest capitalized. . T I ——— 14.5 6.0 104
Investing income th'me 5} L _ 919 496 65.2
Gain (loss) on sales of assels 1Hm:s 'i lnd b]n ...... (126) 223 915
Write-ofl of project costs (Note 6) . W (414} - -
Other income (expense) —nel ., . .ovcvvrvnsninasnrnar (%.1) i.2) 4
Income from coniinuing operations before income taxes . .. o 401 4 246.6 2980
Provision for income taxes (Note 7) ..o e innnninncoaiiaeaanian 1020 k1.7 1126
Income from continuing operations . ................. 204 1649 1854
Income from discontinued operations (Note 3) . ...... ..., 1LOIKE 94.0 46.4
Income before extraordinary loss .. .........ccovvvivinaon o LAIB.2 2589 2118
Extraordinary loss (Note B) ... ...ooiiiiinnncnenonninns vonli - (12.2) =
BT OO i« s e i s b e el e e stk iz 1,3I8.2 246.7 2VN
Preferred stock dividends (Note 14) ..o 15 sy K 118

Income applicable to common stock ... SLIOLY S 2379 § 2200

* Reclassified as described in Note |,
Sce accompanying nolcs.
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THE WILLIAMS COMPANIES, INC.
CONSOLIDATED STATEMENT OF INCOME — (Concluded)

Yenrs Ended Decomber 11,
‘ 1995 1994 19493
Primary earnings per common and common-equivalent share
(MNotes 1, 3 and &):
Income from continuing operations. . .. .. ............... ... deeavasanas $ LTR $152 $1.74
Income from discontinued operations , .. ................. ........ i 999 92 46
Income before extraordinary Joss . ........ouunuuie i 12717 2.44 220
EIraOTdimAEY JOBE . . o oo iiaeninasensssnnsenssosenenssssnssssesenssssas — (1) —
DR DINOOMTME o v o i e A S e M e S AT $1277  §$132 S2M0
W E—— =3 ===

Fully diluted carnings per common and common-equivalent share
(MNotes 1, 3 and 8):
Income from conlinuing OPEratIONS. . .. ...\veveurereiniinneneeniieee... $276 $1.52  $1.71

Income from discontinued operations . .. ...............ooiuiiniisinn.. 9.72 92 A5
Income before extraordinary loss .................. o B W 12.48 244 216
EXUrRONIDARY JO8S o . oo vvnnunreeoeensonensessioninssssassinsenss o - (.12) -

INEL IBRONME . oo e e e Cmem St o mn o4 08w e pomcmmiacmra e §1248 S22 S21e

Sec accompanying noles,
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THE WILLIAMS COMPANIES, INC.

CONSOLIDATED BALANCE SHEET
ASSETS
s e

(1hallars in millions.
enorpl por-share smousnts )

Current asscls;
Cash and cash equivalents . . T
Receivables less allowance ol' ill k] {ST 9 in IW-'I} .....
Transportation and exchange gas reccivable .
Inventories (Note J0) . ...ovvvvvvrnnnnnne.
Net assets of discontinued upemmm tNm: ..
Deferred income taxes (Nole 7) . i A R
T s i i i T T 0 L e W o T T

Total current assets ............
Investments (NOte §) ...t iio i iieiiareraneans
Property, plant and equipment —net (Note 11) ..................
Other assets and deferred charges ...... . .......

Total assets . . ..

LIABILITIES AND STOCKHOLDERS' EQUITY

Current liabilities:
Notes payable (Note 13) .
Accounts payable (Note II} e
Transportation and exchange gm payable . . o
Accrued liabilities (Note 12) .......ciivinriniiininnen
Long-term debt due within one year (Note 13)

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

Long-term debt (Note 13)....... - -
Deferred income taxes (Note 7) ... ovevininne,
Other liabilities. ... .. ..o caunn.
Contingent liabilities and commitments (Note 17)
Stockholders’ equity (Note 14):
Preferred stock, $1 par value, 30,000,000 shares authorized, 1,739,452 sharcs
issued in 1995 and 4,000,000 shares issued in 1994
Common stock, §1 par value, 240,000,000 shares authorized, IUS H‘I 'MH shum.
issued in 1995 and 104,401,819 shares issued in 1994 .
Capital inexcess of parvalue........ooc0ienan
Retained camings (Nole 13) . ...
Unamortized deferred compensation . . . ..

Less treasury stock (al cost), 1,573,201 shares of common stock in 1995 and
13,516,994 shares of common stock in 1994, 401 600 shares of prelerred
stock in 1995 and 258,500 shares of preferred stock in 1994

Total stockholders’ equity . :
Total liabilities and stockholders’ equity .

Soc accompanying noles
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94 S Il
§25.0 441 ‘
152.3 9.2
1890 112.3

— 7436
2119 57.1
171.2 454
1,418 l A56.8
W76 1791
ROl47 Li2a0
KN T 262
5104948  $5.226.1

= £ 070
4720 5K
127.% 167 {

1.130.2 LK
199 K10
2499 14739
2ETAD 1,417 %
1,508.2 i 2 4
H1Sh 276.0
1745 TiMh0
05,1 104 4
1.050.1 gl
19156 Tih.%
S, 250 BN PR
3.241.2 1.910.6
__(8e.1) (405.1)
KT 15055
‘SII'I-W-I. K £5.226.1

ik

|
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Cash dividends —
’ Common stock ($.78 per sharﬂ

Preferred stock (Note 14) .

Issuance of shares — 3,174 43'? commaon
| Conversion of preferred stock (Note 14) ..

| Tax benefit of non-qualified stock option
BTN v s a s g e s i e n e e

Amorization of deferred compensation . . .

Balance, December 31, 1993 .. ... ...,
Netincome — 1994 ... .oviiinrnens
Cash dividends —

Common stock ($.84 per share) .. ...

Preferred stock (Note 14) ............
. Issuance of shares — 1,596,409 common . .

Purchase of treasury stock —
Common 13,790,089 .. .. ....... ..
Preferred 258800 . ................
Tax benchit of non-qualified stock option

BRETCEBEE s o i vt s n s s ah sl be o e be oics
Amortization of deferred compensation . . .

Balance, December 31, 1994, ... ... ..
Net income — 1995 .. ....
Cash dividends —

Common stock ($1.08 per share)

Preferred stock (Note 14) .. ..

Issuance of shares —
P 12879920 commaon

2,500,000 preferred . _ .

Exchange of shares for debentures —

I 2,760,548 preferred (Note 14) ........

Purchase of treasury stock —
142,800 preferred

ax benelit ol non-gualified l.lm.i. uplum

CACTCISCS |

mortization ul’ l:lcﬁ:m:d mmpensalmn

alance. December 11, 1995

Balance, December 31, 1992 .. ... ....
Netincome — 1993 .. ... .............

THE WILLIAMS COMPANIES, INC.
CONSOLIDATED STATEMENT OF STOCKHOLDERS® EQUITY

See accompanying notes,
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Capital in | mamsortized
Preferred Commoa Excess of Hetaimrd eflerred Treasury
Stock Slock Par Valwe Earnings  Comprasation Stock Total
I Milloas)

.. $ 2500 $923 5§ 7554 § 4213 $(T) 5§ - $1.518.3
- = —_— 2118 — — 2118
. . - (77.6) — -- (77.6)
- —_— _— (11.E) - 3 (11.8B)

— 3.2 55.2 - (1.7} - 6.7
(150.0) 1.6 141.8 — - - i 6]

_— — 6.7 —_ — — 6.7

e = s - 5 — 5

i 100.0 103.1 959.1 5617 (1.9) — 1.724.0
_ - _ 246.7 — 246.7
- — — (85.1) — = (B5.1)
— - — (BE) - - (E.B)

- 1.3 3.1 - i1.1) K. 182
— = - - — [406.8) (406 .5)
e e — = — (6.4) (L4}

. - — 1.8 — — - 1.8
—_— — — — 1.9 - : 1.9

100.0 104 .4 991.0 Ti6.5 (1.3 (405.1) 1,505.5

— - -— 1,382 -— - 1,082
—_ -— — (107.2) - — (107.2)
— — - (11.9) - - (19

—- 5 SHE — {1.7) 1507 4107

142.5 - - - - - 142.5
(69.0) - {15} - - (12 5)

= — -— (17) (37

= i 45 = = - 4.8

- = — — 3 T e T
.5 1715 $105.3 $1,051.1 £1.915.6 2 5 !Sh.l:l $LIKT




THE WILLIAMS COMPANIES, INC.

CONSOLIDATED STATEMENT OF CASH FLOWS
Years Ended Devomber 31,

19% Iy 1993
i Millioas )
Operating Activities:
IOk AMCOMIE oo oo aiai i s b i e v $ 1LJINY  § M6T S 231N
Adjustments to reconcile to cash pmwd:d from upcmmm
iscontinued operations .. .. .. e R MK EES 194.0) (d6.4)
Extraordinary loss . — 122 -
Depnm:lmnmdd:pl:mn T 9.4 1503 1178
Provision for deferred income taXes .. ... ..................... 125.4 258 LR I
Write-off of project costs ...........cciiiiaiiianans i 414 - :
{Gain) loss on sales of property, plant and :qmpm:m R (2.1) 9 (1020}
{Gain) loss on uicol‘mvulm:nu B O e 126 (227 E
Changes in reccivables sold . 559 . (94.7)
Changes in receivables ..............co0i0nins iR 3Ll (175.0) 9y
Changes in inventories. . .......ooooviienioes e 0.2 iX)
Changes in other curmenl assets .........o000-reonoos Bl (1.2 (2K) {16.9)
Changuinmnupuy-hl: (6.5) 20.7 {11.6)
Cha in accrued habilities . . (1.3) K1 (41.2)
Net in non-current unrealized m:hn. assets and liabilities . (12.9) (24)
Other, including changes in non-current assets and liabilities ... .. . _ (23595 ILo*  s0w
Net cash provided by conlinuing cperations .. ... .. AP Pt K247 1796 1569
Net cash provided by discontinued operations . uiniind hin — 169.4% 162 6
Net cash provided by operating activities . ......... .. ... . B28.7 349.0 149.5
Financing Activilies:
I’mmdafrumm\upa{l v B 8 B A 1168 507.0
Payments of notes payable ...............oian. AL i (6231%) —
Procecds from long-termdebt ... .. coooiianniaiin, 199.0 4%0.0 - !
Payments of long-term debt ... ........ W (LOD4)  (456.5)  (192.1)
Proceeds [rom issuance ufcnmmn stock , . = : &yl .1 264 614
Purchases of treasury stock. ... ... ...... SRR ci (37 (4112)
Dividends paid . o S g (19.1) (939} iK9.4)
Subsidiary pl'tfr.rrcd stock r-:d:mpmm ............. e i (193.7) i1.9)
5117 ] e Y (M o G AL SR R P T e (3% - {.2)
Net cash provided (used) by financing activities (1,359.1) 49K*  (220.3)
Invesiing Activities:
Property, plant and equipment.
Capital expenditures:
"OntNUINE OPEralions . .. ... coovorarraoaros o [HIT.'-] (3125.5) (4183
Discontinued Operations . ... ........c.c e iainins . (142.8)  (100K)
Proceeds from sales ... ..o : EH 2 1.6 54
Changes in accounts payable and accrued liabilities . 15.2) 19.1 (48.4)
Acquisition of businesses, net of cash acquired . .......... (B58.9) {56.5)
Proceeds from sales of businesses . 25881 —
Income tax and other payments related to dmuntmued upcmnum (3%04) (1.5) (1Y)
Proceeds from sales of investmenis . 1251 Kb b HEK
Purchase of investments ... ...... P T ; (49.7) (Y -
Purchase of note receivable ... .. i . (75.1) —_ —
Other—net ... 00 N 10.1 1.} (2.0)
Net cash provided 1uu'd] hy lnvﬂ:mg u.cll.mm — _SR49 (4270 (2772
Increase (decrease) in cash and cash :quwnlenu ke S4.1 (25.2)  (1480)
Cash and cash equivalents at beginning of year. ............ _Jel 64 212.}
Cash and cash equivalents at end of year ......... ... A . 3 94 5 361 3 od)

* Reclassified to conform to current classification.

Sec accompanying nolcs
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THE WILLIAMS COMPANIES, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Note 1 — Summary of significant accounting policies
Nature of operations

The Williams Companies. Inc. (Williams) operations are located in the United States and consist
primanly of the following: five interstate natural gas pipelines located in the castern, midsouth, Gull Coast,
midwest and northwest regions; natural gas gathering and processing facilitics in the rocky mountain, midwest
and Gulf Coast regions; energy trading throughout the United States, petroleum products pipeline in the
midwest region: and national data, voice and video communication products and services  Additional
information about these businesses is contained throughout the following notes

Basis of presentation

Revenues and operating profit amounts include the operating results of Transco Energy Company
(Transco Encrgy) since its January 18, 1995, acquisition by Williams (see Note 2). The transportation
operations from Transco Energy’s two interstate natural gas pipelines are reported separately within Williams
Interstate Natural Gas Systems (sec Note 4). Transco Encrgy’s gas gathenng operations arc included as pan
of Williams Ficld Services Group, end Transco Energy’s gas marketing operations are included in Williams
Encrgy Services.

Revenues and operating profit amornts for 1994 and 1993 have been reclassified 1o conform 1o current
year classifications, Commaodity price-risk management and trading operations and encrgy -related information
services operations are included in Williams Energy Services. Liquid fuels operations are reported as part of
Williams Pipc Linc and coatinue with the Williams Encrgy Ventures name. In addition, certain natural gas
marketing operations formerly reporied as pant of Williams Field Services Group are included in Williams
Energy Services. The WilTech Group, which owns a national fiber-optic network, was previously reporied in
other revenues and operating profit,

Principles of comsalidation

The consolidated financial statements include the accounts of Willlams and its majonty-owned subsidiar-
ies. Companies in which Williams and its subsidiaries own 20 percent to 30 percent of the voling common
stock, or otherwise exercise suflicient influence over operating and financial policies of the company, are
accounted for under the equity method

Use of estimaies

The preparation of financial stalements in conformity with generally accepted accounting principles
requires management to make estimates and assumptions that affect the amounts reported in the consolidated
linancial stntements and accompanying notes. Actual results could differ from those estimates,

Cash and cash equivalents

Cash and cash equivalents include demand and time deposits, certilicates of depaosit and other marketable
sccurities with maturities of three months or less when acquired.

Transportation and exchange gas (mbalances

In the course of providing transportation services to customers, the natural gas pipelines may receive
differcnt quantities of gas from shippers than the quantities delivercd on behall of those shippers. Additionally,
the pipelines and other Williams subsidiaries transport gas on vanous pipeline systems which may deliver
different quantities of gas on their behall than the quantities of gas received. These transactions result in gas
transportation and eachange imbalance receivables und payables which are recovered or repad 1n vash or
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THE WILLIAMS COMPANIES, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued )

through the receipt or delivery of gas in the future, Settiement of imbalances requires agreement between the
pipelines and shippers as to allocations of volumes to specific transportation contracts and timing of dehivery of
gas based on operational conditions. Transcontinental Gas Pipe Linc's imbalances predating August 1, 1991,
are being recovered or repaid in cash or through the receipt or delivery of eas upon agreements of allocation

Inventory valuation

Inventories are stated at cost, which is not in excess of market, except for those held by Willlams Energy
Services which are stated at markel. Inventories of natura! gas are determined using the lust-in, first-out
(LIFO) method by Transcontinental Gas Pipe Line and the average-cost method by other subsidiancs
Except for Williams Energy Services, inventones of petroleum products are determined using average cost
The cost of materials and supplies inventories is determined using the first-in, first-out method (FIFO) by
WilTel and principally using the average-cost method by other subsidiarnics.

Property, plant and equipment

Property, plant and equipment is recorded at cost. Depreciation is provided primarily on the straight-line
method over estimated useful lives. Gains or losses from the ordinary sale or retirement of property, plant and
equipment for regulated pipeline subsidiaries are credited or charged to accumulated depreciation; other gains
or losses are recorded in nel income.

Treasury stock

Treasury stock purchases are accounted for under the cost method wherehy the entire cost of the acquired
stock is recorded as treasury stock. Gains and losses on the subsequent reissuance of shares are credited or
charged 1o capital in excess of par value using the average-cost method

Revenue recognition

Revenues gencrally are recorded when services have been performed or products have been delivered.
Williams Pipe Line bills customers when products arc shipped and defers the estimuated revenues for
shipments in transit. Williams interstate natural gas pipelines recognize revenues based upon contractual
terms and the related transportation volumes through month-end. These pipelines are subject 1o Federal
Encrgy Regulatory Commission (FERC ) regulu.ions and. accordingly, certain revenues are subject to possible
refunds pending final FERC orders. Williams records rate refund accruals based on management’s esumate of
the expected outcome of these proceedings.

Commaodity price-risk management activities

Williams Energy Services enters into energy-related financial instruments (forward contracts, futures
contracts, option contracts and swap agreements) 1o provide price-nisk management services (o 1is third-party
customers. This subsidiary also enters into short- and long-term energy-related purchase and sale commit-
ments as part of its trading business. All of these investments and commitments are valued at market and are
recorded in other current assets, other assets and deferred charges, accrued labilites and other liabilities in
the Consolidated Balance Sheet. The resulting change in unrealized market gains and losses is recognized in
income currently and is recorded as revenues in the Consolidated Statement of Income. Such market values
are subject to change in the near term and reflect management’s best estimate of market prices considening
various factors including closing exchange and over-the-counicr quotations, the terms of the contract. credn
considerations, time value and volatility factors underlying the positions

Williams Energy Services reports sales of natural gas, refined products and crude oil net of the related
costs o purchase such items, consistent with mark-to-market accounting for such trading activities.
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THE WILLIAMS COMPANIES, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

Other Williams operations enter inlo energy-related financial mstrments (primanly futures contracts,
option contracts and swap agreements) to hedge against market price fluctuations of certain commodity
inventories and sales and purchase commitments. Unrealized and realized gains and losses on these hedge
contracts arc deferred and recognized in income when the related hedged item is recognized. These contracts
are evaluated to determine that there is a high correlation between changes in the market value of the hedge
contract and fair value of the hedged item.

Capitalization of interest

Williams capitalizes interest on major projects during construction. Interest is capitalized on borrowed
funds and, where regulation by the FERC exists, on internally generated funds. The rates used by regulated
companics are calculated in accordance with FERC rules. Rates used by unregulated companies approximate
the average interest rate on related debt. Interest capitalized on internally generated funds is included in other
income (expense) — nel.

Income taxes

Williams includes the operations of its subsidiaries in its consolidated federal income tax return. Delerred
income taxes are computed using the liability methnd and are provided on all temporany differences between
the financial basis and the tax basis of Williams® assets and liabilities.

Earnings per share

Primary camings per share are based on the sum of the average number of common shares outstanding
and common-share equivalents resulting from stock oplions and deferred shares. Fully diluted earnings per
share for 1995 assumes conversion of the $3.50 conventible preferred stock into common stock eflective
May 1. 1995, Shares used in determination of primary camings per share are as follows (in thousands):
1995 — 102,046, 1994 — 102,470; and 1993 — 99,911, Shares used in determination of fully diluted earnings
per share arc as follows (in thousands): 1995 — 104,853, 1994 — 102,502, and 1991 — 01,171

Note 2 — Transco Energy acquisition

On January 18, 1995, Williams acquired 60 percent of Transco Energy’s outstanding common stock in a
cash tender offer for $430.5 million. Williams acquired the remaining 40 percent of Transco Energy's
outstanding common stock on May 1, 1995, through a merger by exchanging the remaining Transco 1 nergy
common stock for approximately 10.4 million shares of Williams common stock valued at $334 million. The
acquisition is accounted for as a purchase with 60 percent of Transco Energy’s results of operations included in
Williams® Consolidated Statement of Income for the period January 18, 1995, through Apnl 30, 1995, and
100 pereent included beginning May 1, 1995, The purchase price, including transaction fees and other related
costs, is approximately $800 million, excluding $2.3 billion in preferred stock and debi obligatiuns of Transco
Encrgy. The acquired asscts and liabilitics have been recorded based on an allocation of the purchase price
with substantially all of the cost in excess of Transco Energy’s historical carrying amounts allocated to
property, plant and equipment of the two interstate natural gas pipeline systems. The cash portion of the
acguisition was financed with the proceeds from the sale of Williams' network services operations (see
Note 1).

Transco Energy was engaged primarily in the natural gas pipeline and natural gas marketing businesscs.
Williams has sold substantially all of Transco Energy's coal operations, coalbed methane propertics and
certain pipeline and gathering operations. Results of operations and changes in the carrying amount of these
businesses during the holding period and from the ultimate dispositions are reflected in the purchase price and
arc not material,
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THE WILLIAMS COMPANIES, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

In connection with the acquisition, Williams made payments to retire and/or terminate approximately
$700 million of Transco Energy borrowings, preferred stock, interest-rate swaps and sale of recenable
facilities. As a part of the merger, Williams exchanged Transco Energy’s $3.50 preferred stock for Willams
$13.50 preferred stock.

The following unaudited pro forma information combines the results of operations of Williams and
Transco Energy as if the purchase of 100 percent of Transco Energy occurred January 1, 1994,

| mawditcd
s e
I,

TROVOBLITE -t vt im0 6 T W A W . S19164 §2.600).3
Income from continuing operitlions .. .....ooouviiiiiieinniniienas _ 344 1910
Income before extraordinary 1088 ... ....ooc oo, PIRPPORPRE 5§ % &) NS0
Dol inComE . v v s v Tamiais o e s s e e T T At R 1,313.2 12N
Primary carnings per share:

Income from continuing operalions ... .........ooiiiveiariiiianan. 29) .7

Income before extroordinary 108S . ......oooiviiiiiciiiiaaiaaaan, 1292 269

Nel Income . ..ovvvenvnisns S e e e Y g e AT LT TR 1292 257
Fully diluted camings per share:

Income from continuing operations ... ..... ... oo, 290 1.77

Income before extraordinary Joss ... . ..o iiiiiiiaie i, 1262 269

BT TV R R S g PR uwan A 1262 257

Pro forma financial information is not necessanly indicative of results of vperations that would have
occurred if the acquisition had occurred on January 1, 1994, or of future results of operations of the combined
companics.

Note 3 — Discontinued operations

On January $, 1995, Williams sold its nctwork services operations 1o LDDS Communications. Inc.
(LDDS) for $2.5 billion in cash. The sale yielded « gain of $1 billion (net of income taxes of approximately
$732 million) which is reported as income from discontinued operations. Prior period operating results for the
network services operations are reported as discontinued operations. Under the terms of the agreement.
Williams retained Williams Telecommunications Systems, Inc. (WilTel), a national telecommumications
equipment supplier and service company, and Vyva, Inc. (included in WilTech Group), which operates o
national video network specializing in broadcast television applications.

Summanzed operating results of discontinued operations are as follows:

LN 19
1 Millioas )
R VRN 55 a0 L . . SUZ1E SO6HIR
Operating profit . .o.ooviiiaiiiinaa R TN SR PRI 1611 97.0
Provision or iNCOME IAXES. . ... viesrivisnasinsssnasasss o . i) 9 32.2
Income from discontinued OPErmEIONS ... .ovvvvrvaiia i 4.0 A4

The assets and liabilities that were transferred 1o LDDS in the sale of the network services operations are
presented in the Consolidated Balunce Skreet on a net basis at December 11, 1994, Net assets consist of
current asscts ($86.5 million), net property, plant and equipmeni ($797.8 million), other assets and deferred
charges ($144.3 million), less current labilities ($218.3 million) and other liabilitics 18067 million )
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THE WILLIAMS COMPANIES, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

Note 4 — Williams Interstate Natural Gas Systems

Hevemues Operating profit
_"H 1994 1993 1995 1994 1991
{ Millioas )

Northwest Pipeline .. ............... $ 2552 S$23B.5 3852765 $1157 S104.1 5 9K
Williams Natural Gas. . ... .......... 1743 2313 29400 450 4h.8 410

Transcontinental Gas Pipe Line ...... 725.3 — — 165.0 — .-

Texas Gas Transmission. ... ......... 276.3 — — 64.0 -~ —
S1.431.1 S$4698 S$5706  $3R9.7T $1529 Si139%

Note § — Investing activities
1995 1w
I Millions )
Invesimenis:

Kern River Gas Transmission Company, at equity (50%) ................ $1786 S1794
Texasgull Inc. (18] ..o ooennnrrrr i eenreennnn s ennsnnrrrenmannsss - 150.0
Other, at equity (varying ownerships from 3.2% 10 50%) ... .......... ... K4.2 49.7

Other, BT COSI .. ...t iiaiis i ise et it s eearaee s . 44.8 —

$307.6 $3179.1
_—

At December 31, 1995, certain equity investments, with a carrying value of $30.8 million, have a market
value of $81.5 million.

In 1995, Williams sold its 15 percent interest in Texasgulfl Inc. for approximately $124 million in cash,
which resulted in an after-tax gain of approximately $16 million because of previously unrecognized tax
benefits included in the provision for income taxes.

Subsequent to December 31, 1995, Williams acquired the remaining interest in Kern River Gas
Transmission Company for $205 million in cash. The acquisition will be accounted for as a purchase in 1996,
and the excess purchase price will be allocated to property, plant and equipment,

Summarized financial position and results of operations for Kern River Gas Transmission Company are
presented below

1995 1994 1%
{Mille )
LT, T e R R P .. % 554 0§ 93 5§ BOI
Non-current asscls, pnm::palljr natural gas transmission plamt . . 994.5 1,026.3 1,028.7
Current liabilities . .. . ... e e P e A (47.3) {869 i62.1)
Long-term debt ., ........ A BN W Y : {620.5) (6h41.2) (Bh249)
Other non-current liabilitles. . ... .. ... .................. (124.1) (109.5) (66.9)
PRITBETE OQMIIY - vivunnsinninsnmmesbssussinssssess oo, S 2580 0§ 2850 5 Me9
Revenues ... .. .. Fix e oA S IRT0  § 1790 % 176K
Costs and npr.nu: . R i . 657 549 45.7
IR COIE o o vomim it o 16 B0 ELH | 421




THE WILLIAMS COMPANIES, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

Investing income from continuing operations:
(R L R L

I Milliwa)
DRUEIERL i i i i i i e — ' $372 S 54 sloo
DHVEREE i is o irna e s d s e TsCe e 16.1 4.5 “6
Equily camings .. ... ....coovviizarenaen - 06 96 496

$939  $496 8652

Dividends and distributions received from companies carmied on an equity basis were $44 nullion in 1995,
$43 million in 1994; and $39 million in 1993,

Note 6 — Asset sales and write-off of project costs

In the fourth quarier of 1995, the development of a commercial coal gasification venture in south-central
Wyoming was canceled, resulting in a $41.4 million pre-tax charge. This amount includes what management
believes 1o be a reasonable estimate of future costs of $4 million to reclaim the site, of which it is eapected that
60 percent 1o 70 percent will be incurred during 1996 and the remainder over a five-year period. Williams will
perform the reclamation of the site in courdination with various governmental agencies and expects to receive
necessary environmental releases and approvals upon completion of the reclamation.

In 1994, Williams sold 3,461,500 limited partner common units in Northern Border Partners, L. Nei
proceeds from the sale were approximately $80 million and the sale resulted in a pre-tax gain of $22 7 million
As a result of the sale, Williams' original 12.25 percent interest in Northern Border partnerships has heen
reduced to 3.2 percent.

In a 1993 public offering, Williams sold 6.1 million units in the Williams Coal Seam Gas Royalty Trust
(Trust), which resulted in net proceeds of $113 million and a pre-tax gain of $51.6 million. The Trust owns
defined net profits interests in the developed coal-scam propertics in the San Juan Basin of New Mexico and
Colorado, which were conveyed 1o the Trust by Williams Production Company. Ownership of an additional
1.6 million units remains with Williams.

In March 1993, Williams sold its intrastate natural gas pipcline system and other related assets in
Louisiana for $170 million in cash, resulting in a pre-tax gain of $45.9 million.

Note 7 — Provision for income taxes

The provision (credit) for income laxes from continuing operations includes:

e v W
i MUl §

Current:
Federal P e T P . A $i2ns)  $45K $ R4
Stale .. . 1.l M4
(234) 859 104

Delerred.
e e Yy Y G Sy G 1142 237 158
Stale . . PPN tu{ Ly e i 11.2 | (7.7)
1254 258 8.1
$ k]
Total provision. .....eeoivvensssniinssnanas RO (R rerer . 1 |10 K i Q_i? !‘Il!-‘—_"




THE WILLIAMS COMPANIES, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

Reconciliations from the provision for income taxes attributable to continuing operations at the statutoy
rate to the provision for income taxes are as lollows:

1995 1954 hal]
i Millions )
Provision al statulory BIlE ... .ovveveireevnnesenssiiis . . $1405  $ B63 S4B
Increases (reductions) in taxes resulting from:
Increase in statutory tax rate on beginning of year deferred tax
BRIBOERE & il il imate wa A W e e 6 e 5 B i e A e e e : - - 158
Slate income TaRES .. .....coiinnuuunaaaaii il 13! KO B2
Conl-0cam oK CredilE ... . civvesniassnsssnaasassnnsosssssnss (187}  (149) (118)
Decrease in valuation allowance for deferred tax assets ... . {29.8) — -
Reversal of prior tax accruals . ............0o00vineinnnoni.. (8.0) - --
DB — DEL . o v v vme v airavsnsse s s e s e sy s sy 4.5 2.3 (19
Provision for income XSS . .. ..ccvivsninsnnnaranasrsrarensseis $1020 S KLY S112é
=== === E———

Deferred income taxes reflect the net tax effects of temporary differences between the carmying amounis
of assets and liabilities for financial purposes and the amounis used for income tax purposes.

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

[ R [
[ [TTTE
Deferred tax liabilities:
Pmpcﬂr.phmandequrpmmt.........................,..,. cevee 31,6692 $704.6
Investimenis . ....... SR e R R B e T TR . ) 9.9 K19
Other e i LN _‘."_4_1
Tﬁl:]d:l':mdmlmhl.lmﬂ T E——— 2.014.2 861.2
Deferred tax assets;
Dielermed revenues ..o nun oo st annes : i 400
Investments .. ............... . . 1.1 459
Rate refunds . ................... - R e 0.7 120
Accrued habilities . . ... ... e 2264 6d 2
Minimum X CIOIIE .. v v veivceiassivsnssnieissssassssss . 919
EMBER \ oivinevinsiiin no s v naiiam e . e 220.5 93l
Total deferred tan assels. .. . : s 1 M52
Valuation allowance for deferred tux assets .. . .. . 64 29K
Net deferred tax assets. ... ......oco0viiueninnnan, 6599 255.4
Net deferred tax liabilities .. ... .. .. $1,1543  SolS R

* Heclassified o conform to current classification.

The valuation allowance for deflerred tax asscts decreased $23.4 million and $1.7 million during 1995 and
1994, respectively

Cash payments for income taxes arc as follows: 1995 — $345 million, before refunds of $9 million;
1994 — $113 million, before refunds of $6 million; and 1993 — $129 million.
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THE WILLIAMS COMPANIES, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued )

Note 8 — Extraordinary loss

The extraordinary loss in 1994 resulted from carly extinguishment of debt. Williams and one of its
subsidiaries paid $316.7 million to redeem higher interest rate debt for a $12.2 million net loss (nct of a
£7.7 milhon benelnt for income taxes),

Note 9 — Employee benefit plans
Penstons

Williams maintains non-contribulory defined-benefit pension plan: covering the majonty of employees,
Benefits are based on years of service and average fina) compensation. Pension costs are funded fo satisfy
minimum requirements prescribed by the Employee Retirement Income Security Act of 1974,

Net pension expense consists of the following:

1994 1994 (L)
(Miltions )

Service cost for benefits carmned during the year .. ............... § 195 $ 119 § 109
Interest cost on projected benefit obligation ................ ... 40.1 218 210
Actual return on plan assels .................. R (120.3) 1l (28.3)
Amortization and deferrals. . . ....... ...t on £2.0 (24.2) B.2
Sertlement Joss ... ool e a e e e e Sen - — 57
Net pension EXPERSE . . .. ccvvvervrnnrorrasiisnses vereeenees $_ 213§ 146 € 176
MNet pension expensc:

Continuing operations . ... .........oueeeei.s e 23 S 100 S 149

Discontinued operations . ... . ........ ..o .00 — 4.6 2.7

$ 213§ lan LE

Included in net pension cxpense at December 31, 1995, is approximately $8.9 million for the Transco
Encrgy plans’ participants

During 1993, certain supplemental retirement plan participants elected to receive lump-sum. henefits,
which resulted in a settlement loss ol $5.7 millon.

The following table presents the funded status of the plans:

Lo )
IMillions)
Actuarial present value of benefil uhl.l;ntmm:
Vesied bencfits | o B TR TR M $422 s
Nun\r:sl:lihcn:ﬁh..... R A R e R AR 21 10
Accumulated benefit obligations . ... .. ... .. e S 44) 201
Effect of projected salary increases . . : e b e 117 5K
Projected benefit obligations . . ..... ... ; ; i . SH0) 259
Assets at market value ... ... ... TR RS ]|
Anscis less than projected benefit nhllgnlmm ....... : 30 R
Unrecognized net loss . . o - ([} 3}
Unrecognized pri-::mcrvim cost L . A (i) (1)
Unrecognized transition asset . . .. i . 4 8
Pension liability (asset)....... Tt . i e Lad E: s !'J;
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

At December 31, 1995, assets of two pension plans exceeded the projected benehit obligations with assels
at market value of $103 million and projected benefit obligations of $57 million. At December 31, 1994, asscts
of two other pension plans exceeded the projected benefit obligations with assets a1 market value of
$238 million and projected benefit obligations of $233 million.

Included in the net pension liability at December 3. 1995, is approximately $32 million for the
participants of the Transco Energy plans.

Williams has retained all liabilitics and obligations of its network services operations’ plan participants up
to the date of sale (see Note 3).

The discount rate used to measure the present value of benelit obligations is 7% percent (¥4 percent in
1994); the assumed rate of increase in future compensation levels is § percent; and the expected long-term
rite of return on assets is 10 percent. Plan assets consist primarily of commingled funds and assets held in a
master trust. The master trust is comprised primarily of domestic and foreign common and preferred stocks,
corporate bonds, United States government securities and commercial paper.

Pastretirement benvfits ather than pensions

Williams sponsors health care plans that rovide postretirement medical benelits 1o retired Williams'
employees who were employed full time, hired prior to January 1, 1992 (January 1, 1996 for Transco Energy
employees), have worked five years, attained age 55 while in service and are a participant in the company
pension plans, In addition, two Transco Energy plans provide certain health care and life insurance benelits 1o
retired employees of Transcontinental Gas Pipe Line, Tenas Gas and other subsidiarics of Transco Encrgy

The plans provide for retiree contributions and contain other cost-sharing features such as deductibles
and coinsurance. The accounting for the plans anticipates future cost-sharing changes 1o the written plans that
are consistent with Williams' expressed intent to increase the retiree contribution rate annually, sencrally in
line with health care cost increases, except for certain retirees whose premiums are fixed. A portion of the cost
has been funded in trusts by Williams' FERC-regulated natural gas pipeline subsidiaries to the extent recovery
from customers can be achieved. Plan assets consist of assets held in two master trusts and moncy market
funds. One of the master trusts was previously described and the other consists primanly of domestic and
foreign commaon stocks, commercial paper and government bonds

Net postretirement benefit expense consists of the following

LI L)
¢ i Millioas )
Service cost for benefits earned during the year . . 5 74 SM9 547
Interest cost on accumulated postretirement benefit obligation 239 TH K.2
Actual return on plan assets .. ....ovvineen e, i (17.9) (.6) (.7}
Amortization of unrecognized transition obligation . . . i : S0 51 52
Amortization und deferrals. ... oL a2 (1.5)
Net postretirement benefit expense “ b mepee $ 415 SI61 %129

Nel postretirement benefit eapense
Continuing operations. ..... ....... .. - $415 5147 %114
Discontinued operations . . . 1.6 I.&

$ 415 S161 $12w

Net postretirement benefit expense at December 1. 1995, includes approximately $26 million for the
Transeo Energy plans’ participants.
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The following table presents the funded status of the plans:

1994 el
Vit

Actuanal present value of postretirement benefit obligation:

R - e e T R T e il e e L N WS L OB veens S227 § 55

Fully eligible active plan participants .......... T R I M4 1

Other active plan participanis. . ........ ... ...oooon PP D R BS M

Accumulated postretirement benefit uhhgutmn R R SR S & 1K)
Asscts al market value ............. P S | b
Asscts less than accumulated postretirement hcm:ﬁi nh!lgnlmn - 212 Bd
Unrecognized net gain. .......covvnvuvninnnas D L 25 19
Unrecognized prior-service ¢ost .. ........oo00.. RN R A e A AR g () -
Unrecognized transition obligation . .. ......... ... ... .. e —— ATH _(7%)
Postretirement benefit liability .. .....oovoniiiiuiiiiiiiaiiiiiiin, : S$i60 S 2%

Included in the postretirement benefit liability at December 31, 1995, is approximately $139 million for
the Transco Energy plans’ participants, substantially all of which is classified as non-current. The amount of
postretirement benefit costs deferred as a regulatory asset al December 31, 1995, is $133 million and s
expected 1o be recovered through rates over the next 17 years.

The discount rate used to measure the present value of benefit obligations is 7' percent (8'2 percent in
1994), The expected long-term rate of return on plan asscts is 10 percent (6 percent after taxes). The annual
assumed rate of increase in the health care cost trend rate for 1996 is 10 1o 13 percent, systematically
decreasing 10 5 percent by 2006. The health care cost trend rate assumption has a significant effect on the
amounts reported. Increasing the assumed health care cost trend rate by | percent in cach year would increase
the aggregate of the service and interest cost components of postretirement benefit expense for the year ended
December 31, 1995, by $5 million and the accumulated postretirement benefit obligation as of December 11,
1995, by $50 million,

hher

Williams maintains various defined-contribution plans covening substantially all employees. Company
contributions are based on employces” comp nsation and, 10 part, match employee contnbutions. Company
contributions are invested primarily in Williams common stock. Williams® contributions 1o these plans were
S19 million in 1995, $14 million in 1994 and $13 million in 1993, Contnbutions to these plans made by
discontinued operations were §3 million in both 1994 and 1993,

Effective January 1, 1994, Williams adopted Statement of Financial Accounting Standards (FAS)
No. 112, “Employers’ Accounting for Postemployment Benefits,” which requires the accrual of benelits
provided to former or inactive employees after employment but before retirement. Adoption of the standard
reduced 1994 net income by approximately $2 million and is not reporied as u change 1n accounting principle
due o immaleriality.
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Note 10 — Inventories

1994 1994
{Millions )
Natural gas in underground storage:
Transcontinental Gas Pipe Line (LIFO) .................coivienn... $21a § —
Williams Energy Services .............. e e Ao Faw e e a e A 6.0 87
O s o o R S S e e A e B e A T e = 1.2 99
Petroleum products:
Williams Energy Semvices ... ..oovuvnernenrennreneenncnsensssnrsnss 128 135
- R e S el S o S 27.4 19.2
Muterials and supplies:
L T A ORI 28.2 8.6
T 1 v v ivnsrnananaanssseesnossasnserssansnsssssssssnssssnnssas B7.8 324
L 3.2 —
s1850  $iiz)

Inventories valued on the LIFO method at December 31, 1995, approximate current average cost.

Note 11 — Property, plant and equipment

1995 1994
{ Millioms )
Cosl:
Morthwent PIoolme. - < oo ssmamvsimmr i sy s s v $ 14035 § 12754
Willinms Natural Gas ... . iieiinsesiniessnsiansssnssnns 761 .6 T45.0
Transcontinental Gas Pipe Line . . .........coociiiiininninnonnns. 2,756.7 -—
Texas Gas Transmission .......cccoueiiiiirinireinasnsesnssrssnes 917.3 -
Williams Field Services Group. ............ooiiiininnnenrnn, 23249 1,173.2
Wltmer PIpe ElBE o i diao ke iinns snmoneesnssntesnmeesnens 1,023.3 BO9.6
ot L T I P L AT A e U e A §5.2 121
WIITEOK GIOUP o oicvssisviansnrsinssrssmiesfneeenmesenoes s _ 90.7 69.5
5 e g o g A 145.5 106.1
9.478.7 43111
Accumulated deprecimtion . . .. .uuvse i iaiee e it s (14640} (1,167.1)
$ 80147 § 11240

Commitments for construction and acquisition of property, plant and equipment are approximately

$256 million a1 December 31, 1995,

The Financial Accounting Standards Board has issued a new accounting standard, FAS No. 121,
“Accounting for the Impairment of Long-Lived Assets and for Long-Lived Assets to be Disposed OF,"
effective for fiscal years beginning after December 15, 1995, The standard, which will be adopted in the first
quarter of 1996, is not expected to have a material effect on Williams® financial position or resulis of

operalions
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Note 12 — Accounts payable and accrued liabilities

Under Williams' cash-management system, certain subsidiaries’ cash accounts reflect credit balances to
the extent checks written have not been presented for payment. The amounts of these credit balances included
in accounts payable are $136 million at December 31, 1995, and $41 million at December 31, 1994,

[Lac) 14

(Millions )
Accrued liabilities:
Income taxcs payable . ...t ; $ 176§ 380
Roterefunds . ........ccvnumenmnienas R b e e 180.6 B18
EmMPIOYEe COBLE .. ..o vvvvueiseieesatinnianenes santannnnnassssiets 1359 51.7
DOEIESl . o oo vvnmmnnnrs s s assannssns 729 W9
Tanes other thun income WAXES .. ....cvuvrnenroamianaians PR, it 51.2 414
OHDET .« voivvsssassnsaspamsianssssnsirass e e W e . IR0 1062

Nete 13 — Debt, leases and banking arraugements
Notes payable

During 1994, a subsidiary of Williams entesed into a $400 million short-term credit agreement (o finance
the acquisition of Williams common stock. Notes payable totaling $398 million were outstanding under this
agreement at December 31, 1994, These notes were repaid in January 1995, The weighted average interest
rate on the outstanding short-term borrowings at December 31, 1994, was 6.75 percent.
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THE WILLIAMS COMPANIES, INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

Debi

Ths Williams Companies, Inc.

Revolving credit boans .............c.ciievmnmnrnnnrnrres

Debentures, 8.875% — 10,25%, payable 2012, 2020, 2021 and

o P L S

Notes, 7.5% — 9.625%, payable through 2001. ... ... ... . ..

Capital lease obligations, 11.1% .....................
Northwest Pipeline

Debentures, 7.125% — 10.65%, payable through 2025 ... ...

Adjustable rate notes, payable through 2002.. ... ...
Williams Natural Gas

Variable rate notes, payable 1999 .. .. ... .. .. ........
Transcontinental Gas Pipe Linc

Debentures, 9.125%, payable 1998 through 20017 ........ .. .

Notes, 8.125% — 9%, pa,able 1996, 1997 and 2002 ... .. .. ..

Adjustable rate notes, payable 2000 (subject to remarketing in

L 3 P DR A R e e R o e e e DR

Texas Gas Transmission

Notes, 9.625% and 8.625%, payable 1997 and 2004 . .
Williams Holdings of Delaware

Revolving credit loans . ..........................
Williams Pipe Line

Notes, 8.95% and 9.78%, payable through 2001
Williams Energy Venlures

Adjustable rate notes, pnyuhlc 1996 lhnm;h 2002
Other, payable through 1999 .

Current portion of long-term debt. .. ... ...... . ... ... ..

* Al December 31, 1995,

W righind
Imterest rate® 1994 1994
i Millivas)
62 § 500 § 3500
9.6 S87.7 im
L% K42 4 RN
— —_ .o
9.0 ne.2 310
9.0 1.7 1.3
6.3 HUEY 1300
9.1 151.0 -
8.7 80 —
6.2 1251 -
9.0 2559 —
6.3 1500 -
9.3 I P 120.0
K.} RSN -
K0 % 10,0
11919 1.690.K
_(199) _(383.0)
$2K740  $1.3078

During 1995, Williams replaced its $600 million credit agreement, which was scheduled 1o terminate in

December 1995, with a new $800 million agreement. Under the new credit agreement, Northwest Pipeline,
Transcontinental Gas Pipe Line, Texas Gas Transmission, Williams Pipe Line and Williams Holdings of
Delaware, Inc. have access to various amounts of the facility while Williams (parent) has access to all
unborrowed amounts, Interest rates vary with current market conditions. Certain amounts outstanding at
1995, under this facility do not reduce amounts available o Williams in the Tuture. The
available amount at December 31, 1995, is $670 million.

In January 1996, Williums Holdings of Delaware, Inc., a subsidiary of Williams, issued $250 million of

6.25 percent debentures due 2006.

In January 1996, Williams entered into a $205% million short-term borrowing agreement to hnance the
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THE WILLIAMS COMPANIES, INC.
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In conjunction with the issuance of $130 million of variable rate debt by Williams Natural Gas n
November 1994, Williams entered into an intcrest-rate swap agreement under which Williams pays a
7.78 percent fixed rate in exchange for a variable raic (5.88 percent at December 31, 1995). The difference
between the fixed and variable rate is included in interest expense.

Terms of certain subsidiarics’ borrowing arrangements with institutional lenders limit the transfer of
funds to Williams. At December 31, 1995, approximately $933 million of net assets of consohidaled
subsidiaries was restricted. Undistributed camings of companies and partnerships accounted for under the ]
equity method of $62 million are included in Williams' consolidated retained camings at December 11, 1995,

Aggregate minimum maturities and sinking-fund requirrments, excluding lease payments, for each of the
next five years arc as follows:

{ Milkons )
L e S SN SR e T . $119
DT e e eevnmsissssbess b rassdosiadssie ieadssstiisaessseneidsnsesnns . 222
1998 ...... e S UL R CPCASPAR RN e e e e 141
1999 .. oiiiiiiannans P e g U R AP AP A 1 3
. 111 LS g e g o P T 405

Cash payments for interest (net of amounts capitalized) related 1o continuing operations arc as follows:
1995 — $266 million; 1994 — $143 million; and 1993 — $144 million. Cash payments for interest (net of |
amounts capitalized) related to discentinued operations are as follows: 1994 — 56 milion  and
1993 — $16 million.

Leases

Future minirum annual rentals under non-cancelable operating leases related to continuing operations
are $52 million in 1996, $47 million in 1997, $42 million in 1998, $39 million in 1999, £17 million in 2000 and
$186 million thereafier.

Total rent expense from continuing operations was $78 million in 1995, $26 million in 1994 and
$22 million in 1993, Total rent expense from discontinued operations was $70 million in 1994 and $59 million
in 199},

Note 14 — Stockholders’ equity

In connection with the May 1, 1995, merger with Transco Energy, Williams exchanged all of Transco
Encrgy's outstanding $3.50 cumulative convertible preferred stock for 2.5 million shares of Williams'
$3.50 cumulative convertible preferred stock. These shares are redecmable by Williams beginning in
November 1999, at an initial price of $51.40 per share. Each share of $3.50 preferred stock is convertible at
the option of the holder into 1.5628 shares of Williams common stock. Dividends per share of $2.33 were
recorded during 1995,

During 1995, Williams exchanged 2.8 million shares of its $2.21 cumulative preferred stock with a
carrying value of $69 million for 9.6 percent debentures with a fair value of $72.% million. The difference in the
fair value of the new securities and the carrying value of the preferred stock exchanged is recorded as a
decrease in capital in excess of par value. This amount did not impact net income, bul is included in preferred
stock dividends on the income statement and in the computation of carnings per share. The B17.852
outstanding shares of $2.21 cumulative preferred stock are redeemable by Williams at a price of $25 beginning
in September 1997. Dividends per share of $2.21 were recorded cach year during 1995, 1994 and 1993,
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THE WILLIAMS COMPANIES, INC,
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During 1993, Williams called for redemption of its 3,000,000 shares of outstanding $ 1874 convertible
exchangeable preferred stock. Substantially all of the preferred shares were converted into 7.6 million shares of
Williams common stock. Dividends per share of $.97 were recorded dunng 19931,

Subsequent to December 31, 1995, the board of dircctors adopted a Stockholder Rights Plan (the
“Rights Plan") to replace its existing rights plan which expired on February 6, 1996 Under the Rights Plan,
cach outstanding share of common stock has one preferred stock purchase right attached  Under certain
conditions, each right may be exercised to purchase, a1 an exercise price of $140 (subject 1o udjustment ), one
two-hundredth of a share of junior participating preferred stock. The rights may be exercived only if an
Acquining Person acquires (or obtains the right to acquire) 15 percent or more of Williams common stock. or
commences an offer for 15 percent or more of Williams common stock; or the board of directon determines an
Adverse Person has become the owner of 10 percent or more of Williams common stock. The nghts. which do
not have voling rights, expire in 2006 and may be redeemed atl a price of $.01 per nght prior 1o their expiration,
or within a specified period of time after the occurrence of certain events. In the event a person becomes the
owner of more than 15 percent of Williams common stock or the board of dircctors determines that a person is
an Adverse Person, each holder of a right (except an Acquiring Person or an Adverse Person) shall have the
right to receive, upon exercise, common stock having a value equal 10 two times the excrase price of the nght.
In the event Williams is engaged in a merger, business combination or 30 percent or more of Williams assets,
cash flow or carings power is sold o. transferred, each holder of a right (except an Acquinng Person or an
Adverse Person) shall have the right 1o receive, upon exercise, common stock of the acquinng company
having a value equal to two times the excrcise price of the right.

During 1995, the board of directors approved the Stock Plan for Non-oflicer Emplovees (the 1995 Plan)
The 1995 Plan along with the 1990 Stock Plan (the 1990 Plan) permits granting of vanous types of awards
including, but not limited to, stock options, stock-appreciation rights, restricted stock and deferred stock. The
1995 Plan provides for granting of awards 1o key non-officer employees, The 1990 Plan s used for granting of
awards to executive officers of Williams. Such awards may be granted for no consideration other than prior
and future services, The purchase price per share for stock options and stock-apprecuation nights may not be
less than the fair-market value of the stock on the date of grant, Another stock option plan provides for the
granting ol non-qualified options to non-employee dircctors. Options under the 1990 Plan gencrully become
exercisable in three annual installments beginning within one vear after grant. Options under the 1995 Plan
generally become exercisable after five years, subject to accelerated vesting f certain stowh prices are
achieved. The options expire 10 years after grant.

The following summary reflects option transactions durning 995

) ...
Sharrs Pt share Total
- O Millioss)
Shares under option:
December 30, 1994 .. ... . JEEL 008 S10- W) L
T e ey 2,261,058 M- 4D k()
Canceled or surrendered . ... ............... (KLN9Y)  14- 40) )
Exchanged options from Transco Encrgy acquisition — nel 024250 H-172 LR
Exercised .......00vvieinnnrnnnnnnnonnnens . AR A9 01 A0 125)
Decomber 31, 1995 . viiiniiiiinaiiiansisnnsins 52454911 §11-172 S153
e

Shares exercisable December 31, 1995 .. .. ... ..... 4,421,447

Under the plans, Williams granted 65,445, 127,706 and 97304 deferred shares in 1995, 1994 and 1993,
respectively, to key employees. Deferred shares are valued at the date of award and are generally charged 10
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expense in the year of award. Williams issued 70,122, 45,298 and 191,007 of previouzly deferred shares in
1995, 1994 and 1993, respectively. Williams also issued 55,300, 44,800 and 62,000 shares of restncted stish in
1995, 1994 and 1993, respectively. Restricied stock is valued on the issuance date, and the related expense is
amortized over varying periods of three 1o 10 years,

During November 1994, Williams entered into a delerred share agreement (the Agreement) an
connection with the sale of its network services operations. Under the terms of the Agreement, Willuams will
distribute up to approximately 2.6 million shares of Williams common stock to key emplovees of the network
services operations over various periods through 1998, Jess amounls necessary to meet minimum tax
withholding requirements. Williams distributed 314,405 and 273095 shares dunng 1995 and 1994,
respectively.

Al December 31, 1995, 9,849,891 shares of common stock were reserved for issuance pursuant to existing
and future stock awards, of which 2,698,799 were available for Tuture grants (1835004 1 December 31,
1994).

The Financial Accounting Standards Board has issued a new accounting standard, FAS Noo 123,
*Accounting for Stock-Based Compensation,” effective for fiscal years beginning after December 15, 1995 As
provided lor in the standard, Williams will not adopt the recognition provisions and will provide the pro forma
nel income and earnings-per-shure disclosures required by the standard in its 1996 annual financial
statements,

Williams currently follows Accounting Principles Board Opinion No. 25 " Accounting Tor Stach Tssued 1o
Employees.” Under this standard, because the exercise price of Williams' fined plan common stowk oplins
cquals the markel price of the underlying stock on the date of the grant. no compensalion capense i
recognized.

Note 15 — Financial instruments
Fair-value methods

The following methods and assumptions were used by Williams in estimating its fr-value disclosures for
financial instruments:

Cash and cash equivalenis and notes pavable The carrying amounts reported in the balance sheet
approximate fair value due to the shori-term matunty of these instruments

Notes and other non-current receivables: For those notes with interest rates approsimating market or
maturilies of less than three years, fair value is estimated to approximate historically recorded amounts,
For those notes with maturitics beyond three years and fised interest rates, fair value is caloulated using
discounted cash flow analysis based on current markel rates

Lang-term debt: The fair value of Williams™ long-term debt is valued using indicative year-end
traded bond market prices for publicly traded issucs, while private debt is valued based on the prices of
similar securities with similar terms and credit ratings. At December 31, 1995 and 1994, K5 percent and
59 percent, respectively, of Williams® long-term debt was publicly traded. Williams used the expertine ol
an outside investment banking firm to estimate the fair value of long-term dett

Interest-rate rwaps Fair value is determined by discounting estimated Juture cash Mows using
forward interest rates impiied by the year-end yield curve. Fair value was calculated by the linancial
institution that is the counterparty to the swap.

Energy-related irading and hedging Includes forwards, fulures, options, swips and purclise il
sales commitments. Fair value reflects management's best estimate of market prices considenng vanous
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factors including closing exchange and over-the-counter quatations, the terma of the contract, credit
considerations, time value and volatility factors underlying the positions,

Carrying amounis and fair values of Williams' financial instruments

Asset (liability)
1995 1w
Carrying Fait Carrying Fair
Amount Valee Amouni Y alur
Millions )
Cash and cash equivalents ................. § 904 § 904 § ol 0§ 6
Notes and other non-current receivables. .. ... 25,7 258 631 6.3
Investment in Texasgull Inc. ............... — — 150.0 150.0
Nolca payable .. ccciiiiiaiiaininensen — - (507.0) {507.0)
Long-term debt, including current portion ....  (3,1931)  (3476.7) (1.6576)  (1.6799)
Interest-ratle SWaps .. .......coovviennnnnnnas (4) (10.4) (.3) 1.4
Encrgy-related trading:
T R R b S 102.5 102.5 2.7 22.7
Liabilities ........cc0vivicrrrennrirenns (283.1) (283.1) (15.8) (15.8)
Energy-related hedging:
ASBELS .. vvennivnnnn st rens 29 4.5 3 i)
Liabilities ............. S e L B (.6) (1.2) (K.5) (8.5)

The above asset and liability amounts for energy-related hedging represent unrealized gains or losses and
do not include the related deferred amounts.

The 1995 average fair value of the energy-related trading assets and labilitics is $57 3 million and
£144.6 million, respectively. The 1994 average fair value of the energy-related trading asseis and liabilities is
$9.2 million and $8.5 million, respectively.

Williams has recorded liabilities of $24 million and $17 million at December 31, 1995 and 1994,
respectively, for certain guarantees that qualify as financial instruments. It is not practicable to estimate ths
fair value of these guarantecs because of their unusual nature and unique charactensiics.

Off-balance-sheet credit and market risk

Williams is a participant in the following transactions and arrangements that involve financial instruments
that have olT-balance-sheet risk of accounting loss. It is not practicable to estimate the fair value of these ofl-
balance-sheet financial instruments because of their unusual nature and unigue charactenstics

Williams sold, with limited recourse, certain receivables, The aggregale limit under these receivables
facilities was $190 million a1t December 31, 1995, and $80 million at December 11, 1994 (1994 halance all
related to discontinued operations). Williams received $196 million of proceeds in 1995, $110 mallion in 1994
and nonc in 1993, At December 31, 1995 and 1994, $166 million and $80 million { 1994 balance all related 1o
discontinued operations) of such receivables had been sold, respectively. Based on amounts outstanding at
December 31, 1995, the maximum contractual credit loss under these arrangements s approximately
$28 million, but the likelihood of loss is remote. Williams had no nisk of credit loss for the amount sold at
December 31, 1994, because amounts outstanding related to discontinued operations (sce Note 1)

In connection with the sile of units in the Williams Coal Seam Gas Royalty Trust ( Trust), Williams
indemnified the Trust against losses from certain litigation (sec Note 17) and guaranteed minimum gas prices
through 1997. At December 31, 1995 and 1994, Williams has a recorded liability of $10 million for these
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items, representing the maximum amount for the first guarantee and an estimate of the gas price exposure
based on historical operating trends and an assessment of market conditions. While Williams' maximum
exposure from this guarantee exceeds amounts accrued, it is nol practicable to determine such amount
because of the unigue aspects of the guarantee.

In connection with the sale of Williams' network services operations, Williams has been indemnified by
LDDS against any losses related to retained guarantees of $180 million at December 31, 1995, for lease rental
obligations. LDDS has advised that it is negotiating with the guaranteed parties 10 remove Williams as
guarantor.

Williams has issued other guarantees and letters of credit with ofl-balance-sheet nisk that total
approximately $8 million and $9 million at December 31, 1995 and 1994, respectively. Williams believes it will
not have to perform under these agreements because the likelihood of default by the primary party is remole
and/or because of certain indemnifications received from other third parties

Commuodity price-risk management services

Williams Energy Services provides price-risk management services associated with the energy industry to
its customers. These services are provided through a variety of financial instruments, including forward
contracts, futures contracts, oplion contracts, swap agreements and purchase and sale commitments. See Note
| for a description of the accounting for these trading activities.

Williams Enecrgy Services enlers into forward contracts and purchase and sale commitments which
involve physical delivery of an energy commodity. Prices under these contracts are both fixed and vanable
Swap agreements call for Williams Energy Services to make payments to (or receive payments [rom)
counterpartics based upon the differential between a fixed and variable price or variable prices for different
locations. The variable prices are generally based on cither industry pricing publications or exchange
guotations. Williams Energy Services buys and sells option contructs which give the buyer the right to exercise
the options and receive the difference between a predetermined strike price and a market price at the date of
exercise. The market prices used for natural-gas-related contracts are generally exchange quotations. Williams
Encrgy Services also enters into futures contracts which are commilments to cither purchase or sell a
commodity at a future date for a specified price and are generally settled in cash, but may be scttled through
delivery of the underlying commodity. The market prices for futures contracts are based on exchange
quotations.

Williams Energy Services manages risk from financial instruments by making vanous logistical commit-
ments which manage profit margins through offsetting financial instrumenis. As a resull, price movements can
result in losses on certain contracts offset by gains on others.

Williams Energy Services takes an active role in managing and controlling market and counterparty rishs
and has established formal control procedures which ure reviewed on an ongoing basis. Williams Encrgy
Services altempts to minimize credit-risk eaposure to trading counterparties and brokers through formal credit
policies and monitoring procedures. In the normal course of business, collateral is not required for financial
instruments with credit risk.
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The notional quantities for all trading financial instruments at December 31, 1995, and December 11,
1994, arc as follows:

1995 L]
Payor Receiner Payor  Receiver
Fixed price:
MNatural gas (TBiu) . .... B73.2 B47.3 181.4 179.5%
Refined products and crude (MMBbls) ........ .. i59 149 1.2 125
Vanable price:
Natural gas (TBla) ........... Ip—— A 1 e 1.517.2 K50 1303
Refined products and crude (MMBbls) ......... .. 28 2.5 25 25

The net cash flow requirement related to these contracts at December 31, 1995, was S215 mullion. At
December 31, 1995, the average remaining life of the trading fixed-price portfolio is approximately two years
and four years for the trading variable-price portfolio.

In 1995, certain gas marketing operations of Williams Energy Services, along with gas marketing
operations from Transco Encrgy, were combined with the commodity price-risk management and trading
activities of Williams Energy Services. Such combination in 1995 involves managing the pnce and other
business risks and opportunities of such physical gas trading activities and any related financial instruments
previously accounted for as hedges in common-risk portfolios with Williams Energy Services” other linancial
instruments. These former marketing activitics, consisting of buying and selling natural gas, through 194
were reported on a “gross™ basis in the Consolidated Statement of Income as revenues and profit-center conts
Concurrent with completing the combination of such activities with the commodity price-msh management
operations in the third quarter of 1995, the related contract rights and obligations along with any related
financial instruments previously accounted for as hedges, were recorded in the Consolidaied Balance Sheet on
a current-market-value basis and the related income statement presentation was changed 1o a net hasis. Such
revenues reporied on a gross basis through the first two quarters of 1995 were reclassified to 4 net basis
concurrent with this change in the third quarter of 1995, Following is a summary of Williams Energy Semvices’
revenues:

A e
Financial instrument and physical trading market gains — net Py § 65K S 142
Gross markeling revenues ... ....ooveeeieiinananas . nll.7° 2442
Gross marketing costs .. ... .. y e (599.2)*
8 1] T M 15 )
$_BSy 52637

* Through Junc 30, 1995,

Concentration of credin rigk

Williams' cash cquivalents consist of high quality securitics placed with vanous major financial
institutions with high credit ratings. Williams' investment policy limits its credit exposure to any one financial
institution.

At December 31, 1995 and 1994, approximately 62 percent and 40 percent, respectively, of receivables
are for the sale or trunsportation of natural gas and related products or services. Approximately 27 percent and
30 percent of receivables at December 31, 1995 and 1994, respectively, are for telecommunications and related
services. Natural gas customers include pipelines, distribution companies. producers, gas marketers and
industrial users primarily located in the castern, northwestern and midwestern Umited States. Telecommunica-
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tions customers include numerous corporations. As a general policy, collateral is not reguired for recevables,
but customers’ financial condition and credit worthiness are evaluated regularly.
Note 16 — Other financial information

Intercompany revenues (at prices that generally apply to sales 10 unafliliated parties) arc as follows:
1994 1994 W)

{ Mitlions )

Northwest Pipeline . ......ocovviiiiinaiiiiiii, ceiiieiiieas § LB 5 34 836
Williams Natural Gas ,..........000oiioio. DS 142 54
Transcontinental Gas Pipe Line . ..., 4.2 - -
Texas Gas Transmission . .............. e e e e b e T 1.3 - -
Williams Field Services Group ... ................ R ey 92 M5 145
Williams Energy Services ...........ociiiiiiioiaiaiianas o0 W02 421
Williams Pipe Line........ I W ——— £ S T} 1.4
Other ...t iiiiieeiiiiaaaass B 3 4 -

$159.5 $854 $67.0

* Reclassified as descnbed in Note 1.

Williams Natural Gas had sales to a natural gas distnbutor that accounted for 15 percent in 1993 of
Williams' revenucs.
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Information for business segments is as follows:

1995 14 1
M lillioas )
ldentiable assets at December 31:
Nonhwest Pipeline ...ccvverranrnecinssrssnenanas 8 L1478 SLO2K0 SLDAle
Williams Natural Gas' .. vavrmrainvaysarnsssess 700.2 TIVH 6970
Transcontinental Gas Pipe Line. .. ........ooovviiiiian, 31595 — —
Texas Gas Transmission .......... e R R T INRIR -
Williams Field Services Group .. ....oooviiinni e oo 200165 1096 97 K
Williams Energy Services ... ... Sty N T P e LI 06,5 LR
Williams Pipe Line ... ....coiiiiiiiinranananss i B70.5 6804 SHE. A
WilTel s S R AT 263.0 255.5 1691
WilTeeh Group .. o.oivviiiiniiniinaniias L e i 138.0 60.2 6.6
S NI 5 o Ll b s Ca sy e b Il w 7.6 3791 4371
General corporate and other. . ... .. ... .o SO 219.3 1694 1220
Discontinued operations ... ... T e e iy - 7436 §95.2
Consolidated . .. .............. R R R T SI04948  §5226.1 S5.0204
—— —
Additions 1o property. plant and equipment:
Northwest Pipeline ......... sivvisnsvesaeresaews: o 1S % BLE O 1T
"'-‘nllmmsN:luulGn....,,.......... 435 29 49
Transconunental Gas Pipe Line, .. ... ... 2387
Texas Gas Transmission . . .....ociviiniciiinrennsranne, 12 -
Williams Field Services Group . ... iiiaian, 241.7 161.5 167
Williams Pipe Line .. ... . i e G G ; K79 4h 62y
WilTel. . O AL A e LA Ml L s P T 4.0 449 14
"-'-’lchleruup : e g e LI K0 (R
General corporate .md ullu:r i A s A v W3 10 93
COMSONBIEON o.acccnsi voice sirviies wosiaanen s s s 875§ 1255 5 4283
Deprecunion and depletion:
Northwest Pipeline . ...ooooiiooi i iy 5 wuy § A% 5 w?
Williams Natural Gas......covceiianennesiriisesnis 273 21.2 1.3
Transcontinental Gas Plpt Liru: R R e R A R 11 :
Teaus Gas Transmission | P I TR T IR T s LN LR
Williums Field Services bmup S e Ve 2 40,7 418
Willams Pipe Line ... ...ooiiioi e, i 204 224 24
WilTel. R B e o N SR S 5.9 5.1 4.7
|th f:l‘uup ’ PR e R P A K1 T4 4.0
Giencral corporaie |.|m! ulh:r . LE T4 h
Consolidated i A $ M4 § 1801 5 10K

* Reclassilied as desenbed in Note |,
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Note 17 — Contingent lisbilities and commitments
Rate and regulatory matters and related litigation

Williams® interstate pipeline subsidianes, including Williams Pipe Line, have various regulatory proceed-
ings pending. As a result of rulings in certain of these proceedings. a portion of the revenues of these
subsidianies has been collected subject 1o refund. As to Williams Pipe Line, revenues collected subject 1o
refund were $179 million st December 31, 1995; it is not expecied that the amount of any refunds ordered
would be significant. Accordingly, no portion of these revenues has been reserved for refund. As to the other
pipelines, see Note 12 for the amount of revenues reserved for potential refund as of December 31, 1995,

In 1992, the FERC issued Order 636, Order 636-A and Order 636-B. These orders, which have been
challenged in various respects by various parties in proceedings pending in the US. Court of Appeals for the
D.C. Circuit, require interstate gas pipeline companies to change the manner in which they provide services,
Williams Natural Gas implemented its restructuning on October 1, 1993, and Northwest Pipeline, Texas Gus
and Transcontinental Gas Pipe Line implemented their restructunings on November 1, 1993, Certain aspects
ol each pipeline company’s restructuring are under appeal,

Contract reformations and gas purchase deficiencies

Each of the natural gas pipeline subsidianes has undertaken the reformation of its respective gas supply
contracts. MNone of the pipelines has any significant pending supplicr take-or-pay, ratable take or minimum
tuke cluims.

In 1994, Williams Natural Gas and a producer exccuted a number of agreements to resolve outstanding
issues. Portions of the settlement were subject to regulatory approvals, including the regulatory abandonmeni
of a certain Williams Natural Gas gathering system on terms acceptable to Williams Natural Gas. On May 2,
1995, the FERC issued orders granting the requisite approvals; however. one party has requested rehearing of
the decision regarding abandonment of the gathering system.

Current FERC policy associated with Orders 436 and 300 requires interstate gas pipelines to absorb some
of the cost of reforming gas supply contructs before allowing any recovery through direct hill or surcharges 1o
trunsportation as well as sales commodity rates. Under Orders 636, 636-A and 636-H, costs incurred 1o comply
with these rules are permitted 1o be recovered in full, although 10 percent of such costs must be allocated 1o
interruptible transportation service.

The FERC initially approved a method for Northwes: Pipeline to direet bill its contract-reformation
costs, but when challenged on appeal, sought a remand to reassess such method. Northwest Pipeline hus
received an order from the FERC that requires a different allocation of such costs and has rebilled s
customens accordingly. While certain customers continue 1o challenge the FERC methodology, Northwest
Pipeline does not expect the reallocation or the challenge to resull in = significant financial impact upon the
COMPAnY.

Pursuant to a stipulation and agreement approved by the FERC, Williams Natural Gas has made three
lilings to direct bill take-or-pay and gas supply realignment costs. The first provided for the offset of certiun
amounts collected subject to refund against previous take-or-pay direci-billed amounts and. in addition,
covered $24 million in new costs. This hiling was approved, and the final direct-hilled amount. taking inte
consuderation the offsel, wias $15 million. The second hiling covered $18 malhon 0 additional costs, and
provided Tor an ollset of $3 million, The third filing covered additional costs of S¥ million which are sumilar in
nature to the costs in the second filing. An intervenor has filed a protest secking to have the Commission
review the prudence of certain of the costs covered by the second and third filings. Williams Natural Gas
believes that the second and third filings will most likely be approved. As of December 31, 1995, this
subsidiary had an accrual of $87 million for its then estimated remaining contract-reformation and gas supply
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realignment costs. This accrual was increased in December 1995 as a result of a ruling by the U.S. Court of
Appeals for the Tenth Circuit regarding the terms of certain contracts with producers. Williams Natural Gas
will make additional filings under the applicable FERC orders to recover such further costs as may be incurred
in the future. Williams Natural Gas has recorded a regulatory asset of approximately $84 million for estimated
future recovery of the foregoing costs.

On Sepiember 18, 1995, Texas Gas received FERC approval of a settlement regarding Texas Gas’
recovery of gas supply realignment costs. The settlement provides that Texas Gas will recover 100 percent of
such costs up to $50 million, will share in costs incurred between $50 million and S80 million, and will absorb
any such costs above $80 million. The settlement also extends Texas Gas' pncing differential mechanism to
November 1, 1996, and beyond that date for contracts in litigation as of that date. Through December 31,
1995, Texas Gas has paid approximately $53 million for gas supply realignment costs, primarily as a result of
contract lerminations, and has accrued a liability of approximately $27 million for its estimated remaining gas
supply realignment costs. Texas Gas has recovered approximately $44 million in gas supply realignment cosis,
and in accordance with the terms of its settlement has recorded a regulatory asset of approximately $23 million
for the estimated future recovery of such costs, which will be collected from customers over the next two
years. Ninety percent of the cost recovery is collected through demand surcharges on Texas Gas' firm
transportation rates; the remaining 10 percent 1s recoverable from interruptible transportation service.

In 1983, the FERC issued Order 94-A, which permitted producers to collect centain production related
costs from pipelines on a retroactive basis. Pursuant 1o FERC orders, Texas Gas and Transcontinental Gas
Pipe Line dircet billed their customers for such costs paid to producers. In 1990, the U.S. Court of Appeals for
the D.C. Circuit overturned the FERC's orders authorizing direct billing for such costs. In December 1995,
Texas Gas entered inlo a seltlement by which it resolved its final refund obligations as 1o these costs.
Transcontinental Gas Pipe Line has resolved its refund obligations except for an amount of approximately
$7 million. Transcontinental Gas Pipe Linc has refunded that amount, reserving the nght to recover the
amount paid il the ruling is reversed on appeal,

The forcgoing accrunls arc in accordance with Williams' accounting policies regarding the establishment
of such accruals which take into consideration estimated total exposure, as discounted and nisk-weighted, as
well as costs and other risks associated with the difference between the time costs are incurred and the time
such costs are recovered from customers, The estimated portion of such costs recoverable from customers s
deferred or recorded as a regulatory usset based on 1 estimate of expected recovery of the amounts allowed by
FERC policy. While Williams believes that these accruals are adequate and the associated regulatory asscts
are appropriate, costs actually incurred and amounts actually recovered from customers will depend upon the
outcome of various court and FERC proceedings, the success of settlement negotiations and vanous other
factors, not all of which are presently foresecable.

Environmental malters

Since 1989, Texas Gas and Transcontinental Gas Pipe Line have had studies underway to test certain of
their facilities for the presence of toxic and hazardous substances to detcimine 1o what extent, if any,
remediation may be necessary. Transcontinental Gas Pipe Line has responded 1o data requests regarding such
potential contamination of certain of its sites. The costs of any such remediation will depend upon the scope of
the remediation. At December 31, 1995, these subsidiaries had reserves totaling approsimately $45 million for
these costs.

Certain Williams subsidiaries, including Texas Gas and Transcontinental Gas Pipe Line, have been
identified as potentially responsible parties (PRP) at various Superfund and state waste disposal sites
Although no assurances can be given, Williams docs not believe that the PRP status of these subsidiarics will
have o material adverse effect on its financial position, results of operations or net cash flows
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In February 1995, Transcontinental Gas Pipe Line was served as a defendant in a lawsuit filed 1n
U.S. District Court in Virginia by three individuals for alleged violations of several provisions of both federal
and state laws. Since 1991, Transcontinental Gas Pipe Line has worked with the appropriate Virginia
authorities to resolve certain emissions issues also raised by the individuals. On October 13, 1995, the court
dismissed the lawsuit but provided that the plaintiffs could amend and refile their complaint to allege a state
law nuisance claim and they have done so. Transcontinental Gas Pipe Line believes the amended complaint is
without merit and is prepared to vigorously defend the suit.

Transcontinental Gas Pipe Line, Texas Gas and Williams Natural Gas have dentified polychlorinated
biphenyl (PCB) contamination in air compressor systems, soils and related propertics at certain compressor
station sites. Transcontinental Gas Pipe Line, Texas Gas and Williams Natural Gas have also been involved in
negotiations with the U.S. Environmental Protection Agency (EPA) and state agencies to develop screening,
sampling and cleanup programs. In addition, ncgotistions concerning investigative and remedial actions
relative to potential mercury contamination al certain gas melering sites have commenced with certain
environmental authorities by Williams Natural Gas and Transcontinental Gas Pipe Line. As of December 31,
1995, Williams Natural Gas had recorded a liability for approximately $26 million, representing the current
estimate of future environmental cleanup costs to be incurred over the next six to ten years. Texas Gas and
Transcontinental Gas Pipe Line likewise had recorded liabilities for these costs which are included in the
$45 million reserve mentioned above. Actual costs incurred will depend on the actual number of contaminated
sites identificd, the actual amount and extent of contamination discovered, the final cleanup standards
mandated by the EPA and other governmen al suthoritics and other factors. Texas Gas, Transcontinental Gas
Pipe Line and Williams Natural Gas have deferred these costs pending recovery as incurred through future
rates and other means.

In connection with the 1987 sale of the assets of Agrico Chemical Company, Williams agreed 1o
indemnifly the purchaser for environmental cleanup costs resulting from certain conditions at specilied
locations, to the extent such costs exceed a specified amount. 1t appears probable that such costs will exceed
this amount, Al December 31, 1995, Williams had approximately $7 million accrued for such excess costs
The actual costs incurred will depend on the actual amount and extent of contamination discovered, the tinal
cleanup standards mandated by the EPA or other governmental authonitics, and other factors.

A lawsuit was filed on May 14, 1993, in a state court in Colorado in which certain claims have been made
against various defendants, including Northwest Pipeling, contending that gas exploration and development
activitics in portions of the San Juan Basin have caused uic, waler and other contamination. The plaintiffs in
the case sought certification of a plaintiff class. On June 28, 1994, the lawsuit was dismissed for failure to join
an indispensable party over which the state court had no jurisdiction. This decision is being appealed by the
plaintiffs. Since June 28, 1994, eight individual lawsuits have been filed against Northwest Pipeline in
U.S. District Court in Colorado, making essentially the same claims Northwest Pipeline 18 vigorously
defending these lawsuils.

Orher fegal matters

On December 31, 1991, the Southern Ute Indian Tribe (the Tribe) filed a lawsiil against Williams
Production Company, 4 wholly owned subsidiary of Williams, and other gas producers in the San Juan Basin
arca, alleging that certain coal strata were reserved by the United States for the benefit of the Trnbe and that
the extraction of coal-scam gas from the coal strata wis wrongful. The Tribe seeks compensation for the value
of the coal-seam gas. The Tribe also seeks an order transferring to the Tribe ownership of all of the delendants’
cquipment and facilities utilized in the extraction of the coal-scam gas. On September 13, 1994, the coun
granted summary judgment in favor of the defendants. The Tribe lodged an interlocutory appeal with the
LS Court of Appeals for the Tenth Circuit. Williams Production agreed 1o indemnify the Williams Coal
Seam Gas Royalty Trust ( Trust) against any losses that may anise in respect of certain properties subject to
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the lawsuit. In addition, if the Tribe is successful in showing that Williams Production has no nghts in the
coal-scam gas, Williams Production has agreed to pay to the Trust for distribution to then-current unitholders,
an amount representing a return of a portion of the original purchase price paid for the units. While Williams
believes that such a payment is not probable, it has reserved a portion of the proceeds from the sale of the units
in the Trust.

In October 1990, Dakota Gasification Company (Dakota), the owner of the Great Pluins Coal
Gasification Plant (Plant), filed suit in the US. Distnet Court in North Dakota against Transcontinental Gas
Pipe Linc and three other pipeline companics alleging that the pipeline companies had not complied with their
respective obligations under certuin gas purchase and gas transportation contracts. On September K, 1992
Dakota and the Department of Justice on behall of the Department of Energy filed an amended complaint
adding as defendants in the suit, Transco Energy Company, Transco Coal Gas Company (Transco Energy
Company and Transco Coal Gas Company being wholly owned subsidianes of Williams) and all of the other
partners in the parinership that originally constructed the Plant and cach of the parent companies of these
entitics. Dakota and the Department of Justice sought declaratory and injunctive relief and the recovery of
damages, alleging that the four pipeline defendants underpaid for gas, collectively, as of June 30, 1992, by
more than $232 million plus interest and for additional damages for transportation services and costs and
expenses including attorneys’ fees. On March 30, 1994, the parties executed definitive agreements which
would settle the litigation subject to final non-appealable regulatory approvals. The settlement 1s alwo suhject
to a FERC ruling that Transcontinental Gas I'ipe Line’s existing authority 1o recover in rales cerfain costa
related 1o the purchase and transportation of gas produced by Dakota will pertain 1o gas purchase and
transportation costs Transcontinental Gas Pipe Line will pay Dakota under the terms of the seitlement. On
October 18, 1994, the FERC issued an order consolidating Transcontinental Gas Pipe Line's petition for
approval of the settlement with similar petitions pending relative 10 two of the other three pipeline companies
(the third pipeline having entered into a scttlement) and sctting the matter for heanng before an
administrative law judge. On December 29, 1995, the administrative law judge issued an initial decision in
which he concluded that the settlement was imprudent. If the decision is upheld on appeal, Transvontinental
Gias Pipe Line and the other two pipelines would be required to refund to their customers amounts collected in
excess of the amounts deemed appropriate by the administrative law judge. The pipelines would be entitled to
collect the amount of any such customer refunds from Dakota. The administrative law judge’s decision will be
appealed; however, in the event that the necessary regulatory approvals are not ultimately obtained and
Dakota clects to continue the litigation, Transcontinental Gas Pipe Line, Transco Encrgy Company and
Transco Coal Gas Company intend to vigorously defend the suit

In connection with agreements to resolve take-or-pay and other contract claims and to amend gas
purchase contracts, Transcontinental Gas Pipe Line and Texas Gas each entered into certuin settlements with
producers which may require the indemnification of certain ¢laims for additional royalties which the producers
may be required to pay as a result of such settlements. As a result of such settlements, Transcontinental Gas
Pipe Line and Texas Gas have been named as defendants in, respectively, six and two lawsuils in which
damages claimed aggregate in excess of $133 million. Texas Gas has settled its two lawsuits for a total cost of
$£1.7 million, all but $700,000 of which is recoverable as transition costs under Order 636, On July 17, 1995, a
judge in a Texas state court granted a mation by Transcontinental Cias Pipe Line for partial summary
judgment, rejecting a major portion of the pluintifTs ¢claims in one of its lawsuits. Producers may receive other
demands which could result in additional claims. Indemnification for royaltics will depend on, among other
things, the specific lease provisions between the producer and the lessor and the terms of the settlement
between the producer and either Transcontinental Gas Pipe Line or Texas Gas. Texas Gas may file 1o recover
75 percent of any such additional amounts it may be required to pay pursuant to indemnitics for royalties
under the provisions of Order 528.
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THE WILLIAMS COMPANIES, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Concluded)

On November 14, 1994, Continental Energy Associates Limited Partnership (the Partnership) filed a
voluntary petition under Chapter 11 of the Bankruptcy Code with the US. Bankruptey Court, Middle Distnct
of Pennsylvania. The Partnership owns a cogencration facility in Hazleton, Pennsylvania (the Facility).
Hazleton Fuel Management Company (HFMC), a subsidiary of Transco Energy, supplics natural gas and
fuel oil 10 the Facihity. As of December 31, 1995, it had current outstanding receivables from the Parinership
of upproximately $20 million, all of which has been reserved. The construction of the Facility was funded by
several banks that have a security interest in all of the Partnership’s assets. HEMC has asserted to the
Bankruptcy Court that payment of its receivables is superior to the lien of the banks and intends 10 vigorously
pursue the collection of such amounts. HFMC has also filed suit against the lead bank with respect 1o this and
other matters, including the alleged tortious interference w'th HFMC's contractual relations with the
Parinership and other parties. On March 21, 1995, the Bankruptcy Coun approved the rejection of the gas
supply contract between the Partnership and HFMC. HFMC has in tumn asserted force majeure under a
contract with a producer under which HFMC purchased natural gas for the Facility.

In addition 10 the foregoing, vanous other proccedings are pending against Williams or its subsidianies
incidental to their operations.

Summary

While no assurances may be given, Williams does not belicve that the ultimate resolution of the foregoing
matters, taken as u whole and after consideration of amounts accrucd, insurance coverage, recovery from
customers or other indemnification arrange nents, will have a matenally adverse effect upon Williams' future
financial position, results of operations and cash flow requirements.
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THE WILLIAMS COMPANIES, INC,
QUARTERLY FINANCIAL DATA (Unaudited)
Summarized quarterly financial data are as follows (millions, excepl per-share amounts). Revenues and

costs and operating expenses for the six months ended June 30, 1995, have been reclassified to report natural
gas sales net of related gas purchase costs.

Flrst Secend Third Fourth

ﬂ uarier Quartee  Quarier Qusrter
TR c1i o 0 v/, R s 1 o 3 3 W e $ 6424 $6619 $7124  $8V0
Costs and operating expenses . .............c.co0nns . 3511 400.1 4389 510.6
NELARCOMIB & o e i b S v S e 1,088.9 B33 68.5 77.5
Primary carnings per common and common-cquivalent
BRI e wis o S i e b e e e 11.57 9 58 70
Fully diluted carnings per common and common-
cquivalenl Share. ... ... coveinincrnirnasareranns 11.55 .18 .58 &9
1954
BRBVETIIBE -« wo:5-u v .0 s o 0 N 0 W 0 A $ 3B66  $4199 84670 54773
Costs and operaling eXpenses .........c.covenreionss 248.5 274.0 3354 1298
Income before extraordinary loss . ................... 528 74.0 55.6 76.5
NEL IBCOMME oo v iaieiorissoama) i win b a i e sy o 528 6.9 556 754
Primary carnings per common and common-equivalent
sharc:
Income before extraordinary boss ................ A8 69 Sl m
NEE IDOme . ois i i g ey Faam s e a's A8 58 51 6

Fully diluted eamings per commeon and common-
equivalent share:
Income beflore extraordinary loss ................ A8 69 5l n
INCt INCOINE v vvverrmrsecnrrrsssnsssessnnransss AR 58 .51 16

The sum of carnings per share for the four quarters may not equal the total carnings per share for the year
due to changes in the average number of common shares outstanding.

First-guarter 1995 net income includes the after-tax gain of $1 billion on the sale of Williams' network
services operations (see Note 3 of Notes to Consolidated Financial Statements). The second quanter of 1995
includes a $16 million after-lax gain from the sale of Williars® 15 percent interest in Texasgull Inc. (sec
Note 5 of Notes to Consolidated Financial Statements) and an $8 million income tax benefit resulting from
setilements with taxing authorities. Northwest Pipeline’s third-quarter 1995 operating profit includes the
approximate $11 million net favorable effect of two reserve accrual adjustments. In third-quarter 1995,
Williams Field Services Group recorded $20 million of income from the favorable resolution of contingency
issues involving previously regulated gathering and processing assets, partially offset by an $8 million accrual
for a future minimum price natural gas purchase commitment.

Second-quarter 1994 includes a $23 million gain from the sale of assets (see Note 6 of Notes 1o
Consolidated Financial Statements).

F-43




THE WILLIAMS COMPANIES, INC.
QUARTERLY FINANCIAL DATA (Unaudited) (Concluded)

Selected comparative fourth-quarter data are as follows (millions, except per-share amounts). Certain
1994 amounts have been restated as described in Note | of Notes to Consolidated Financial Statements.

14 1994
Operating profit (loss);
Williams Interstate Natural Gas Systems:
Northwest Pipeline. . ... ... ... ... ... .. . $ 251 § 227
Williams Natural Gas ... .......ooiiiiiniiniinaiannenenn, sisbin 15.% 15.1
Transcontinenial Gas Pipe Line . ................covmvrrnranrnsnnes 474 -
Texas Gas Transmission ... ... i iiiiiiieennonas 8.6 -
Williams Field Services Group. ... ... ..o i 432 404
Williams Encrgy Services .. ... ... ... ........... . 3 (19)
Williams Pipe Line .........ooiiiiniiinincnnnanan.. I I— 19.3 R
] O O R D T —— 7.2 6.7
W LT OCR KATOIEY o 5 700 im0 5o AL R VA 0TS k] (45)
NI 4 o i e P B B R0 (.2) -
Total operating Profli . ..... .o vivinirrasrrrisrernnninsnssns e 187.2 LE
General COTPORAE EXPENSES. . .. ..o e vnreasaroaaroaraassriominnsns (12.1) (7.0)
INTETENt EXPIER = T oo waisaon ot pani st ba e e owe Sha ta g b s s 6 ae a8 (69.7) (39.1)
Investing INOOMIE .. cvivrssrsnriansrossssnnnssrnsnsvasarsnrsansnsnss 123 108
Writc-off of project costs .........coconuiuvnnnanes A 1 -
Other income (EXPERSE) — PEL . ... vvviiinnriroriinaniiaiinsins 5.2 (2.5)
Income [rom continuing operations belore income taxes . ... ... .. ... .. .. K19 0.6
Provision for iNCOME TAXES . .. ...ovuuviurrierieimiasnrioneieoisannaras 17.5 16.4
Income from continuing operations . ..............coiiiiiiiiniiaiiias 4.4 42
Income from discontinued operations . ................ 53 Gitkiaialah 13.1 423
Income belore extraordinary loss ... ... ... ... ... _ 715 76,5
Extroordinary loss ... .......coiiiiniiiiniininiiinaans . T Ny
BRER IDOINe . & diin s R R SR civvadaies S TLE S 754
Primary earnings per common and common-equivalent share . S T $ .7
Fully diluted earnings per commaon and common-equivalent share . . - | 69 $ b

Williams Encrgy Services’ fourth-quarter 1995 operating profit includes loss accruals of approximately
$6 million. pnimarily related to contract disputes. In fourth-quarter 1995, the development of a commercial
coal gasification venture in south-central Wyoming was canceled, resulting in a $41.4 million pre-tax charge
{sce Note 6 of Notes to Consolidated Financial Statements). Fourth-quarter 1995 income from discontinued
operations reflects the afller-tax effect of the reversal of accruals established at the time of the sale of the
network scrvices operations (see Note 3 of Notes to Consolidated Financial Statements).

In fourth-quarier 1994, Williams Natural Gas recorded a §7 milhon reversal of excess coniract-
relormation aceruals, Williams Pipe Line's fourth-quarter 1994 operating profit includes $5 million in costs for
evaluating and determining whether to build an oil refinery. Fourth-quarter 1994 discontinued operations

includes favorable adjustments of approximately $15 million relating 10 bad debt recoveries and accrual
reversals

ltem 9. Changes in and Disagreements With Accountants on Accounting and Financial Disclosure

MNone.
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THE WILLIAMS COMPANIES, INC.

INDEX TO CONSOLIDATED FINANCIAL STATEMENTS
Item 14(a) 1 and 2

Covered by report of independent auditors:
Consolidated statement of income for the three years ended December 31, 1995 ... .. . ... ... F-
Consolidated balance sheet at December 31, 1995 and 1994 . il F-
Consolidated statement of stockholders’ equity for the three ):an cndcd Dcn.:mh-:r .]I l'ﬂ"- F-
Consolidated statement of cash flows for the three years ended December 31, 1995 | F
Notes to consolidat~d financial statements . ... ............ ..o ; i
Schedules for the three years ended December 31, 1995:

I — Condensed financial information of registrant . ............... ... ... ..., N F-46
Il — Valuation and qualifying accounts . ...... ... .. ... ....... g e . F-51
Not covered by report of independent auditors:
Quarterly financial data (unaudited) . ... F-43

All other schedules have been omitled since the required information is not present or is nol present in
amounts sulficient 1o require submission of the schedule, or because the information required is included in
the financial statements and notes thereto.
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THE WILLIAMS COMPANIES, INC.

SCHEDULE 1 — CONDENSED FINANCIAL INFORMATION OF REGISTRANT

STATEMENT OF INCOME (PARENT)

Yenrs ended Decrmber 31,

195 17 199}
i Miilioas, exorpl per-share amosni )
Investing INCDMIE . covoveiviaiasdilses vads sinrnanes e wdee aae $ 07 $ 294 LR
Interest SECTOd | i e e e e vind (189.9) (91.8) (95.8)
Gain on sales of assets (Nole 3) ..o i iiiiiiiiiiiiniis - - 516
Other income (EXpense) — el . .....ooviioanranianrenssasannss (12.9) 29 (16.9)
Loss from m:mumg operations before income taxes and equity in
S baRarien” IIVCOMIE oo o iow s i s s nin o nsan s ses sinessnassasss {152.1) (59.5]) (31%)
Equity in consolidated subsidiaries’ income ......... . .......... _ J763 1950 189 5
Income from continuing operations before income taxes ... ... .. 2244 135.5 1560
Credit for iNCOME 1AKEE . . .. oo oo vvnnnorsarrrrreassssnssnansss (75.0) (29.4) 129.4)
Income from conlinuing OPEralions . ......ooeeeeeranasiirananans 299 .4 1649 1854
Income from discontinued operations (Note 2) . .................. 10188 94.0 46.4
Income belore extraondinary Joss . .. ..oovvvvvriioecnnniirnionnes 1,JIB.2 2549 23R
Extraordinary loss from carly extinguishment of debt .. .......... . — (12.2) —
o F Y e 1 J N U ey Ay L O PR TR S cies  LMIRD 246.7 2018
Preferred stock dividends .. ....oovviiiivrennininnnnneesns 15.% KX 11.8
Income applicable to common stock . ... $1,3029 $237.9 $220.0
Primary carnings per common und common-equivalent share:
Income from conlinuing OPETRLONS ... ... ...covovinioanoirenns $ 178 5 152 $ 1.4
Income from discontinued operations . .............cooiviiinn 9.99 o A6
Income before extraondinary loss .. .........oooiiiiiiiiiiio s 12.77 244 220
Extraordinary o83 .........c0vvmanininennsansns veranan = A2} -
PO RO o, 5 53 s st S w S i L e w A A bR $ 1277 $ 2.32 $ 220
Fully diluted earings per common and common-equivalent share:
Income from conlinuing operalions .. .......ooevveeies § 2% § 1.52 $ L7
Income [rom discontinued operations .. ...... ...... .. 9.72 92 45
Income belore extraordinany Joss .. ....oovivi i iiiiiiiiannes 1248 l44 216
Extroordinary 1088 .....cocoveivrirrnsnsrassiasrassasanauns . - (.12) _
NEL IN0OMIE . oo vaersnneranssecanriorsirssasnsisnansonsd . § 1248 $ 212 $ Lib
M = =

Sec accompanying noles
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THE WILLIAMS COMPANIES, INC.

SCHEDULE 1 — CONDENSED FINANCIAL INFORMATION OF REGISTRANT — (Continued)

BALANCE SHEET (PARENT)
ASSETS
December 31,
1995 1994
{ Millions )
Current assels:
Cash and cash equivalents .. .......cociiiremiiinusaieesnsscasnssnsssss $ 576 0§ 165
Due from consolidated subsidiaries ..............cociiiiiiiiiiiiiiiiiina, 1316 1384
TR TINOE o o 00 0 L G B R B LR B o ML BRSNS 28.9 65.3
Investment in discontinued operations (Note 2) .......oouviiinnniieininn. — 7436
L i i i o G w R o AR I B B b A TR T T 15.0 49
Total Currenl B8SEIS . ... ..o i an e s 233.1 9687
Investments:
Equity in consolidated subsidiaries (Note 1) . .....coiriiiiiiiniioniinnnn. 55514 1608
Receivables from consolidated subsidiaries . ........................ ... ... 68.7 INT
5.620.1 20226
[ |1 R PO e e YR L o e L e e ML g oo e P — 440
5620.1 2.066.6
Property, plant and equipment—nel ........c.cuve ceeiirinnaninariianiaranaes 0.6 16,1
Other assets and deferred charges . .. .. ... . i 219 14.4
Total BESEIS « . v v v et et v e s e e e e e .. S$5.897.7 $1.086.4
| - - nasd TS
LIABILITIES AND STOCKHOLDERS' EQUITY
Current habilitics:
B I I L o ccvcr i o0 e 0 ) 8 A T S T R § — § 7R
Due to consolidated subsidianies. . .......c0vvviiien i ii e 919 137.6
Accounts payable and accrued liabilities. . ... ... . 100.2 LEN
Long-term debt due within one year (Note 4) .. ..., 200 3615
Total current liabilities . ...........ooiiiiiiiiiiiaiiiinn. S 4121 657.0
Long-term debl (Note 8) ... ccvivraciirsisrissrsrsssssassssssssans e 1. 460.0 7610
Long-term debl due to consolidated subsidiary (Note 4) .. ... ..oooooiiiae, 360.0 —
Due to consolidaled subsidianies. . . ... ... .. corirrrririrarnrrarrirarrieaa 440.5 -
OHher BabilItEs . . .. oot r e e e e e e it e et s e s mer e a e 80 1609
Stockholders' equity:
Prefermed slock ..o o oot e e e e e e e e 173.5 100.0
CoOmmOon SIOCK . ...t teeieee st et anm e aan s a s aa e e e 105.3 104.4
Capital in excess of par valUS. . .o ciniianrnrrsannnstsnsnsssisesnssrsennes 1,051.1 991.0
REinad CaIBEEEE . « o vo0mv omn s wms i s wsm s n s e s i s anaes 19156 716.5
Unamortized deferred compensation .. .......o.viiiniiiian.n. cowns e did) {53}
3,243.2 1,910.6
Less treasury slock (Notesdand 5) .. ... .ooiiiiiiniiiiiaiiinnianeiiniis (56.1) (405.1)
Total slockhollers’ BqUItY .. . v o convymssrsuvinmen sasm s sass cess 31811 1,505.5
Total liabilities and stockholders’ equity ........ ... ... ... ... ceeo. S58977 $1.086.4

See accompanying noles.
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THE WILLIAMS COMPANIES, INC.

SCHEDULE | — CONDENSED FINANCIAL INFORMATION OF REGISTRANT — (Continued)

STATEMENT OF CASH FLOWS (PARENT)

Years ended December M,

1995 1994 [
{ Millions )
Operating activities:
INEE IMCOME . . o cvvvvvnsrarosassssarsnnmanannssnsasnsnsns $ 1,382 $ 2467 3 2318
Adjustments 1o reconcile to cash provided from operations;
Equity in subsidiaries’ income, net of cash dividends ....... 1327 153.1 (60.0)
Discontinued opermtions .......ccciviiiiiniieiiiniiains (1,018.8) (94.0) (46.4)
Extraordinary logs ......c0iiveiieiviiiisnassisneniaiis — 12.2 —
DIERCImION o o s v 45 e e O R A A 4.2 4.3 42
Provision (credit) for deferred income taxes .............. 13.0 208 (1.7)
Guain on sales ol property, plant and equipment............ — _ (52.1)
Changes inreceivables ..............ooiiiiiiiiiiia.. 133 (59.5) 5.0
Chunges in other current assets . ...........ooiieeaniaes 50 (7.1) 1.4
Changes in accounts payable . .......................... (2.7) 0 (.7)
Changes in accrued liabilities . . ...........c.ooooiininns (.2) (12.1) (1.7}
Other, including changes in non-current asscts and
liabilities ........cciieiininnennccnrroraaanannnanas (1.2) (2.5)* S8.5
Net cash provided by operatin g activities ............. 1,077.5 264.9 121.3
Financing aclivities:
Proceeds from notes payable .......0ovvviiiiinniiniinnin 514 738 -
Payments of notespayable ...........cccoviiiiieiinnaians (121.2) - —_
Proceeds from long-termdebt .......oovvvvnnnniinnn — BS.0 350.0 -
Payments of long-termdebt .........ociviiiiiiiiiiiiianny (549.2) (181.7) {128.8)
Proceeds from issuance of common stock . ... ......... .. ... 320 26,4 614
Purchase of treasury S10ck .. ...cvvviemmnanmnnnniniionaiis (17) (18.4) -
Dividends paid ......c0iiiiivesiiiirsasassssasinirnninis (119.0) (919) (89.4)
OHREE e BB s iaaiaia e s e e i e e SO (3.7) — (.6)
Nect cash provided (used) by financing activities . . ... .. (612.4) 156.2* (155.4)
Investing activilics:
Propenty, plant and equipment:
Capital axpendilures .. .o ciwaivioniiiaeinas i {2.8) (L {1.6)
Proceeds from saies of property, plant and equipment ... . .. 1.0 — s
Purchase of note receivable . ... ... ..ot _ (75.1) - -
Investments in consolidated subsidiaries .. ....... .. ... 00 (1,248.1) (71.2) (75.3)
Changes in advances to subsidianes ................ .. ... 914.7 (154.4) 1.0
OHBET = DL ..o vienvonrsnrasssanssssssrsnnsnssnss el 6.3 (4.0) (.6)
Nect cash provided (used) by investing activities (404 0) (430.7) 6
Increase (decrease) in cash and cash cquivalenis 41.1 (9.6) 4.5
Cash and cash equivalents at beginning of year. ... . ... ; 16.5 26.1 21.6
Cash and cash equivalents at end of year .. ................. !_- 576 § 165 § 26.1

Sce accompanying notes.

* Reclassified 1o conform to current classification.
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THE WILLIAMS COMPANIES, INC,
SCHEDULE | — CONDENSED FINANCIAL INFORMATION OF REGISTRANT — (Continued )
NOTES TO FINANCIAL INFORMATION (PARENT)

Note L Transco Energy Acguisition

On January 18, 1995, Williams acquired 60 percent of Transco Energy’s outstanding common stock in a
cash tender offer for $430.5 million. Williams acquired the remaining 40 percent of Transco Encrgy's
outstanding common stock on May 1, 1995, through a merger by exchanging the remaining Transco Encrgy
commuon stock for approximately 10,4 million shares of Williams common stock valued at $334 million, The
acquisition is accounted for as o purchase with 60 percent of Transco Energy's results of operations included in
Williams' Consolidated Statement of Income for the period January 18, 1995, through Apnl 30, 1995, and
100 percent included beginning May 1, 1955, See Note 2 of Notes to Consolidated Financial Statements for
additional information on the Transco Energy acquisition.

Note L Discontinued Operations

On January 5, 1995, Williams sold its nelwork services operations to LDDS Communications, Inc
(LDDS) for $2.5 billion in cash. The sale yielded . gain of $1 billion (net of income taxes of approximately
§$732 million) which is reported as income from discontinued operations. Prior peniod operating resulis for the
network services operations are reported as discontinued operations. See Note 3 of Notes to Consolidated
Financial Statements for additional information on discontinued operations.

Sote 3 Sales of Assels

In o 1993 public offering, Williams sold 6.1 million units in the Williams Coal Seam Gus Rovalty Trust
{ Trust). which resulied in net proceeds of $113 million and a pre-tax gain of $51.6 million. The Trust owns
detined net profits interests in the developed coal-seam properties in the Sun Juan Basin of New Meuco and
Colorado, which were conveyed to the Trust by Williams Production Company. Ownership of an additional
3.6 million units remains with a subsidiary of Williams.

Note 4. Long-term Debt and |eases

During 1995, Williams issued $360 million in convertible debentures and warrants 1o a wholly-owned
subsidiary in eachange for 12.2 million shares of Williams common stock held by that subsidiary (see Note §)
The convertible debentures bear interest at 6 percent, mature in 2005 and are convertible into 9.3 million
shares of Williams common stock ot $38.58 per share. The warranis give the subsidiary the nght 1o purchase
15 million shares of Williams common stock at $46.67 per she e

Long-term debt due within one year at December 31, 1994 includes $35%0 million of borrowings under
Williams' credit agreement. Amounts were repaid in January 1995,

Aggregate minimum maturitics and sinking-fund requirements, excluding lease payments, lor each wl the
neat five vears are as follows: 1996 — $20 million; 1997 — none, 1998 — S30 pullion; 1999 — 5150 million,
amd 2000 — S175 milon. See Note 13 of Notes to Consolidated Financial Statements Tor additional
information on long-term debi,

Note 5 Steckholders” Fquiny

In connection with the May 1, 1995, merger with Transco Energy, Williams exchanged all of Transco
Energy's outstanding $3.50 cumulative convertible preferred stock for 2.5 million shares of Williams
£1.50 cumulative convertible preferred stock. Sec Note 14 of Notes to Consolidated Financial Statements for
additional information on this exchange, .
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THE WILLIAMS COMPANIES, INC.
SCHEDULE 1 — CONDENSED FINANCIAL INFORMATION OF REGISTRANT — (Concleded)
NOTES TO FINANCIAL INFORMATION (PARENT)

During 1995, Williams exchanged 2.8 million shares of its $2.21 cumulative preferred stock with a
carrying value of $69 million for 9.6 percent debentures. See Note 14 of Notes to Consolidated Financial
Statements for additional information on this exchange.

For financial reporting purposes, treasury stock of $394.8 million held at December 31, 1994, by a wholly-
owned subsidiary of Williams has been presented as a reduction of stockholders’ equity. A portion of this
treasury stock was used in the acquisition of Transco Encrgy (see Note 1),

The Financial Accounting Standards Board has issued a new accounting standard, FAS No. [2],
* Accounting for Stock-Based Compenaation,” effective for fiscal years beginning after December 15, 1995, As
provided for in the standard, Williams will not adopt the recognition provisions and will provide the pro forma
net income and camings-per-share disclosures required by the standard in its 1996 annual financial
slalements.

Williams currently follows Accounting Principles Board Opinion No. 25 “Accounting for Stock Issued 10
Employees.” Under this standard, because the exercise price of Williams' fixed plan common stock options
cquals the market price of the underlying stock on the date of the grant, no compensation cxpensc is
recognized.

Note 6. Dividends Recelved

Cash dividends from subsidiaries and companics accounted for on an equity basis are as follows: 1995 —
$1.110.2 million; 1994 — $354.2 million; and 1993 — $142.6 million.
MNote 7. lncome Tax and Interest Payments

Cash payments for income taxes are as follows: 1995 — $326 million; 1994 — $112 million; and 1993 —
$118 million.

Cash payments for interest are as follows: 1995 — $127.9 million; 1994 — $90 million; and 1993 —
£96.6 million.
Note 8. Financial Instruments

Disclosure of financial instruments for the parent company arc included in the consolidated disclosurcs.
Sec Note 15 of Notes to Consolidated Financial Statements.
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THE WILLIAMS COMPANIES, INC.
SCHEDULE Il — VALUATION AND QUALIFYING ACCOUNTS(a)

Additicas
g -
Balance Fuprases Ober Dedwctions () Balance
{Millioas )
Allowance for doubtful accounts:
oy N i S $79 $38 $1.6(c) $20 $11.3
T 10.2 4.2(d) - 6.5(e) 79
- 17.3 SN — 1.6 10.2

{a) Deducted from related assets.

(b) Represents balances written off, net of recoveries and reclassifications.

{c) Relates primarily to acquisition of businesses.

{d) Excludes $5.7 million related to discontinued operations.

(e) Includes the discontinued operations beginning balance reclassification of $3.6 million
(1) Includes $4.1 million reversal of amounts previously accrued.
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PART Il

ltem 10. Directors and Executive Officers of the Registrant

The information regarding the Directors and nominees for Director of Williams required by Tem 401 of
Regulation 5-K is presented under the heading “Election of Directon” in Williams™ Proxy Statement
prepared for the solicitation of proxics in connection with the Annual Mecting of Stockholders of the
Company for 1996 (the “Proxy Statement™), which information is incorporated by reference herein. A copy ol
the Proxy Statement is filed as an exhibit to the Form 10-K. Information regarding the executive oflicers of
Williams is presented following Item 4 herein, us permitied by General Instruction Gi3) 1o Foan 10-M and
Instruction 3 to ltem 401 (b} of Regulation S-K. Information required by Ttem 405 of Regulation 5-K s
included under the heading “Compliance with Section 16(a) of the Secunties Exchange Act of 19347 in the
Proxy Statement, which information is incorporated by reference herein.

ltem 11, Executive Compensation

The information required by Item 402 of Regulation S-K regarding executive compensation is presented
under the headings “Election of Directors™ and "Executive Compensation and Other Information” i the
Proxy Statement, which information is incorporated by reference herein. Notwithstanding the fercgomng. the
information provided under the headings “Compensation Committee Report on Exccutive Compensation”
and “Stockholder Return Performance Presentation™ in the Proxy Statement are not incorporatcd by
reference herein. A copy of the Proxy Statement is filed as an exhibit to the Form 10-K

ltem 12 Security Ownership of Certain Bencficial Owners and Management

The information regarding the security owne.ship of certain beneficial owners and management required
by ltem 403 of Regulation S-K is presented under the headings “Secunty Ownership of Certain Benchicial
Owners and Management™ in the Proxy Statement, which information is incorporated by reference herein. A
copy of the Proxy Statement is filed as an exhibit to the Form 10-K.

Item 13. Certain Relationships and Related Transactions

There is no information regarding certain relationships and related transactions required by Ttem 44 of
Regulation S-K 10 be reported in response to this ltem.

PART IV

Item 14. Exhibits, Financial Statement Schedules and Reports on Form 8-K

fa) | and 2. The financial statements and schedules listed in the accompanying indes 1o consolilated
financial statements are fled as part of this annual report,

{a) 3 and (¢). The exhibits listed below are filed as part of this annual report
Exhibit 2 —

*(a) Agrecment and Plan of Merger, dated as of December 12, 1994, among Willuams, W1
Acquisition Corp. and Transco (filed as Exhibit (¢)(1) to Schedule 14D-1, dated December 16,
1 ).

*(b) Amendment to Agreement and Plan of Merger, dated as of February 17, 1995 (liled as
Exhibit 6 to Amendment No. § to Schedule 11D, dated February 23, 199%)

I ahibar 3

*{a) Restated Centificate of Incorporation of Williams (filed as Eshibit 4(a) to Form 8-B
Registration Statement, filed August 20, 1987},
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*(b) Centificate of Designation with respect to the $2.21 Cumulative Preferred Stock (filed as
Exhibit 4.3 10 the Registration Statement on Form S-3, filed August 19, 1992).

*{c) Centificate ol Increase of Authorized Number of Shares of Series A Junior Panicipating
Preferred Stock (filed as Exhibit 3(c) to Form 10-K for the year ended December 31, 1988).

*(d) Certificate of Amendment of Restated Centificate of Incorporation, dated May 20, 1994
(filed as Exhibit 3(d) to Form 10-K for the fiscal year ended December 31, 1994).

*(¢) Cenificate of Designation with respect to the $3.50 Cumulative Convertible Preferred
Stock (filed as Exhibit 3.1(c) to the Prospectus and Information Statement to Amendment No. 2 1o
the Registration Statement on Form 5-4, filed March 30, 1995).

(N Centificate of Increase of Authorized Number of Shares of Scries A Junior Participating
Preferred Stock.

*(g) Rights Agreement, dated as of February 6, 1996, between Williams and First Chicago
Trust Company of New York (filed as Exhibit 4 to Williams Form 8-K, filed January 24, 1996).

*(h) By-laws of Williams (filed as Exhibit 3 1o Form 10-Q for the quarter ended Sepiember 30,
1993).

Exhibit 4 —

*(a) Form of Scnior Debt Indenture between the Company and Chemical Bank, Trusice,
relating to the 10%% Debentures, due 2020; the 9%% Debentures, due 2021; the 8% Notes, due
1998; Medium-Term Notes (B.50%-9.31%). due 1996 through 2001; the 7%% Notes, due 1999, and

the B/% Debentures, due 2012 (filed as Exhibit 4.1 to Form S-3 Registration Statement No, 13-
33294, filed February 2, 1990).

*(b) U.S. $800,000,000 Credit Agreement, dated as of February 23, 1995, among Williams and
certain of its subsidiaries and the banks named thercin and Citibank, N.A., as agent (filed as Exhibit
4(b) 1o Form 10-K for the fiscal year ended December 31, 1994},

Exhibit 10(iii) — Compensatory Plans and Management Contracts

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

*(b) Form of Employment Agreement, dated January 1, 1990, between Williams and certain
executive officers (filed as Exhibit 10(iii) (d) to Form 10-K for the year ended December 31, 1989).

*(c) Form of The Williams Companics, Inc. Change in Control Protection Plan between
Williams and employces (filed as Exhibit 10(iii) (e) to Form 10-K for the year ended December 11,
1989).

*(d) The Williams Companics, Inc. 1985 Stock Option Plan (filed as Exhibit A to Williams'
Proxy Statement, dated March 13, 1985).

*{c) The Williams Companies, Inc. 1988 Stock Option Plan for Non-Employee Directors
{filed as Exhibit A to Williams' Proxy Statement, dated March 14, 1988).

*(f) The Williams Companies, Inc. 1990 Stock Plan (filed as Exhibit A to Williams" Proxy
Statement, dated March 12, 1990).

(g) The Williams Companies, Inc. Stock Plan for Non-Officer Employees.

*({h) The Williams Companies, Inc. 1996 Stock Plan (filed as Exhibit A 1o Williams' Proxy
Statement, dated March 27, 1996).

*(i) The Williams Companies, Inc. 1996 Stock Plan for Non-Employee Directors (filed as
Exhibit B 10 Williams' Proxy Statement, dated March 27, 1996).
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*(j) Indemnification Agreement, effective as of August |, 1986, between Williams and
members of the Board of Directors and certain officers of Williams (filed as Exhibit 100m){e}) 1w
Form 10-K for the year ended December 31, 1986).

Exhibit 11 — Compulation of Eamnings Per Common and Common-equivalent Share

Exhibit 12 — Computation ol Ratio of Earnings to Cuombined Fixed Charges and Preferred Stock
Dividend Requirements.

Exhibit 20 — Definitive Proxy Statement ol Williams for 1996.
Exhibit 21 — Subsidiaries of the registrant
Exhibit 23 — Consent of Independent Auditors.
Exhibit 24 — Power of Atlorney logether with certified resolution.
Exhibit 27 — Financial Data Schedule.

(b) Reporis on Form 8-K.

No reports on Form 8-K were filed by Williams with the Secunities and Exchange Commussion
during the fourth quarter of 1995,

{d) The financial statements of partia'ly-owned companies are nol presented herein since none of them
individually, or in the aggregute, constitute a significant subsidiary.

*  Each such exhibit has herctofore been filed with the Securities and Exchange Commission as part of the
filing indicated and is incorporated herein by reference.
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Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the
registrant has duly caused this report to be signed on its behall by the undersigned, thereunto duly

authorized.
Tue Winnams Companies, Inc.
( Registrant )
By: /s/  Davip M. HiGeel

David M. Higbee
Antorney-in-fact
Dated: March 27, 1996

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below
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Siguature Tk
/s/  Keirv E. BAlLey® Chairman of the Board, President, Chief
Keith E. Bailey Executive Officer (Principal Executive Officer)
and Director
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/! Gany R. Bevirz® Controller (Principal Accounting Officer)
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I'HE WILLIAMS COMPANIES, INC,
FORM 10-K
PART 1

ftem 1. Business
(a) General Development of Business

The Williams Companies, Inc. (the “Company™ or “Williams") was incorporated under the laws of the
State of Nevada in 1949 and was reincorporated under the laws of the State of Delaware in 1987, The
prncipal executive offices of the Company are located at One Williams Center, Tulsa, Oklahoma 74172
(telephone (918) SB8-2000). Unless the context otherwise requires, references to the “Company™ and
“Williams™ herein include The Williams Companies, Inc. and its subsidiaries.

On January 16, 1996, the Company acquired a 49.9 percent interest from its pariner in Kern River Gas
Transmission Company giving the Company 99.9 percent ownership of this natural gas pipeline system. The
purchase price was $206 million. S¢e Note 2 of Notes to Consolidated Financial Statements. The Company
acquired the remaining 0.1 percent interest in the partnership on February 28, 1997, for $1K7.600,

Alsivin 1996, the Company combined its energy operations, other than its interstate natural gas pipelines,
under a newly created, wholly owned, indirect subsidiary, Williams Energy Group, and began reporting such
operations for financial reporting purposes on this basis in the fourth quarter of 1996, In addition, the
Company organized the reporting for its communications operations under a single communications reparting
entity, Williams Communications Group, Inc., and has reported such operations for financial reporting
purposes on this basis since the third quarter of 1996.

In Junuary 1995, the Company sold the network scrvices operations of its telecommunications subsidiary
to LDDS Communications, Inc. for $2.5 billion in cash (1the “WNS Sale™). The Company has reported the
network services operations as discontinued operations for financial cporting purposes. Sec Note 3 of Notes to
Consolidated Financial Statements. The Company used the proceeds from the WNS Sale to pay off short-
term credit facilities, to fund the acquisition of Transco Energy Company discussed below, to finance its
ongiing capital program and for other uses.

In December 1994, the Company entered inlo 8 merger agreement with Transco Encrgy Company.
Under the agreement, the Company acquired approximately 60 percent of Transco Energy Compuny’s
common stock through a cash tender offer completed in January 1995, On April 28, 1995, the Transco Encrgy
Company stockholders approved an agreement and plan of merger whercby Transco Energy Company became
a wholly owned subsidiary of the Company effective May 1, 1995. Total value of the transaction was more
than $3 billion, including cash, stock and the assumption of Transco Encrgy Company debt. As of May 1,
1995, the Company caused Transco Energy Company 10 declare and pay as dividends 10 the Company all of
Transco Energy Company’s interest in Transcontinental Gas Pipe Line Corporation and Texas Gas Transmis-
ston Corporation. Sece Note 2 of Notes 1o Consolidated Financial Statements.

(b) Financial Information About Industry Segments
Sec Pan 11, Item 8 — Financial Statements and Supplementary Data.

{c) Narrative Description of Business

The Company, through subsidiarics, engages in the transporation and sale of natural gas and related
activities; natural gas gathering. processing, and treating activities; the transportation and terminaling of
peuroleum products; hydrocarbon exploration and production activities; the production and marketing of
cthanol; and encrgy commodity trading and marketing and provides a variety of other products and services,
including price risk management services, to the energy industry. The Company also engages in the
communications business. In 1996, the Company’s energy subsidianies owned and operated: (i) five interstate




natural gas pipeline sysiems; (ii) natural gas production properties; (iii) natural gas gathering and processing
facilities; (iv) a common carrier petroleum products and crude oil pipeline system; (v) petroleum products
terminals; and (vi) ethanol production facilities. The Company also trades and markeis encrgy commodities
and offers price-risk management services. The Company’s communications subsidianes offer: (i) data-,
voice- and video-related products and services; (ii) advertising distribution services; (i) video services and
other multimedia services for the broadcast industry; (iv) broadcast facsimile and audio- and videoconferenc-
ing services for businesses; (v) interactive, compuler-based iraining and services; (vi) customer-premise voice
and data equipment, including installation and maintenance; and (vii) network integration and management
scrvices nationwide. The Company also has investments in the equity of cenain other companies.

Substantially all operations of Williams are conducted through subsidiancs. Williams performs manage-
ment, legal, financial, tax, consultative, administrative and other services for its subsidianes. Wilhams'
principal sources of cash are from dividends and advances from its subsidianes, investments. payments by
subsidiaries for services rendered and interest payments from subsidiaries on cash advances. The amount of
dividends available to Williams from subsidiarics largely depends upon cach subsidiary’s carnings and
operaling capital requirements. The terms of certain subsidiarics’ borrowing arrangements limit the transfer of
funds to the Company.

To achieve organizational and operating efficiencies, the Company’s interstate natural gas pipelines are
grouped together and are referred to internally as the interstate natural gas systems. All other operating
companics arc owned directly by Williams Holdings of Delaware, Inc., a wholly-owned subsidiary of the
Company. The encrgy operations of Williams Holdings of Delaware, Inc. arc grouped into a wholly-owned
subsidiary, Williams Energy Group, and its communications operations arc grouped into a wholly-owned
subsidiary, Williams Communications Group, Inc. Item | of this report is formatted 1o rellect this structure.

WILLIAMS INTERSTATE NATURAL GAS SYSTEMS

The Company’s interstate natural gas pipcline group owns and operates a combined total of approxi-
mately 28,000 miles of pipelines with a total annual throughput of approximately 1800 THiu® of natural gas
and peak-day delivery capacity of approximately 15 Bef of natural gas. The interstate natural gas pipeline
group consists of Transcontinental Gas Pipe Line Corporation, Northwest Pipeline Corporation, Kern River
Gas Transmission Company, Texas Gas Transmission Corporation and Williams Natural Gas Company,
owners and operators of interstate natural gas pipeline systems. As previously noted, the Company acquired
Transcontinental Gas Pipe Line Corporation and Texas Gas Transmission Corporation in 1995, For the
accounting treatment of the acquisition, see Note 2 of Notes 1o Consolidated Financial Statements. Also as
noted above, the Company acquired an additional 49.9 percent interest in Kern River Gas Transmission
Company in Junuary 1996 and the remaining 0.1 percent interest in February 1997

The interstate natural gas pipeline group's transmission and storage activitics are subject to regulation by
the Federal Encrgy Regulatory Commission (*FERC™) under the Natural Gas Act of 193K (" Natural Gas
Act”™) and under the Natural Gas Policy Act of 1978 ("NGPA"), and, as such, their rates and charges for the
transportation of natural gas in interstate commerce, the eatension, enlargement or abandonment of
jurisdictional facilitics, and accounting, among other things, are subject to regulation. Each pipeline holds
certilicates of public convenience and necessity issued by FERC authonzing ownership and operation of all
pipelines, facilities and properties considered jurisdictional for which centificates are required under the
Natural Gas Act. Each pipeline is also subject to the Natural Gas Pipeline Safety Act of 1968, as amended by
Title 1 of the Pipeline Safety Act of 1979, which regulates safely requirements in the design, construction,
opcration and maintenance of interstate gas transmission facilities.

A husiness description of each company in the imerstate natural gas pipeline group follows.

* The term “Mcl™ means thousand cubic fect, “ MMc™ mesns million cubic feet! and “Bof™ means billion cubs foer. All volumes of
natural gas are stated at @ pressers base of 147) pounds per sguare inch absolule st 60 degrees Faheeaheit. The teom "™ means
Hritish Thermal Unit, “MMBiu"™ means one million British Thermal Units and “THBiu™ means one irilliom Brtsh Thermal L
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TRANSCONTINENTAL GAS PIPE LINE CORPORATION (Transco)

Transco is an interstate natural gas transmission company that owns a 10,500-mile natural gas pipeline
system extending from Texas, Louisiana, Mississippi and the offshore Guli of Mexico through the states of
Alabama, Georgia, South Carolina, North Carolina, Virginia, Maryland, Pennsylvania and New Jerscy to the
New York City metropolitan arca. The system serves customers in Texas and cleven southeast and Atlantic
scaboard states, including major metropolitan arcas in Georgia, North Carolina, New York, New Jersey and
Pennsylvania. Effective May 1, 1995, Transco transferred the operation of certain production area facilities to
Williams Field Services Group, Inc., an affiliated company.

Pipeline System and Customers

Al December 31, 1996, Transco’s sysicm had a mainline delivery capacity of approximately 3.6 Bef of gas
per day from production arcas to its primary markets. Using its Leidy Line and market-arca storage capacity,
Transco can deliver an additional 2.9 Bel of gas per day for a system-wide delivery capacity 1otal of
approximately 6.5 Befl of gas per day. Excluding the production area facilitics operated by Williams Ficld
Services Group, Inc., Transco's system is composed of approximately 7,300 miles of mainline and branch
transmission pipelines, 37 compressor stations and six storage locations. Compression facilities at a sea level-
rated capacity total approximately 1.2 million horsepower,

Transco's major gas transportation customers are public utilities and municipalities that provide service to
residentinl, commercial, industrial and electric generation end users. Shippers on Transco’s pipeline system
include public utilitics, municipalitics, intrastate pipelines, direct industrial users, electrical generators,
marketers and producers. Transco'’s largest customer in 1996 accounted for approximately 11 percent of
Transco's total operating revenues. No other customer accounted for more than 10 percent of total operating
revenucs. Transco's firm transportation agreements are gencrally long-term agreements with various expiration
dates and account for the major portion of Transco's business. Additionally, Transco offers interruptible
transportation services under shorer lerm agreements.

Transco has natural gas storage capacity in five underground storage ficlds located on or near its pipeline
system and/or market areas and operates three of these storage fields and a liquelied natural gas (LNG)
storage facility. The total storage capacity available 1o Transco and its customers in such storage fields and
LNG facility is approximately 216 Befl of gas. Storage capacity permits Transco's customers to inject gas into
storage during the summer and off-peak periods for delivery during peak winter demand periods.

Expansion Profecis

In August 1996, Transco filed for FERC approval 1o expand the offshore portion of i1s existing Southeast
Louisiana Gathening System in two phases to provide a total of 660 MMocf of gas per day of additional firm
transportation capacity. Transco estimates the cost of the expansion 1o be approximately $129 million and
eapects to invest approximately $95 million in 1997.

In November 1996, Transco filed for FERC approval to extend and expand its Mobile Bay lateral. The
project will include expansion of Transco's existing 123-mile Mobile Bay lateral and construction of a new
77-mile offshore pipeline extension to an arca near the outer continental shell. The project, which would
increase capacity as much as 600 MMcl of gas per day at an estimated cost of $171 million, is targeted to be in
service by the 1998-99 winter heating scason. In December, Transco received nominations for 300 MMl of
gas per day of capacity in the project.

In November 1996, Transco completed and placed into service the Southeast Expansion Project. Since
late 1994, the project has added 205 MMcl of gas per day of firm transportation capacity 1o Transco's
customers in the southeast. The total cost of the expansion was approximately $106 million, of which
approximately $22 million was invested in 1996,

In November 1996, FERC approvad the Pine Needle LNG storage project. Transco and several of its
major customers will construct and own the facility, which will be located near Transco's mainline system in
Guilford, North Carolina. The project will have 4 Bef of storage capacity and 400 MMcl of gas per day of
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withdrawal capacity. Transco will operate the facility and have a 35 percent ownership interest. Construction
began in February 1997, and the project is expected to be in service by the second quaner of 1999, The FERC
application estimates the total cost of the project to be $107 million.

In December 1996, Transco and several major customers announced the filing with the North Carowza
Utilities Commission for approval of the Cardinal Pipeline System project. The project involves the
acquisition of an existing 37-mile pipeline in North Carolina and construction of a 67-mile pipeline extension.
Transco expects to complete construction of the pipeline extension by the end of 1999, Transco will operale
the cxpanded pipeline system and have a 45 percent ownership interest. Transco eapects to make cquity
investments of approximately $22 million in this project.

In December 1996, FERC approved the SunBelt Expansion Project, which will provide additional iwm
transportation capacity to markets in Georgia, South Carolina and North Carolina. The SunBelt Expansion
Project will provide a total of 146 MMcf of gas per day of firm transportation capacity 1o existing and new
Transco customers by the 1997-1998 winter heating scason. Trunsco estimates the cost of the expansion 1o be
approximately $85 million. Transco spent approximately $12 million on the project in 1996 and cxpects to
invest approximately $68 million in 1997.

In November 1996, FERC made a preliminary determination that public convenience and necessity
requires Transco’s SeaBoard Expansion Project but denied Transco's request for rolled-in rate treatment.
Transco has spent approximately $6 million on the project 1o date. In response to FERC's denial of rolled-in
rate trestment, Transco has plans to significantly modify this project.

Operating Staristics, The following table summarizes transportation data for the penods indicated.
including periods during which the Company did not own Transco:

19% 1994 1w

System Deliveries (TBitu)

Market-area deliveries:
Long-haul transportation . .. . ...t i, 9489 HSH 4 ®OS.1
Market-area transportation . ..........oooviiiieiaonii.... 4281 4673 4516
Total market-arca deliveries . ........... AR . LATI0 1,325 1.258.7
Production-area transporiation .. ... ....................... 2100 165.9 1859
Total system deliveries . ....... .. e oo LSKTO O 14916 14440
Average Daily Trensportation Volumes (TBuu) .. .. i 4.3 4.1 40
Average Daily Firm Reserved Capacity (TBuw) .. .. . 5.2 52 49

NORTHWEST PIPELINE CORPORATION (Northwest Pipeline)

Northwest Pipeline is an interstate natural zas transmission company that owns and operates a pipeline
system [or the mainline transmission of natural gas extending from the San Juan Basin in northwestern New
Mexico and southwestern Colorado through Colorado, Utah, Wyoming. Idaho. Oregon and Washington 1o a
point on the Canadian border near Sumas, Washington. Northwest Pipeline provides services for markets in
California, New Mexico, Colorado, Utah, Nevada, Wyoming, ldaho, Oregon and Washington. directly or
indirectly through interconnections with other pipelines.

Pipeline System and Customers

At Deccmber 31, 1996, Northwest Pipeling's system, having an aggregate mainline deliverability of
approximately 2.5 Bef of gas per day, was composed of approximately 1,900 miles of mainline and branch
transmission pipclines and 40 mainline compressor stations with 4 combined capacity of approvimately
307,000 horsepower.

In 1996, Northwest Pipeine transported natural gas for a total of 143 customers. Transportation
customenrs include distribution companies, municipalities, interstate and intrustate pipelines, gas marketers and
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durect industrial users. The three largest customers of Northwest Pipeline in 1996 accounted for approximatcly
15.5 percent, 15.3 percent and 10.4 percent, respectively, of total operating revenues. No other customer
accounted for more than 10 percent of total operating revenues. Northwest Pipeline’s firm transporiation
agreements are generally long-term agreements with various expiration dates and account for the major
portion of Northwest Pipeline’s business. Additionally, Northwest Pipeline offers interruptible transportation
service under agreements that are generally shon term.

As a part of its transportation services, Northwest Pipeline utilizes underground storage facilities in Utah
and Washington cnabling it to balance daily receipts and deliverics. Northwest Pipeline also owns and operates
a liqueficd natural gas storage facility in Washington that provides a needle-peaking service for the system.
These storage [lacilities have an aggregate delivery capacity of approximately 973 MMcf of gas per day.

Operating Statistics. The following table summarizes transportation data for the penods indicated (in
TBius):
1% 1994 19y

Transporialion Volumes .. ... ..ovvuresessrsssssssssnssrssssssnssnnss B4 K26 679
Average Daily Transportation Volumes .............cooiveiiiiencenenes 2.3 2.3 1.9
Average Daily Firm Reserved Capacily . ......ovviveeniiinrrnssnsssnss 2.5 24 14

KERN RIVER GAS TRANSMISSION COMPANY (Kem River)

Kern River is an interstate natural gas transmission company that owns and operates a nalural gas
pipeline system extending from Wyoming through Utah and Nevada to California. Kem River had been
jointly owned and operated by Williams Western Pipeline Company, a subsidiary of the Company, and a
subsidiary of an unaffilisted company. As previously indicaled, the Company acquired an additional
49.9 percent interest in Kem River in January 1996. Sec Note 2 of Noles to Consolidated Financial
Statements. In February 1997, the Company acquired the remaining 0.1 percent interest in Kem River. The
transmission system, which commenced operations in February 1992 following completion of construction,
delivers natural gas primarily to the enhanced oil recovery fields in southern California. The system also
transports natural gas for utilities, municipalities and industries in Californin, Nevada and Uah.

Pipeline System and Customers

As of December 31, 1996, Kern River's pipeline system was composed of approximately 705 miles of
mainline and branch transmission and five compressor stations having an aggregate mainline delivery capacity
of 700 MMcf of gas per day. The pipeline system interconnects with the pipeline facilities of another pipeline
company at Daggett, California. From the point of interconnection, Kem River and the other pipeline
company have a common 219-mile pipeline which is owned 63.6 percent by Kermn River and 6.4 percent by
the other pipeline company, as tenants in common, nd is designed 10 accommodate the combined throughput
of both systems. This common facility has a capacity of 1.1 Bef of gas per day.

Gas is transported for others under firm long-term transportation contracts totaling 682 MMef of gas per
day. In 1996, Kemn River transported natural gas for customers in California, Nevada and Utah. Gas was
transporied for five customers in Kern County, California, for reinjection as a pan of enhanced oil recovery
operations and for 28 local distribution customers, clectric utilities, cogeneration projects and commercial and
other industrial customers. The five largest custiomers of Kern River in 1996 accounted for approximately
14 percent, 13 percent, 12 percent, 11 percent and 11 percent, respectively, of operating revenues. Three of
these customers serve the enhanced oil recovery fields. No other customer accounted for more than 10 percent
of operating revenues in 1996,

During 1993, Kern River executed a seasonal firm transportation contract to deliver natural gas into the
Las Vegas, Nevada, market arca during the winter months. Kern River expects 1o begin deliveries of 10 MMl
of gas per day in December 1997 and to escalate such deliveries to 40 MMl of gas per day on a scasonal basis
in 1999,
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Operating Statistics. The following table summarizes transportation data for the periods indicated (in

TBtus):
e R
Transportation Volumes . .......c viriiinnnriianciirsisinnensnncns 281 286 278
Average Daily Transportation Yolumes ............c00000 e ) T8 6
Average Daily Firm Reserved Capacity . ............................. .7l By} 74

TEXAS GAS TRANSMISSION CORPORATION (TXG)

TXG is an interstate natural gas transmission company that owns and operates a natural gas pipeline
system onginating in the Louisiana Gulf Coast area and in cast Texas and running gencrally north and cast
through Louisiana, Arkansas, Mississippi, Tennessce, Kentucky, Indiana and into Ohio, with smaller diameter
lines extending into Illinois. TXG's direct market area encompasses cight states in the South and Midwest,
and includes the Memphis, Tennessee; Louisville, Kentucky: Cincinnati and Dayton, Ohio; and Indianapohis,
Indiana, metropolitan arcas. TXG also has indirect market access (o the Northeast through interconnections
with unaffiliated pipelines.

Pipeline Sysiem and Customers

At December 31, 1996, TXG's system, having a mainline delivery capacity of approximatcly 2.8 Bef of
gas per day, was composed of approximately 6,000 miles of mainline and branch transmission pipelines and 32
compressor stations having a sea level-rated capacity totaling approximately 549,000 horsepower.

In 1996, TXG transported gas to customers in Louisiana, Arkansas, Mississippl, Tennessee, Kentucky,
Indiana, Hlinois and Ohio and to customers in the Mortheast served indirectly by TXG. TXG transporied gas
for 133 distribution companies and municipalitics for resale to residential, commercial und industrial users,
TXG provided transportation services to approximately 102 industrial customen located alo® + the system. At
December 31, 1996, TXG had transportation contracts with approximately $59 shippers. Transportation
shippers include distribution companies, municipalitics, intrastate pipelines, direct industrial users, electrical
gencrators, marketers and producers. No customer of TXG accounted for more than 10 percent of total
operating revenues during 1996. TXG's lirm transportation agreements are gencrally long-term agreements
with various expiration dates and account for the major portion of TXG's business. Additionally, TXG offers
interruptible transportation services under agreements that are generally shori-lerm

TXG owns and operates natural gas storage reservoirs in 10 underground storuge fields located on or near
its pipcline system and/or market arcas. The storage capacity of TXG's certilicated storage hiclds s
approximately 177 Bef of gas. TXG’s storage gas is used in part to meet operational balancing necds on its
system, and in part to meet the requirements of TXG's “no-notice™ transportaiion service, which allows
TXG's customers to temporarily draw from TXG's storage gas 1o be repaid in-kind during the following
summer season. A large portion of the gas delivered by TXG to its markel area is used for space heating,
resulting in substantially higher daily requirements during winter months,




() erating Statistics, The following table summanzes total system transportation volumes for the penods
indicaied. including periods during which the Company did not own TXG:

1998 1994 Rag)

System deliveries (TBlu):
Long-haul tRnsportation . .. ........ovovrerrranaranrrniiione. 1300 615.7 (LR
Short-haul transportation ., ... ......co0000000 S i e . 8.3 576 I5K.6
Totah syttem delvemies o .o oo diniasavaas die s i vaes 794.5 64931 B07.4
=Lt i ==
Average Daily Transportation Volumes (TBw) ........co0ovi 00 2.2 1.9 2.2
Average Daily Firm Reserved Capaucity (TBtu) ..o ont 21 20 Ll

WILLIAMS NATURAL GAS COMPANY (Williams Natural Gas)

Williams Natural Gas is an interstate natural gas transmission company that owns and operates a natural
gas pipeline system located in Colorado, Kansas, Missoun, Nebraska, Oklahoma, Texas and Wyoming. The
syslem serves customers in seven states, including major metropolitan areas of Kansas and Missoun. its chiefl
markel areas.

Pipeline Svstem and Customers

At December 31, 1996, Williams Natural Gas's system, having a mainline delivery capacity of
approvimately 2.2 Bef of gas per day, was composed of approximately 6,000 miles of mainline and branch
transmission and storage pipelines and 41 compressor stalions having a sea level-rated capacity totaling
approvimately 227000 horsepower,

In 1996, Wilhums Natural Gas transported gas (o customers in Colorado, Kansas, Missoun, Nebraska,
Oklahoma, Texus and Wyoming. Gas was transported for 78 distnbution companies and mumicipalines for
resale 1o residential, commercial and industrial users in approximately 530 citics and towns. Transportation
services were provided to approximately 340 industrial customers, federal and state institutions and agricul-
tural processing plants located principally in Kansas, Missouri and Oklahoma. At December 31, 1996,
Williams Natural Gas had transportation contracts with approximately 196 shippers. Trunsportation shippers
included distribution companies, municipalities, intrastate pipelines, direct industrial users, electrical genera-
tors, marketers and producers

In 1996, approximately 70 percent (approximately 35 percent each) of total operating revenues were
generuted from gas transportation services to Williams Nawral Gas's two largest customers, Western
Resources, Inc. and Missounn Gas Energy Company. Western Resources sells or resells gas to residential,
commercial and industrial customers principally in certain major metropolitan arcas of Kansas. Missoun Cias
Encrgy sells or resclls gas to residentinl, commercial and industinal customers principally in certwn mgor
metropolitan arcas of Missouri. No other customer accounteu for more than 10 percent ol operaling revenues
during 19496,

Williwms Natural Gas provides a signilicant portion ol its transportalion services 1o Western Resources
pursuant to a 20-vear transportation service agreemenl. Alter the initial two-ye or peniod which ended in
November 1996, the contract allows Western Resources, on twelve-months prior notice, to reduce contracted
capacity if Willhams Natural Gas does not meet the terms of a competing offer from another natural gus
pipeline 1o serve such capacity, To date, Williams Natural Gas has aot received such a notice from Western
Resources, Williams Natural Gas provides transportation services to Missouri Gas Energy under contracts
primarily varying in terms from two to five yean. These contracts do not have competitive oul provisions as
desenibed in connection with the Western Resources” contract, During 1995, these two customers entered into
contracts with a competitor as part of a litigation settlement. Following a decision by the Kansas Count of
Appeals, the Western Resources contructs were deemed approved by operation of law. Subsequently, the
competitor assigned the coniracts with Wedtern Resources and Missoun Gias Energy 1o another competitor of
Williams Natural Gus. The two competitors are engaged in the scquisition of right-olf-way and other acis o
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segin construction under the contracts with Western Resources and Missouri Gas Encrgy. Up to 25 percent of
the firm capacity now transported by Williams Natural Gas into the Kansas City market could be at risk if the
pipeline contemplated by the contracts is built. Certain landowners whose property must be condemned 1o
complete the project are challenging completion of the lacilities. The contracts may be subject to termination
il certain completion dates are not met.

Williams Natural Gas operates nine underground storuge helds with an aggregale working gas storage
capacity of approximately 43 Bef and an aggregate delivery capacity of approximately 1.2 Bef of gas per day.
Williams Natural Gas's customers inject gas in these ficlds when demand is low and withdraw it to supply
their peak requirements. During periods of peak demand, approximately two-thirds of the lirm gas delivered to
customers is supplicd from these storage fields. Storage capacity enables the system to operate more uniformly
and efficiently during the year.

In 1996, Williams Natural Gas entered firm (ransporiation contracts to serve two electrical gencration
plants in the Kansas City area for potential daily usage of up 10 100,000 MMB1u per day.

Operating Statistics. The following lable summarizes transportation data for the periods indicated (in
THius):

(oo SR cc S .

Transportation Volumes .. ........oovuviiiunnnn.a, AT A R * 3 1y h

Average Daily Transportation Volumes .. ........0oveiivronniiainas Y Y 9

Average Daily Firm Reserved Capacity . ... .. ..., e 19 20 20
Regulatory Matters

In 1992, FERC issued Order 636, whict required interstate pipeline companics to restructure their tanifs
to climinate traditional on-system sales services. In addition, the Order required implementation of vanous
changes in forms of service, including unbundling of gathering, transmission and storage services: terms and
conditions of service; rale design; gas supply realignment cost recovery; and other major rate and tanfl
revisions. Kern River implemented its restructuring on August 1, 1993; Williams Natural Gas imnplemented its
restructuring on October |, 1993; and Transco, Northwest Pipeline and TXG implemented their restructunings
on November 1, 1991, Certain aspects of four pipeline company’s Order 636 restructunings are under appeal.

Each interstate natural gus pipeline has various regulatory proceedings pending. Rates are ectablished
primarily through FERC's ratemaking process. Key determinants in the ratemaking process are (1) costs of
providing service, including depreciation rates, (2) allowed rate of return, including the equity component of
the capital structure, and (3) volume throughput assumptions. FERC determines the allowed rate of return in
cach rate case. Rate design and the allocation of costs between the demand and commodity rates also impaci
profitability. As a result of such proceedings, the pipeline companics have collected a portion of their revenues
subject 10 refund. Sce Note 12 of Notes to Coasolidated Financial Statements for the amount of revenues
reserved for potential refund as of December 31, 1996,

Each interstate natural gas pipeline company, except Kern River, has undertaken the reformation of its
respective gas supply contracts. None of the pipelines have any significant pending supplicr take-or-pay,
ratable-take or minimum-take claims. For information on outstanding issues with respect 1o contract
reformation, gas purchase deficiencies and relaled regulatory issues, see Note 17 of Nates to Consolidated
Financial Statements,

Compeiliion

Competition for natural gas transportation has intensificd in recent years due 1o cusiomer access 1o oiber
pipelines, rate competitiveness among pipelines, customers’ desire to have more than onc transporter and
regulatory developments. FERC's stated purpose for implementing Order 636 was to improve the compelitive
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structure of the natural gas pipeline industry. Future wilization of pipeline capacity will depend on
competition from other pipelines, use of alicrnative fuels, the general level of natural gas demand and weather
conditions. Electricity and distillate fuel oil are primary competitive forms of encrgy for residential and
commercial markets. Coal and residual fuel oil compete for industrial and electric generation markets.
Nuclear and hydroclectric power and power purchased from grid arrangements among clectric utilities also
compete with gas-fired power generation in ‘certain markets.

As mentioned, when restructured tarifls became effective under Order 636, all suppliers of natural gas
were able to compete for any gas markets capable of being served by the pipelines using nondiscniminatory
transportation services provided by the pipelines. As the Order 636 regulated environment has matured, many
pipelines have faced reduced levels of subscribed capacity as contractual terms expire and customers opt 1o
reduce firm capacity under contract in favor of alternative sources of transmission and related services, This
situation, known in the industry as “capacity turnback,” is forcing the pipelines 1o evaluate the consequences
of major demand reductions on system utilization and cost structure 1o remaining customens.

The Company is aware that several state jurisdictions have been involved in implementing changes
similar 1o the changes that have occurred at the federal level under Order 636. Such activity, frequently
referred 1o as “LDC unbundling.” has been most pronounced in the states of New York, New Jeney and
Pennsylvania. New York and New Jersey enacted regulations regarding LDC unbundling in 1995. Penn-
sylvania is expected to enact an LDC unbundling program in 1997. In addition, Maryland curmently has a pilot
unbundling program for industrial, commercial, and residential end-users and may take additional steps
toward unbundling in 1997, Georgia may also act in 1997 to implement an LDC unbundling program.
Management expects these regulations to encourage greater competition in the natural gas marketplace,

Ownership of Property

Each of the Company's interstate natural gas pipeline subsidiaries generally owns its facilities in fec
However, o substantial portion of each pipeline's facilities is constructed and maintained pursuant to nghts-of-
way, casements, permits. licenses or consents on and across propertics owned by others, Compressor stations,
with appurtenant facilities, arc located in whole or in part cither on lands owned or on siles held under leases
or permits issued or approved by public authorities. The storage facilities are cither owned or contracted under
long-term leases or casements.

Environmental Matters

Each interstate natural gas pipeline is subject to the National Environmental Policy Act and federal. state
and local laws and regulations relating to environmental quality control. Management believes that, with
respect to any capital expenditures and operation and maintenance expenses required o meet applicable
environmental standards and regulations, FERC would grart the requisite rate relicf so that, for the most pant,
the pipeline subsidiaries could recover such expenditures in their rates. For this reason, management believes
that compliance with applicable environmental requirements by the interstate pipelines is not likely to have a
material effect upon the Company's carnings or competitive position

For o discussion of specific environmental issues involving the interstate pipelines, including estimated
cleanup costs associated with certain pipcline activities, sce “Environmental™ under Management’s Discussion
and Analysis of Financial Condition and Results of Operations and Note 17 of Notes to Consolidated
Financial Statements,

WILLIAMS HOLDINGS OF DELAWARE, INC, (Willlams Holdings)

In 1994, the Company established Wi'liams Holdings 10 be a holding company for its asscts other than its
interstate natural gas pipelines and related assets. Virtally all of Willinms Holdings” assets were operated by
other subsidiaries of the Company prior to January 1, 1995
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Williams Holdings’ energy subsidiaries arc engaged in exploration and production; natural gas gathenng
and processing: petrolcum products transportation and terminaling: ethanol production; and energy commaodity
marketing and trading and price risk management services. In addition, these subsidianes provide a vaniety of
other products and services 1o the energy industry, Williams Holdings' communications subsidiaries offer
data-, voice-, and video-related products and services and customer premise voice and data equipment,
including installation and maintenance, nationwide. Williams Holdings also has certsin other equity
investments,

WILLIAMS ENERGY GROUP (Williams Energy)

In 1996, Williams Holdings reorganized its energy operations under a newly created, wholly owned
subsidiary, Williams Energy, and began reporting such operations for financial reporting purposes on this hasis
in the fourth quarter of 1996. Management believes the new structure will better position it 1o offer custamers
a full range of energy products and services by capitalizing on synergies of the combined business units

Williams Energy is comprised of four major business units: Exploration and Production. Field Services.
Petroleum Services, and Merchant Services. Through its business units, Williams Encrgy cogages in energy
production and exploration activitics; natural gas gathering, processing, and treating: petroleum liguids
transportation and terminal services; ethanol production; and energy commodity marketing and trading.

Williams Energy, through its subsidiarics, owns $31 Bef of proved natural gas reserves located primarily
in the San Juan Basin of Colorado and New Mexico and owns and operates appraximately 11,000 miles of
pathering pipelines, cight gas treating plants, 10 gas processing plants, 57 petroleum products termiinals, and
approximalely 9,300 miles of liquids pipeline. Physical and notional volumes traded by Williams Energy’s
merchant services unit approximated 6,552 TBtu equivalents in 1996. Williams Energy, through its subsidiar-
ics, employs approximately 2,500 employees.

Revenues and operating profit for Williams Energy by business unit are reported in Note 4 of Notes to
Consolidated Financial Statements herein,

A business description of each of Williams Energy’s business units follows.

EXPLORATION AND PRODUCTION

Williams Energy, through its wholly owned subsidiary Williams Production Company | Williams
Production), owns and operates producing gas leaschold properties in Colorado, Louisiana, New Mexico,
Texus, Ltah, Wyoming, and offshore in the Gulf of Mexico,

In December 1996, Williams Production entered into an agreement with an unaflilated exploration
company for the joint exploration of 27,000 acres in the Houma Embayment Area of southern Louisiana
Williams Production will carn a 50 percent working interest in the leasehold block by drilling up to cight
exploratory wells within a |25-square mile 3-D seismic survey during the neat 12-1% months. Williams
Production also purchased 50 percent of this company’s working intcrest in 23 producing wells and associated
facilities in the arca with daily production of approximately 9,000 MMBtus per day. Also in 1996, Williams
Production ucquired leaschold interests in the East Texas Haynesville Cotton Valley Reel and now controls,
along with unafliliated partners, in excess of 135,000 gross acres in this area

Gas Reserves, As of December 31, 1996, 1995, and 1994, Williams Production had proved deseloped
natural gas rescrves of 323 Bef, 292 Bef, 269 Bel, respectively, and proved undeveloped reserves of 208 Bel,
222 Bel, and 220 Bef, respectively. OF Williams Production’s 1otal proved reserves, X7 percent ure focated in
the San Juan Basin of Colorudo and New Mexico. No major discovery or other Tavorable or adverse event has
caused a significant change in estimaled gas reserves since year end
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Customers and Operations. As of December 31, 1996, the gross and net developed leaschold acres owned
by Williams Production totaled 263,869 and 114,183, respectively, and the gross and nct undeveloped acres
owned were 339,540 and 76,722, respectively. As of such date, Williams Production owned interests in
2,911 gross producing wells (523 net) on its leaschold lands. The following table summarizes drilling activity
for the periods indicated:

Completed Gruss Nt
Durleg Wells  Wells
17, < e S SRR S E AP RS A S S e 65 11
L e P A S AP RSP S PRI PR RS (] a2
L T e S NS Sy R QA R S AP (] 19

The majonty of Williams Production’s gas production is cum:ntlr being sold in the spot market at market
prices. Total net production sold during 1996, 1995, and 1994 was 268 Bef, 26.3 Bel, and 23.2 Bel,
respectively. The average production costs, including production taxes, per Mcf of gas produced were $.27,
$.26, and $.30, in 1996, 1995, and 1994, respectively. The averuge wellhead sales price per Mcf was $.98, § .88,
and $1.19, respectively, for the same periods.

In 1993, Williams Production conveyed a net profits interest in certain of its properties 1o the Williams
Coal Seam Gas Royalty Trust. Williams subsequently sold Trust Units to the public in an underwritten public
offering. Williams Holdings holds 3,568,791 Trust Units representing 36,8 percent of outstanding Units.
Substantially all of the production attributable to the properties conveyed 1o the Trust was from the Fruitland
coal formation and constituted coal scam gas. Proved developed coal seam gas reserves at December 31, 1996,
attributed 10 the properties conveyed were 149 Bel. Production information reported herein includes Williams
Production’s interest in such Units, :

FIELD SERVICES

Williams Energy, through Williams Field Services Group, Inc. and its subsidianies (Field Services), owns
and operates nonregulated natural gas gathering, processing, and treating facilities located in northwestern
New Mexico, southwestern Colorado, southwestern Wyoming, northwestern Oklahoma, southwestern Kansas,
and also in areas offshore and onshore in Texas and Louisiana. Field Services also operates regulated gathening
facilitics owned by Transco, an affiliated company. In February 1996, Ficld Scrvices and Transco filed
applications with FERC to spindown all of Transco's gathering facilities to Field Services. FERC subsequently
denied these requests and Field Services and Transco have filed a request for rehearing of this denial
Gathering scrvices provided include the gathering of gas and the treating of coal scam gas.

Expansion Projects. Field Secrvices cxpanded its gull coast operations in 1996 primanly through
acquisitions, In July, Field Services acquired a 70 MMcf per day processing plant in south-central Louisiana.
In November, Field Services signed a letter of intent to acquire the remaining 50 percent interest in a
500 MMcf per day processing plant in southwestern Louisiana and acquired a majority portion in a south
Texas gathering system. In addition, Ficld Services expanded its gathering system in the San Juan Basin,
completed construction of n 50 MMcf per day CO, treating facility in the Oklahoma Panhardic, and acquired
the remaining S0 percent interest in a 60 MMcf per day processing plant in southern Texas.

Customers and Operations. Facilitics owned and operated by Field Services consist of approximately
11,000 miles of gathering pipelines, eight gas treating plants and 10 gas processing plants (five of which are
partially owned). The aggregate daily inlet capacity is approximately 7.9 Bef and 6.9 Bef of gas for the
gathering systems and gas processing, treating, and dehydration facilities, respectively, Gathering and
processing customers have direct access 1o interstate pipelines, including affiliated pipelines, which provide
access 1o multiple markets.

During 1996, Field Services gathered natural gas for 314 customers. The largest gathenng customer
accounted for approximaiely 15 percent of total gathered volumes. During 1996, Ficld Services processed
natural gas for a total of 119 customers. The threc largest customens accounted for approximately 13 percent,
12 percent, and 10 percent, respectively, of total processed volumes. No other customer accounted for more
than 10 percent of gathered or procesied volumes. Ficld Services' gathering and processing agreements with



large customers are generally long-term agreements with various expiration dates. These long-term agree-
ments account for the majority of the gas gathered and processed by Field Services.

Operating Statistics. The following table summarizes gathering, processing, and natural gas liquid sales
volumes for the periods indicated. The information includes operations attributed to facilities owned by
affiliated entitics but operated by Ficld Services:

ame e

Gas volumes (TBtu, except liquids sales):

ORI (o c - oo i o T e e e e e e T e e 2,155 1,806 89S
PIDOSIII : oo i ol a s s answd Rk s e s s wrary TS S8 e s e b e s 484 406 392
Matural gas liquid sales (millions of gallons). .. .................. 191 284 281

PETROLEUM SERVICES

Williams Energy, through wholly owned subsidiaries in its Petroleum Services unit, owns and operates a
petroleum products and crude oil pipeline, two cthanol production plants (one of which is partially owned),
and petroleum products terminals and provides services and markets products related thereto.

Transportation. A subsidiary in the Petroleum Services unit, Wiiliams Pipe Line Company (Williams
Pipe Line), owns and operates a petroleum products and crude oil pipeline system which covers an |1-state
area extending from Oklahoma in the south 1o North Dakota and Minnesota in the north and Illinois in the
cast. The system is operated as a common carrier offering transportation and terminaling services on a
nondiscriminatory basis under published tariffs. The system transports refined products, LP-gases, lube
extracted fuel oil, and crude oil,

Al December 31, 1996, the system traversed approximately 7,300 miles of right-of-way and included
approximately 9,300 miles of pipeline in various sizes up to 16 inches in diameter. The system includes
K2 pumping stations, 23 million barrels of storage capacity, and 47 delivery terminals, The terminals are
cquipped to deliver refined products into tank trucks and tank cars. The maximum number of barrels which
the system can transport per day depends upon the operating balance achieved at a given time between various
scgments of the system. Because the balance is dependent upon the mix of products 1o be shipped and the
demand levels at the various delivery points, the exact capacity of the system cannot be stated.

Operating Statistics. The operaling statistics set forth below relate 1o the system's operations for the
penods indicated:

199 1w (L

Shipments (thousands of barrels):

Refined products:

T R (N e i | NP RN [ | [ . . 125,060 120,682
PNt . s i i e e s e S 68, 628 61,218 61,129
Aviation fuels . ........ ¢ 00000 0ansssnnssasssnsaccane VLIRS 12.53% 9,521
LP-Gases . ....... SOl Sl ol e 15618 12839 10,549
Lube extracted fuel ofd .. ...............co0nnn. N 8,555 4462 0
IS O oovave am Arn s 486 5 m w8 s BT e arre, £ mep e ot e B9 L 1.062
Tolal Shipments . ....ooiviviverrnss 3oy 29141 21659494 208,245
TET Tl TR e g g=t = 4 [ a =
Daily average (thousands of barrels) . ................... ; 655 595 547
Avernge haul (miles) ....ovvervivvrrarssnrsrrsersnias . 259 269 K4
Barrel miles (milllons) . .........coiviiiiiiiininie. . 61,969 58.126 57.611

Environmental regulations and changing crude supply patterns continue to affect the refining industry
The industry’s response to environmental regulations and changing supply patterns will directly affect volumes
und products shipped on the Williams Pipe Line system. Environmental Protection Agency (“EPA™)
regulations, driven by the Clean Air Act, require refiners 1o change the composition of fuel manufactured. A
pipeline’s ubility to respond to the effects of regulation and changing supply patterns will determine its ability
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to maintain and capture new market shares. Williams Pipe Line has successfully responded to changes in
diesel fuel composition and product supply and has adapted to new gasoline additive requircinents.
Reformulated gasoline regulations have not yet significantly affected Williams Pipe Line. Williams Pipe Line
will continue to attempt lo position itself to respond to changing regulations and supply patierns, but the
Company cannot predict how future changes in the marketplace will affect Williams Pipe Line's market arcas,

Ethanol. Williams Encrgy, through its wholly owned subsidiary Williams Encrgy Ventures, Inc. (WEV),
is engaged in the production and marketing of ethanol. WEV owns and operates two cthanol plants of which
corn is the principal feedstock. The Pekin, Hlinois, plant, which WEV purchased in 1995, has an annual
production capacity of 100 million gallons of fucl-grade and industrial ethanol and also produces various
coproducts. The Aurora, Nebraska, plant (in which WEV owns a 75 percent interest) began operations in
November 1995 and has an annual production capacity of 30 million gallons. WEVY also markets ethanol
produced by third parties.

The sales volumes set forth below include ethanol produced by third parties as well as by WEY for the
periods indicated:

199 1994 194
Ethanol sold (thousands of gallons) .......cccviemiaaiiosiiins 119,800 51,500 nfa
Coproducts sold (thousands of tons) ... oo, 198 159 nia

Terminals and Services Williams Energy, through its subsidiary WEV, operates petroleum products
terminals in the western and southcastern United States and provides services including performance additives
and ethanol blending. In September 1996, WEV acquired a 45,5 percent interest in cight petroleum products
terminals located in the southeast United States. During the last four months of the year, these terminals
loaded 7.8 million barrels of refined products.

MERCHANT SERVICES

Williams Energy, through subsidiaries, primarily Williams Energy Services Company and its subsidiaries
(“WESCO™), offers a full suite of encrgy products and services throughout North Amenca and scrves over
2,000 companies. WESCO's business includes natural gas and energy commodity marketing activities, at both
the wholesale and retail levels. In addition, WESCO offers a comprehensive array of price-risk management
products and services and capital services 1o the diverse energy industry.

WESCO markets natural gas throughout North America and grew its total volumes (physical and
notional) to an average of 15.9 TBiu per day in 1996. The core of WESCO's business has traditionally been
the Gulf Coast and castern regions, using the pipeline systems owned by the Company, but also includes
marketing on approximately 30 non-Williams' pipelines. WESCO's natural gas customers include producers,
industrials, local distribution companies, utilities, and other marketers.

During 1996, WESCO also marketed natural gas liquids, crude, refined products, and Liquchied natural
gits. with total volumes (physical and notional) averaging 2.0 TBiu per day.

WESCO entered the power marketing and trading business in 1996. During its first year of operations,
WESCO's power group marketed over 4 million megawatt hours (physical and notional) of power.

WESCO provides price risk management services through a vaniety of financial instruments including
option and swap agreements related 1o various encrgy commodities. Through its capital financing services,
WESCO also provides participants in the encrgy industry with capital for energy-related projects including
acquisitions of proved reserves and re-working of wells.

In 1996, WESCO established a retail encrgy services group. As a part of this strategy, WESCO acquired
a S0 percent interest in Volunteer Energy Corporation, a natural gas marketing company with experience in
end-use markets. WESCO has also aligned witt Boston Edison Company to form EnergyVision, an enterprise
designed to provide access 1o retail energy markels in the New England arca.




Operating Statistics. The following table summarizes operating profit and marketing volumes for the
periods indicated (dollars in million, volumes in TBiu equivalents):

1994 1995 1994
Operating Profit. ......coccvirinecerisnerrrnsrassnnsnrnnnns $664 §332 § 34
Total marketing volumes (physical and notional) . .............. 6,552 3822 1.642

Regulatory Matters

Field Services. Historically, an issuc has existed as to whether FERC has authority under the Natural
Gas Act 1w regulate gathering and processing prices and services. During 1994, afier reviewing its legal
suthority in a Public Comment Proceeding, FERC determined that while it retains some regulatory
Jurisdiction over gathering and processing performed by interstate pipelines, pipeline-affiliated gathering and
processing companics arc outside its authority under the Natural Gas Act. An appellate court has affis..ed
FERC's determination. As a result of these FERC decisions, several of the individual states in which Field
Services conducts its operations may consider whether to impose regulatory requirements on gathenng
companies. No state currently regulates Ficld Services’ gathering or processing rales or services.

Petroleum Services. Williams Pipe Line, as an interstate common carrier pipeline, is subject 1o the
provisions and regulations of the Interstate Commerce Act. Under this Act, Williams Pipe Line is required,
among other things, to establish just, reasonable and nondiscriminatory rates, to file its tanffs with FERC, 1o
keep its records and accounts pursuant to the Uniform System of Accounts for Oil Pipeline Companies, to
make annual reports to FERC and to submit to examination of its records by the audit staff of FERC.
Authority to regulate rates, shipping rules, and other practices and to prescribe depreciation rates for common
carrier pipelines is exercised by FERC. The Department of Transportation, as authorized by the 1992 Pipeline
Safety Reauthorization Act, is the oversight authority for interstate liquids pipelines. Williams Pipe Line is
also subject to the provisions of various state laws applicable to intrastate pipelines.

On Deceinber 31, 1989, a rate cap, which resulied from a settlement with several shippers, efectively
freezing Williams Pipe Line’s rates for the previous five years, expired. Williams Pipe Linc filed a revised taniT
on January 16, 1990, with FERC and the statc commissions. The tarifl sct an average increase in rates of
11 percent and established volume incentives and proportional rate discounts. Certain shippers on the
Williams Pipe Line system and a competing pipeline carrier filed protests with FERC alleging that the revised
rates are not just and reasonable and are unlawfully discriminatory. Williams Pipe Line elected 1o bifurcate
this proceeding in accordance with the then-current FERC policy. Phase I of FERC's bifurcated procecding
provides a carrier the opportunity to justify its rates and rate structure by demonstrating that its markets are
workably compelitive. Any issues unresolved in Phase | require cost justification in Phase 11,

FERC's Presiding Judge issued the Initial Decision in Phase 11 on May 29, 1996. The Judge ruled that
Williams Pipe Line failed to demonstrate that the rates at issuc for the 12 less competitive markels were just
and reasonable and that Williams Pipe Line must roll back those rutes to pre-1990 levels and pay refunds with
interest to its shippers. The Initial Decision held that Williams Pipe Line's individual rates must be judged on
the basis of cost allocations, although Williams Pipe Line was given no notice of this particular basis of
judgment and the Commission expressly declined to adopt such standards in its Opinion No. 391. Moreover,
the Commission clarified its final order in Phase 1 {(Opinion No. 391-A) by stating that Williams Pipe Line
was not required to defend its rates with cost allocations. Primarily on this basis, Williams Pipe Line sought a
review of the Initial Decision by the full Commission by filing @ bricl on exceptions on June 28, 1996. The
review of the Phase 11 Initial Decision is pending before the Commission, and a shipper's appeal of the Phase |
order in the United States Court of Appeals for the District of Columbia Circuit has been stayed pending the
completion of Phase I1. Williams Pipe Line is not required to comply with the Initial Decision in Phase 11
prior to the Commission’s issuance of a final order. Williams Pipe Line continues 1o believe that its revised
tarifTe will ultimately be found lawiul, See Note 17 of Notes 1o Consolidated Financial Statements.
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Merchiant Services. Management believes that WESCO's activities are conducted in substantial compli-
ance with the marketing affiliate rules of FERC Order 497, Order 497 imposes certain nondiscrimination,
disclosure, and separation requirements upon interstate natural gas pipelines with respect to their natural gas
trading affilistes. WESCO has taken steps to ensure it does not share employees with affiliated interstate
natural gas pipelines and docs not receive information from such affiliates that is not also available 1w
unaffilinted natural gas trading companies,

Competition

Exploration and Production. Williams Energy’s exploration and production unit competes with a wide
varicty of independent producers as well as integrated oil and gas companies for markets for its production.

Field Services. Williams Energy competes for gathering and processing business with interstate and
intrastate pipelines, producers, and independent gatherers and processors. Numerous factors impact any given
customer's choice of a gathering or processing services provider, including rate, term, timeliness of well
connections, pressure obligations, and the willingness of the provider to process for citer a fee or for liquids
tuken in-kind.

Petroleum Services. Williams Energy's petroleum services operations are subject to competition because
Williams Pipe Linc operates without the protection of a federal certificate of public convenience and necessity
that might preclude other entrants from providing like service in its area of operations. Further. Williams Pipe
Line must plan, operate and compete without the operating stability inherent in a broad base of contractually
obligated or owner-controlled usage. Because Williams Pipe Linc is a common carier, its shippers need only
meet the requirements set forth in its published tariffs in order to avail themselves of the transportation
services offered by Williams Pipe Line.

Competition exists from other pipelines, refinerics, barge tiaffic, railroads, and tank trucks. Comnetition is
affected by trades of products or crude oil between refinerics that have access 1o the system and by trades
among brokers, traders and others who control products. Such trades can result in the diversion from the
Williams Pipe Line system of volume that might otherwise be transporied on the system. Shorter, lower
revenue hauls may also result from such trades. Williams Pipe Line also is exposed to interfuel competition
wherehy an encrgy form shipped by a liquids pipeline, such as heating fuel, is replaced by a form rot
transported by a liquids pipeline, such as clectncity or natral gas, While Williams Pipe Line faces
competition from a variety of sources throughout its marketing arcas, the principal competition is other
pipclines. A number of pipeline systems, competing on a broad range of price and service levels, provide
transportation service o various arcas served by the system. The possible construction of additional compeling
products or crude oil pipelines, conversions of crude oil or natural gas pipelines to products transportation,
changes in refining capacity, refinery closings, changes in the availability of crude oil 1o refineries located in its
marketing arca, or conservation and conversion efforts by fuel consumers may adversely affect the volumes
available for transportation by Williams Pipe Linec.

Williams Encrgy's cthanol operations compete in local, regional, and national fuel additive markets with
one large ethanol producer, numerous smaller ethanol producers, and other fuel additive producers. such as
refineries

Merchant Services. Williams Energy’s merchant services operations directly compete with large indepen-
dent encrgy marketers. marketing affiliates of regulated pipelines and utilitics, clectric wholesalers and
retatlers, and natural gas producers, The financial trading business competes with other encrgy ~bascd
companics offering similar services as well as certain brokerage houses. This level of competition contnbutes
1o a business environment of constant pricing and margin pressure.

Ownership of Property

The majority of Williams Encrgy's ownership inicrests in exploration and production propertics are held
as working interests in oil and gas leascholds.
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Williams Energy’s gathering and processing facilitics are owned in fee, Gathering systems are constructed
and maintaincd pursuant to rights-of-way, casements, permits, licenses, and consenis on and scross propertics
owned by others. The compressor stations and gas processing and treating facilities are located in whole or in
part on lands owned by subsidiaries of Williams Encrgy or on sites held under leases or permits issued or
approved by public authorities.

Williams Energy’s petroleum pipeline system is owned in fee. However, a substantial portion of the
system is operated, constructed and maintained pursuant 1o rights-of-way, casements, permits, licenses, or
vonscnts on and across properties owned by others. The terminals, pump stations, and all other facilities of the
system are located on lands owned in fee or on lands held under long-term leases, permits, or contracts.
Management believes that the system is in such a condition and maintained in such a manner that it is
adequate and sufficient for the conduct of business.

The primary assets of Williams Energy's merchant services unit are its term contracts, employees, and
related systems and technological support.

Emvironmental Matters

Williams Energy is subject to various federal, state, and local laws and regulations relating to
environmental quality control. Management believes that Williams Encrgy's operations are in substantial
compliance with existing environmental legal requirements. Management expects that compliance with such
existing environmental legal requirements will not have a material adverse effect on the capital expenditures.
earnings, and competitive position of Williams Encrgy.

The EPA has named Williams Pipe Line as a potentially responsible party as defined in Sec-
tion 107(a) of the Comprehensive Environmental Response, Compensation, and Liability Act, for a site in
Swoux Falls, South Dakota, The EPA placed this site on the National Prionties List i July 1990, In
Apnl 1991, Williams Pipe Linc and the EPA exccuted an administrative consent order under which Williams
Pipe Line agreed 1o conduct a remedial investigation and feasibility study for this site. The EPA issued its “No
Action™ Record of Decision in 1994, concluding that there were no significant hazards associated with the site
subject to two additional years of monitoring for arsenic in certain existing monitoring wells. Williams Pipe
Line should complete monitoring in the second quarter of 1997,

WILLIAMS COMMUNICATIONS GROUP, INC, (Willlams Communications Group)

The Company organized the reporting for its communications operations under a single communications
reporting enlity in 1996 and has reported such operations for financial reporting purposes on a consolidated
basis since the third quarter of 1996. Management believes that the new structure will better positian it 1o
provide fotal enlerprise network solutions and superior customer serviee on a global basis. In addition,
management belicves this structure will facilitate growth and diversification while recognizing the convergence
of customers, markets and product offerings of its communications entitics. Management also believes the
combination creales a vehicle to better establish name recognition and presence in the communications
industry,

The new entity, Williams Communications Group, Inc. (“Williams Communications Group™), is
comprised of four major business units: Williams Telecommunications Systems, Inc.; Vyva, Inc . Global
Access Telecommunications Services, Inc. (formerly known as 1TC mediaConlerencing Company ); and
Williams Learning Network, Inc. Through its business units, Williams Communications Group provides
customer-premise voice and data equipment, including installation and maintenance. advertising distribution;
network integration and management services; video services and ather multimedia services for the broadcast-
ing industry; broadcast facsimile, audio- and videoconferencing services for businesses, and interactive,
computer-bascd training programs and services for a variety of industries.

In March 1997, Williams Communications Group acquired the stock of Critical Technologies, Incorpo-
rated, a network systems integrator that designs, builds, implements, and maintains large-scale husiness
communications systems,
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Williams Communications Group, through its subsidianies, owns approximately 11,000 fiber miles of
fiber-optic network, approximately 53 television switching centers, more than 1,300 fully equipped service
vehicles, and 120 sales and services locations nationwide plus international offices serving Europe, South
America and the Pacific Rim. In addition, Williams Communications Group owns or manages five teleports in
the United States and has rights to capacity on domestic and international satellite transponders. Williams
Communications Group employed approximately 4,300 employees as of December 31, 199

Consolidated revenues by business unit and operating profit for Williams Communications Group for
1996 were as follows (dollars in millions):

Revenues:

WilTel
WilTel Voice ....... £520.6
WilTel Data. . . 475
4T T IR B O e R P R PP L TSP 100.0
Williams Learning Network. ... ........oiovnviniiaiiiiii i 179
GIODA]L ACCBES ..o . ovrsaronrsormnsissresssnansnssssass 1.6
Pt v LT TP, o e e s Pt o | Ol P R R PR A LA 11.7
o] e e L T e o A B L R TR R 8 £711.3
Oporating Profll . . .. 4nsieasscivsisimsisasvsrasassssnssassssnares § b6

A business description of each of Williams Communications Group's business units follows

WILLIAMS TELECOMMUNICATIONS SYSTEMS, INC. (WilTel)

WilTel provides data, voice and video communications products and services to a wide vanicty of
customers nationally. WilTel serves its customers through more than 100 sales and senvice locations
throughout the United States, over 3,100 employees and over 1,300 stocked service vehicles. WilTel employs
more than 1,400 technicians and more than 500 sales representatives and sales support personncl to serve an
estimated 41,000 commercial, governmental and institutional customer sites. WilTel's customer base runges
from large. publicly-held corporations and the federal government 1o small privaiely-owned cnlities

WilTel offers its customers a full array of data, multimedia, voice and video network interconnect
products including digital key systems (generally designed for voice applications with fewer than 100 hines),
private branch exchange (PBX) systems (generally designed for voice applications with greater than 100
lines), voice processing systems, interactive voice response systems, automatic call distnbuation applications,
call accounting systems, network monitoring and management systems, desktop video, routers, channcl banks,
intelligent hubs and cabling. WilTel's services also include the design, configuration and installation of voice
and data networks and the management of custom=n’ telecommunications operations and facilities. WilTel's
National Technical Resource Center provides customers with on-line order entry and trouble reporting
services, advanced technical assistance and training. Other service capabilities include Local Area Network
and PBX remote monitoring and toll fraud detection.

In 1994, WilTel a~quired BellSouth's customer premise equipment sales and service operations in 29
states outside of BellSouth's local operating region in the nine southcastern-most states and Jackson Yoice
Data, a New York City-based customer premise equipment company. In 1996, WilTel acquired Comlink,
Inc., a Marlborough, Massachusetts, based voice and network systems integrator. Comlink services approsi-
mately 5,000 customers in Vermont, New Hampshire, Maine, Massachuseits, Rhode Island and Connecticut.
Also in 1996, WilTel acquired SoftIRON Systems, Inc., a network systems integrator based in California
SoftIRON works with organizations 1o design, procure, install and support complex data systems. SoftIRON
maintains more than 200 sites with high-speed data switches, 5,000 remote access ports and catensive
networks managing more than 15,000 devices. These acquisitions have enabled WilTel 1o capitalize on its
cuisting infrastructure, strengthen is national market presence and geographic customer density and has
provided more diversity in product offerings.
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Operating Statistics. The following table summarizes the results of operations for the periods indicated
tdollars and ports in millions):

199 1994 1984

PREWEIIINIE - 2 1 x s sias o oo e agos o T e o B B W $56%.1 $4949 $396.6
Percentage of revenues by type of service:

New system BIIEE . cieavnins s asssssnsbassnadsisssssns 4% Ma% 1%

System mOBBCRHIONS . . 4 iviivasrinsasisbdadissssssssssss 34 19 6

MBI IO . s e et e e S s e s 24 25 24

DT a0 st e b e e s i e R e T S s 2 2 7
Backlog= i oo c it Ehen i S LSRR s e ey e $1122 $ 850 $ 924
TORRL PO - e e dal vas i A s M e e s b iy 5.1 4,7 4.0

A port is defined as an electronic address resident in a customer's PBX or key system that supports a
station, trunk or data port.

In 1996, WilTel derived approximately 59.7 percent of its revenues from its existing customer base and
approximately 40,3 percent from the sale of new telecommunications systems. WilTel's three largest suppliers
accounted for approximately 86 percent of equipment sold in 1996, A single manulacturer supplicd 73 pereent
of all equipment sold. In this case, WilTel is the largest independent distributor in the United States of certain
of this company’s products, About 63 percent of WilTel's active customer base consists of this manuliciurer's
products. The distribution agreement with this supplier is scheduled to expire at the end of 2000. Management
believes there is minimal risk as to the availability of products from suppliers.

VYVX, INC. (Vyvx)

Vyvx offers broadcast-quality television and multimedia transmission services nationwide by means of its
11,000-mile fiber optic cable system, satcllite uplink/downlink facilitics and saicllite transponder capacity.
Vyvx fiber primarily provides backhaul or point-to-point transmission of sports, news and other programming
between two or more customer locations. With satellite facilitics, Vyvx provides point-to-multipoint transmis-
sion service, Vyvx's customers include all of the major broadcast and cable networks. Vyva is also engaged in
the business of advertising distribution and is exploring other multimedia communication opportunitics
through its fiber optic network.

In 1996, Vyvx acquired four teleports (including satellite earth station facilities) frum 1CG Wireless
Services. The telepons are located in Atlama, Denver, Los Angeles and New York (Carteret, New Jeney).
Also in 1996, Vyvx acquired Global Access Telecommunications Services, Inc., a reseller of worldwide video
transmission services, which resulted in the management of a filth teleport in Kansas City, The business
television operations were transferred to ITC mediaConferencing, and Vyvx continues to operate the satellite
and transponder facilities of the former Global Access. As discussed below, ITC mediaConlerencing his
adupted the Global Access name. These acquisitions enabled Vyvx 1o become a full-service fiber-optic and
satellite video transmission provider.

In November and December, 1996, respectively, Vyvx acquired the assets of Cycle-Sat, Inc. and Viacom
MGS Services Inc. both distributors of television advertising. These acquisitions provide connectivity and
presence in mone than 550 television broadcast stations around the country.

Under an agreement with IXC Communications entered inlto in the fourth quarter 1996, Vyvx will build a
1.600-mile fiber-optic network from Houston to Washington, D.C., in proximity to pipeline nght-of-way
owned by an affilinted company. Vyvx will then exchange rights 1o use a portion of the unlit fiber for usage
rights to IXC's existing 4,500-mile Los Angeles-to-New York route. It is estimated that by mid- 1998, Vywa
will have added 6,100 miles of new, unrestricled network 1o its existing 11,000-mile sysicm, which is limited 10
multimedia applications.




WILLIAMS LEARNING NETWORK, INC, (Willlams Learning Network)

Williams Learning Network, formerly Williams Knowledge Systems, provides multimedia-based train-
ing products for the chemical, refining, utility and manufacturing industries. Williams Learning Network
serves approximately 6,500 customers in these industries.

In December 1996, Williams Learning Network announced the formation of a joint venture with the
PPublic Broadcast Service to utilize Internet, video-on-demand, fiber-optic and satellite technologies 1o bring
professional development and training services to the business community. The 20-year agreement provides
for & management commilice to operate the new entity,

GLOBAL ACCESS TELECOMMUNICATIONS SYSTEMS, INC. (Global Access)
(formerly ITC mediaConferencing Company)

In October 1995, a business unit of Williams Communications Group acquired a 12 percent inlerest in
ITC mediaConferencing Company (“ITC") and acquired the remaining interest in ITC in 1996, 1TC, which
has changed its name to Global Access, offers multi-point videoconferencing. audioconferencing and
enhanced fax services as well as single point to multi-point business television services. The acquisition enables
Williams Communications Group to provide customers with integrated media conferences, bringing together
voice, video and facsimile by utilizing Williams Communications Group's existing fiber-optic and satellne
SCIVICCS,

In March 1997, Global Access acquired Satellite Management, Inc., a systems integrator for business
television and provider of other satellite-based services.

Regulatory Matters

The equipment WilTel sells must meet the requirements of Part 68 of the Federal Communications
Commission (FCC) rules governing the equipment registration, labeling and connection of equipment 1o
telephone networks. WilTel relies on the equipment manuflacturers’ compliance with these requirements for its
own compliance regarding the equipment it distributes. A subsidiary of WilTel, which provides intrastate
microwave communications services for a Federal agency, is subject to FCC regulations as a common carmer
microwave licensee. These regulations have a minimal impact on WilTel's operations.

Vyva is subject to FCC regulations as a common carricr with regard to certain of its transmission services
and is subject 1o the laws of certain states governing public wtilities. An FCC rulemaking to eliminate
domestic, common carrier tariffs has been stayed pending judicial review. In the interim, the FCC is requinng
such carners to operate under traditional tanfl rules. Operations of satellite earth stations and certain other
related transmission facilities are also subject to FCC licensing and other regulations. These regulutions do nit
significantly impact Vyvx's operations.

Competition

WilTel has many competitors ranging from Lucen! Technologies and the Regional Bell Gperating
Companies 1o small individually-owned companics that scll and service customer premise cquipment.
Competitors include companies that sell equipment comparable or identical to that sold by WilTel. There are
virtually no barricrs to entry into this market.

Vyva's video and multimedia trunsmission operations compete primarily with companies offering video or
multimedia transmission services by means of satellite facilitics and to a lesser degree with companies offering
transmission services via microwave facilities or fiber-optic cable.

Federal tclecommunications reform legislation enacted in February 1996 is designed to increasc
competition both in the long distance market and local exchange market by significantly liberalizing current
restrictions on markel entry. In particular, the legislation establishes procedures permitting Regional Rell
Operating Companies 1o provide long distance services including, but not limited to, video Lransmission
services, subject to cenain restrictions and conditions precedent, Moreover, electric and gas utilitics may
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provide telecommunications services, including long distance services, through separate subsidiaries. The
legislation also calls for 1anfT forbearance and relaxation of regulation over commaon carriers. At this time,
management cannot predict the impact such legislation may have on the operations of Williams Communica-
tions Group,

Ownership of Property

Vyva owns part of its fiber-optic transmission facilitics and lcases the remainder. Vyvx carrics signals by
means of its own fiber-optics facilities, as well as carrying signals over fiber-optic facilities leased from third-
party interexchange carriers and the various local exchange carriers. Vyva holds its satellite transponder
capacity under various agreements. Vyva owns pan of its teleport facilities and holds the remainder under
cither a8 management agreement or long-term facilitics leases.

Eavironmental Matiers

Williams Communications Group is subject to federal, state and local laws and regulations relating 1o the
environmental aspects of its business. Management belicves that Williams Communications Group's opera-
tions are in substantial compliance with existing environmental legal requirements. Management expects that
compliance with such existing environmental legal requirements will not have a material adverse effect on the
capital expenditures, eammings and competitive position of Williams Communications Group,

OTHER INFORMATION

Williams believes that it has adequate sources and availability of raw matedals to assure the continued
supply of its services and products for existing and anticipated business needs. Williams’ pipeline systems are
all regulated in various ways resulting in the financial return on the investments made in the systems being
limited 1o standards permitied by the regvlatory bodies. Each of the pipeline systems has ongoing capital
requirements for cfficiency and mandatory improvements, with cxpansion opportunitics also necossitating
periodic capital outlays.

A plant site in Pensacola, Florida, that was previously operated by a former subsidiary of Williams, has
been placed on the National Priorities List. This former subsidiary has also been identified as a potentially
responsible party at a National Priorities List cleanup site in Michigan. A third site, located in Lakeland,
Florida, which was Tormerly owned and operated by this subsidiary, is under investigation by the Flonda
Department of Environmental Protection and cleanup is anticipated. Willlams does nol believe that the
ultimate resolution of the foregoing matters, taken as a whole and alter consideration ol insurance coverage,
contribution or other indemnification arrangements, will have 4 matenal adverse financial effect on the
Company. See Note 17 of Notes 1o Consolidated Financial Statements,

Al December 31, 1996, the Company had approximately 11,000 full-time employees. of whom
approximately 1,200 were represented by unions and covered by collective bargaining agreements, The
Company considers its relations with its employces to be generally good.

Forward-Looking Information

Certain matiers discussed in this report, excluding historical information, include forward-looking
statements. Although the Company believes such forward-looking statements are based on reasonable
assumptions, no assurance can be given that every objective will be reached. Such statements are made in
reliance on the safe harbor protections provided under the Private Securities Litigation Reform Act of 1995,

As reguired by such Act, the Company hereby identifies the following important factors that could cause
sctual results to differ matenally from any results projecied, forecasted, estimated or budgeted by the
Company in lorward-looking statements: (i) risks and uncertuinties impacting the Company as a whule
primarily relate to changes in general economic conditions in the United Statex: changes in laws and
regulations to which the Company is subject, including tax, environmental and employment laws and
regulations; the cost and efects of legal and administrative claims and proceedings against the Company or its
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subsidiaries or which may be brought against the Company or its subsidiarics; conditions of the capital
markets utilized by the Company to access capital to finance operations; and, 10 the extent the Company
increases its investments and activities abroad, such investments and activities will be subject to forcign
cconomies, laws, and regulations; (ii) for the Company’s regulated businesses, risks and uncertaintics
primarily relate to the impact of future federal and state regulation of business activities, including allowed
rates of return; and (iii) risks and uncertainties associated with the Company’s unregulated businesses
primarily relate to the ability of such entities to develop expanded markets and product offerings as well as
maintaining existing markets. It is also possible that cenain aspects of the Company’s businesses that are
currently unregulated may be subject to both federal and stale regulation in the future. In addition, future
utilization ol pipeline capacity will depend on cnergy prices, competition from other pipelines and aliernate
fuels, the general level of natural gas and petroleum product demand and weather conditions, among other
things. Further, gas prices which directly impact transportation and gathering and processing throughpui and
aperating profits may fluctuate in unpredictable ways as may corn prices, which directly affect the Company's
cthanol business, It is also not possible 1o predict which of many possible future products and service ofTerings
will be important to maintaining a competitive position in the communications business or what expenditures
will be required to develop and provide such products and services.

{(d) Financial Information about Forelgn and Domestic Operations and Export Sales
Williams has no significant foreign operations.

ltem 2. Properties
See ltem 1(c) for description of properties.

ltem 3. Legal Proceedings

Other than as described under ltem | — Business and in Note 17 of Notes 1o Consolidated Financial
Statements, there are no material pending legal proceedings. Williams is subject to ordinary routine litigation
incidental to its businesses.

Subsequent Developments. On February 27, 1997, FERC issued Order 636-C in response 1o the coun’s
remand affirming that pipelines may recover all of their gas supply realignment costs but requiring pipelines 1w
individually propose the percentage of such costs to be allocated to interruptible transportation services,
instead of a uniform 10 percent allocation. The order also prospectively relaxes the eligibility requirements for
receiving no-notice service and reduces the right of first refusal matching period from 20 years to five years
Order 636-C is still subject to potential rehearing at FERC.

ltem 4. Submission of Matters to a Vote of Security Holders
Not applicable,




Executive Officers of Williams
The names, ages, positions and earliest election dates of the exceutive officers or Williams are:

Held Office
Name Age FPositions and (ffices Hewd Simcr
Keith E. Balley «....oocovevennns 54 Chairman of the Board, President, Chiel 05-19-94

Exccutive Officer and Director ( Principal
Executive Officer)
John C. Bumgarner, Jr............ 54 Senior Vice President — Corporate 01-01-79
Development and Planning: President —
Williams International Company

James R. Herbster ... . .. . A 55 Senior Vice President — Administration 01-01-92
Jack D. McCanthy ......ovvenens 54 Senior Vice President — Finance (Principal 01-01-92
Financial Officer)
William G. von Glahn. .........., 53 Senior Vice President and General Counsel 08-01-96
Gary RoBeltz .. oo siiiiainnnnie 47  Controller (Principal Accounting Officer) 01-01-92
Stephen L. Cropper.............. 47 President — Williams Energy Group 10-01-96
Henry C. Hirsch ...ovvvvinnnnss 54 Yice Chairman and Chiel Executive 02-11-97
Officer — Williams Communications
Group
Howard E. Janzen ,....... T 42 President and Chiel Operating Officer — 02-11-97
Williams Communications Group
Brian E.O'Neill.........covvtuns 6l President — Transco, Northwest Pipeline, 01-01-8%
Kern River, TXG and Williams Natural
Gas

All of the above officers have been employed by Williams or its subsidiaries as officers or otherwise fur
more than five years and have had no other employment during such period.

PART I

Item 5. Market for the Registrant’s Common Eguity
and Releted Stockholder Marters

Williams® Common Stock is listed on the New York and Pacific Stock Exchanges under the symbol
"WMB.” At the close of business on December 31, 1996, Williams had 12,386 holders of record of ils
Common Stock. The daily closing price ranges (composite transactions) and dividends declared by quarter for
cach of the past two years (adjusted to reflect the three-for-two stock split discussed below) are as follows;

199 1995
Quarter High law  Dhldesd  High Low Dividend
1 R RN L10) $28% 8217 $207: SieY, S8
b1 [ S PO YU Sl o i $35%: SH'A 5217 $2¥1, SJHT. S.1%
] R Mo R ey $34Y%: S04 $.227 $26': S$2V4h:  S.0K
MU v oy on e e e W B . $)8h  $11y $.26 $29%  $25'%: 5.1

On December 30, 1996, the Company distributed onc share of Common Stock of the Company, $1 par
value, for every two shares of Common Stock outstanding on December 6, 1996, pursuant to a three-for-two
stock split.

Terms of certain subsidiaries” borrowing arrangemenis limii transfer of funds to Williams  These terms
have not impeded, nor are they expected to in the future, Williams' ability 10 meet its cash obbigations




ltem 6. Selected Financial Data

The following financial data are an integral pant of, and should be read in conjunction with, the
consolidated financial statements and notes thereto. Information concerning significant trends in the financial
condition and results of operations is contained in Management's Discussion and Analysis of Financial
Condition and Results of Operations on pages F-1 through F-9 of this report.

1996 1994 1994 1991 1991
(Millions, except per-share amounis )

REVERUCE. 1o vvnrsarssssansssnnnssnssnsnss $ 35312 0§ 28557  SL.75L0 S1.M934 S51.98)S
Income from continuing operations® ... .. ..., 3623 2994 164.9 I185.4 1031
Income from discontinued operations®® . . . ... - 10188 940 464 25.2
Fully diluted earnings per share:®***

Income from conlinuing operations . ... ..., 2.14 1.84 1.02 114 6

Income from discontinued operations . . ..., — 648 6l o A9
Cash dividends per common share *** .. .... 94 a2 56 52 51
Total assets at December 31................ 124188 10,561.2 5,226, 50204 49421
Long-term obligations at December 31 . ... ... 43769 28740 13078 16048 168)2
Stockholders’ equity at December 31 ........ 3,421.0 31871 1,508.5 1,724.0 1.518.3

* Sece Note 6 of Notes to Consolidated Financial Statements for discussion of significant asset sales and
write-ofl of project costs in 1996, 1995 and 1994, Income from continuing operations in 1993 includes a
pre-tax gain of $51.6 million as a result of the sale of 6.1 million units in the Williams Coal Scam Gas
Royalty Trust and a pre-tax gain of $45.9 million as a result of the sale of its intrastate natural gas
pipeline system and other related assets in Loulsiana

** See Note 3 of Notes to Consolidated Financial Statements for discussion of the 1995 gain on the sale of
discontinved operations. Amounts prioi to 1995 reflect operating results for the network services
operations.

*** Per-share amounts have been restated 1o reflect the effect of the December 30, 1996, }-for-2 common
stock split and distribution as discussed in Nole 14 of Notes 10 Consolidated Financial Statements

Item 7. Management's Discussion and Analysis of Financial Conditions and Resulis of Operations
Results of Operations
1996 vi 1995

Northwest Pipeline’s revenues increased $14.5 million, or 6 percent, duc prnimarnly to increased
transportation rates, effective February 1, 1996, associated with the expansion of mainline capacity placed into
service on December 1, 1995, In addition, $9 million of revenue in 1996 associated with reserve reversals and
fuvorable regulatory decisions was more than offser by the effect of the 1995 reversal of approximately
$16 million of accrued liabilities for estimated rate refund accruals. Total throughput increased 8 TBuu, or
| percent. Operating profit increased $9.2 million, or 8 percent, due primanly to increased transportation rates
associated with the cxpansion of mainline capacity, and the reserve reversals and favorable regulatory
decisions. Partially offsetting were higher depreciation expense associated with the mainline expansion and the
approximate $11 million net favorable effect of two 1995 reserve accrual adjustments. The 1995 reserve
acerual adjustments included a $16 million favorable adjustment of rate refund accruals based on a favorable
rate case order, partially offset by a loss accrual (included in other income — net) in connection with a lawsuit
involving a former transporiation customer.

Williams Natural Gas' revenues increased $4.1 million, or 2 percent. due primanly to increased
transportation revenue resulting from new tanil rates that became effective August |, 1995, Total throughput
increased 6.9 TBiu, or 2 percent. Operating profit was substantially the same as the prior year as the effect of a
$4 million 1995 reversal of a regulatory accrual was offset by new tanll rates that became effective August 1,
1995.
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Transcontinental Gas Pipe Line's (Transco) revenues increased $35.1 million, or § percent, duc primarily
tu higher natural gas transportation revenues and liquids and liquefiable transportation revenues of $20 million
and $9 million, respectively. Additionally, revenue for 1996 reflects a full year of operations compared with
1995, which reflected operations from January 18, 1995, when Williams acquired a majority interest in
Transco Energy. Revenues associated with the period January | through January 17, 1995, were approxi-
mately $36 million. Offsctting these increases were lower revenucs resulting from lower transportation costs
charged to Transco by others and passed through to customers as provided in Transco's rates. Transportation
revenues increased due primarily to increased long-haul throughput, which benefitted from a two-phase
system cxpansion placed in service in late 1996 and late 1995, and new rates effective September 1. 1995,
which allowed the passthrough of increased costs. Total throughput increased 176.1 TBtuy, or 12 percent, due
primarily 10 a full year of operations in 1996 compared 1o a partial year in 1995, Operating profit increased
$29.6 million, or |8 percent, due primarily to increased transporiation revenucs, lower general and administra-
tive expenses and a full year of operations in 1996, partially offset by higher operation and maintenance
expenses and higher tixes other than income taxes,

Texas Gas Transmission's revenues and operating profit increased $29.8 million, or 11 percent, and
$21.1 million, or 33 percent, respectively, due primarily to new rates that became cffective Apnl I, 1995, and
an adjustment to regulatory accruals based upon a recent rate case settlement. Also, 1995 reflected operations
from January 18, when Williams acquired a majority interest in Transco Energy. Revenues associated with the
period January | through January 17, 1995, were $16 million. Total throughput increased 141.1 TBiu, or
22 percent, due primarily to a full year of operations in 1996 compared 1o a partial year in 1995 and the impact
of a colder winter in 1996,

Kern River Gas Transmission’s (Kern River) remaining interest was acquired by Williams on Janu- |
ary 16, 1996. Revenues and operating profit amounts for 1996 include the operating results of Kern River since
the acquisition date. Kern River's revenues were $160.6 million for 1996, while costs and operating cxpenses
were 535 million, selling. gencral and sdministrative expenses were $13 million and operating profit was
$113 million. Prior to the acquisition, Williams a counted for its 50 percent ownership in Kern River using the
cyuity method of sccounting, with its share of equity eamings recorded in investing income. Throughpul was
269.9 TBiu during 1996 (for the period subsequent lo the acquisition date). Throughput for 1996 is
comparable to 1995, !

Ficld Services’ revenues increascd $81.4 million, or 16 percent, duc primarily 1o higher natural gas liquids
sales revenues of 564 million combined with higher gathering and processing revenues of $6 million and
$13 million, respectively. Natural gas liquids sales revenues increased duc 1o a 36 percent increase in volumes
combined with higher avernge prices. Gathering and processing volumes cach increased 19 percent while
average gathering rales decreased. Costs and operating expenses increased $52 million, or 15 percent. due
primarily to higher fucl and replacement gas purchases, expanded lacilities and increased operations. Other
income — net for 1996 includes a $20 million gain from the property insurance coverage associated with
construction of replacement gathering facilities and $6 million of gains from the sale of two small gathering
systems, partially offset by $5 million of environmental remediation accruals. Other income — net for 1995
includes $20 million in operating profit from a favorabl. resolution of contingency issues involving previously
regulated gathering and processing assets. Operating profit increased $26.4 million, or 16 percent, due
primarily to higher natural gas liquids margins and higher gathering and processing revenues, partially offsel
by higher costs and operating expenses. Operating profit was favorably impacied in both 1996 and 1995 by
approximately $20 million of other income. ‘

Merchant Services' revenues increased $107.6 million, or 70 percent, due pnmanly to higher natural gas
and gas liquids marketing, price-risk management activitics and petroleum product marketing of $77 million,
$24 million and $18 million, respectively, partially offset by lower contract ongination revenucs of $10 million. |
Natural gas and gas liquids marketing revenues increased due to higher marketing volumes and prices. In
addition, net physical trading revenues increased $3 million, due 1o a 19 percent increase in natural gas
physical trading volumes from 754 TBtu 1o §96 TBtu largely offsct by lower physical trading margins. Costs
and operating expenses increased $7) million, or 94 percent, due primarily to higher natural gas purchase
volumes and prices. Operating profit increased $33.2 million, or 100 percent, due primarily to higher price-risk
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manzzement revenues, a reduction of development costs associated with its information products business and
increased natural gas marketing volumes. Partially offsetting were higher selling, general and administrative
expenses and lower contract origination revenues resulting from the impact of profits realized from cernain
long-term natural gas supply obligations in 1995, Merchant Services' price-risk management and trading
activities are subject to risk from changes in energy commodity markel prices, the porifolio position of its
financial instruments and physical commitments, and credit risk. Merchant Services manages nsk by
maintaining its portfolio within established trading policy guidelines.

Petroleum Services' revenues increased $165.2 million, or 50 percent, due primarily to an increase in
transportation activities and ethanol sales of $31 million and $133 million, respectively. Revenues from
transportation activities increased due primarily to a 10 percent increase in shipments and a $14 million
increase in product sales. Shipments increased as a result of new business and the 1995 impacts of unfavorable
weather conditions and a fire at a truck-loading rack. Average length of haul and transportation rate per barrel
were slightly below 1995 due primarily 1o shorter haul movements. Ethanol revenues increased following the
August 1995 acquisition of Pekin Encrgy and the fourth-quarter 1995 completion of the Aurora plant, Costs
and operating expenses increased $155 million, or 68 percent, due primarily 1o a full year of ethanol production
activities. Operating profit increased $6.5 million, or 9 percent, due primarily ‘o increased shipments, partially
offset by lower ethanol margins and production levels as a result of record high com prices.

Exploration and Production’s revenues increased $19.5 million, or 31 percent, due primanily 1o higher
revenues from the marketing of production from the Williams Coal Seam Gas Royalty Trust (Royalty Trust)
and increased production revenues of $9 million and $8 million, respectively. The increase in marketing
revenues reflects both increased volumes and higher average gas prices. The increase in production revenues
reflects higher average gas prices. Costs and operating expenses increased $18 million due primanly to higher
Royalty Trust natural gas purchase costs. Other income — net in 1995 includes an $8 million loss accrual for a
future minimum price natural gas commitment. Operating profit increased $8.7 million to $2.8 million in 1996
due primarily 1o the effect of the $8 million 1995 19ss accrual,

Williams Communications Group’s revenues increased $172.4 million, or 32 percent, due primarily 10 the
1996 acquisitions which contributed revenues of $95 million, Additionally, increased business activity resulted
in a $36 million revenue increase in new systems sales and a $16 million increase in digital fiber television
services. The number of ports in service at December 31, 1996, increased 8 percent and billable minutes from
occasional service increased 16 percenl. Dedicated service voice-grade equivalent miles at December 31, 1996,
decreased 6 percent as compared with December 11, 1995, which in part reflects a shilt 1o occasional service.
Costs and operating cxpenses increased $126 million, or 31 percent, and selling. general and administratice
expenses increased $63 million, or 62 percent, due primarily to the overall increase in business activity and
higher expenses for developing additional products and services, including the cost of integrating the mosl
recent acquisitions, Operating profit decreased $18.4 million, or 74 percent, due primarily (o the expenses ol
developing additional products and services along with inlegrating the most recent acquisitions.

Gieneral corporate expenses increased £1.7 million, or 10 percent, due primarly 1o higher employee
compensation expense und consulting lees, partially offsct by the efMect of u $5 million contribution in 1995 1
The Williams Companies Foundation. Interest accrued inereased SK2 million, or 30 percent. due primarily 1o
higher borrowing levels including debt associated with the January 1996 acquisition of the remaining interest
in Kemn River (scc Note 2), slightly offsct by lower average intercst rates. Intcrest capitalized decreased
$7.6 million, or §3 percent, due primarily to lower capital expenditures for gathering and processing facilities
and the 1995 completion of Northwest Pipeline's mainline expansion. Investing income decreased $75.1 mil-
lion, or 80 percent, due primarily 1o the effect of interest earned in 1995 on the invested portion of the cash
proceeds from the sale of Williams® nelwork services operations, a $15 million dividend in 1995 from
Texasgulfl Inc. (sold in 1995), and $31 million lower equity earnings from Williams® 50 percent ownership in
Kern River, Kern River's 1996 operating results are included in operating profit since the acquisition date (sec
Note 2). The 1996 gain on sales of assets results from the sale of certain communication rights. The 1995 Joss
on sales of assets results from the sale of the 15 percent interest in Texasgull Inc. The 1995 write-off of projeci
costs resulis from the cancellation of an underground coal gasification project in Wyoming (see Note 6). The
$12 million favorable change in other income (expense) — nel in 1996 is due primarily to the 1995 effect of
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approximately $10 million of minority interest expense associated with the Transco merger und approximately
$10 million of rescrve reversals in 1996, partially offset by higher environmental accruals of $4 million and
additional expense of international activities,

The $81.1 million, or 79 percent, increase in the provision for income taxes on conlinuing operations is
primarily a result of higher pre-tax income and a higher effective income tax rate. The increase in the effective
income tax rate is the result of the 1995 recognition of $29.8 million of previously unrecognized tax benelits
realized as a result of the sale of Texasgull Inc, (see Note 6). The effective income tax rate in 1996 is less than
the federal statutory rate due primarily to income tax credits from rescarch activitics and coal-seam gas
production, partially offset by the effects of state income taxes. In addition, 1996 includes recognition of
favorable adjustments totaling $13 million related to previously provided deferred income taxes on certain
regulated capital projects and state income tax adjustments related 1o 1995, The eflfective income tax rate in
1995 is less than the federal statatory rate due primarily to income tax credits from coal-scam gas production,
partially offset by the effects of state income taxes and minority interest. In addition, 1995 includes the
previously unrecognized tax benefits related to the sale of Texasgulf Inc. (see Note 6) and recognition of an
$& million income tax benefil resulting from settlements with taxing authorities (sce Note 7).

On January 5, 1995, Williams sold its network services operaions to LDDS Communications, Inc. for
$2.5 billion in cash. The sale yiclded an afler-tax gain of approximately $1 billion, which is reported us income
from discontinued operations (see Note 3).

Preferred stock dividends decreased $4.9 million, or 32 percent, due primanly to the 1995 effect of a
difference in the fair value of subordinated debentures issued and the carrying value of the exchanged $2.21
cumulative preferred stock (see Note 14).

1995 vs. 1994

Northwest Pipeline’s revenues increased $16.7 million, or 7 percent, due primanly 1o the $16 million
reversal of a portion of certain rate refund accruals and increased transportation rates pul into effect in
November 1994, partially offset by the completion in 1994 of billing contract-reformation surcharges.
Mainline throughput increased 22 percent; however, revenues were nol significantly affected due 1o the effects
of the straight-fixed-variable rate design prescribed by the Federal Encrgy Regulatory Commission. Operating
profit increased $11.6 million, or 11 percent, due primarily to higher transportation rates and the approsimate
$11 million net effect of two reserve accrual adjustments, rartially offset by $5 million, or 13 percent, higher
operations and maintenance expenses. The reserve accrual adjustments involved a $16 million adjustment 1o
rate refund accruals because of favorable rate case developments, partially offset by a loss accrual (included in
other income — net) in connection with a lawsuit involving a former transportation customer.

Williams Natural Gas' revenues decreased $57 million, or 25 percent, and costs and operating expenses
decreased $62 million, or 40 percent, duc primarily to $36 million lower direct billing of purchased gas
adjustments and lower contract-reformation recovery of $21 million. Operating profit decreascd $3.8 million,
or B percent, due primarily to the effect of the 1994 reversal of excess contract-reformation accruals of
$7.4 million (included in other income — net) and $3.2 million from lower 1995 average firm reserved
capacity, partially offset by $4.6 million resulting from higher average firm reserved capacity sates, ellective
August 1, 1995, and higher storage revenues of $3.7 million.

Transcontinental Gas Pipe Line's revenues were $725.3 million in 1995, while costs and eapenses were
$560 million and operating profit was $165 million. Throughput was 1.410.9 TBiu in 1995 (for the period
subsequent to the acquisition date). Transcontinental Gas Pipe Line placed new, higher rates into effect
Septlember |, 1995, subject to refund. Market-area deliveries in 1995 and 1994 were approvimaiely the same

Texas Gas Transmission's revenues were $276.3 million in 1995, while costs and eapenses were
$212 million and operating profit wus $64 million. Throughput was 6514 TBiu in 1995 (for the period
subsequent 1o the acquisition date). Texas Gas placed new, higher rates into effect April 1, 1995, subject 1o
refund.
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Field Services' revenues increased $204.2 million, or 62 percent, due primarily to $172 million higher
gathering revenues. Gathering revenues increased due primarily to a 102 percent increase in gathering
volumes, including $131 million attributable to Transco Energy’s Gull Coast gathering operations, combined
with an increase in average gathering prices, excluding Gulf Coast operations. Liquids and processing volumes
increased 6 percent and 4 percent, respectively. Costs and operating expenses increased $149 million, or
78 percent, and selling, general and administrative expenses increased $25 million, or 91 percent, with Transco
Energy's activities contributing $102 million and $13 million, respectively. In addition, costs and operating
expenses increased duc to expanded facilities, Other income — net for 1995 includes $20 million in operating
profit from the favorable resolution of contingency issues involving previously regulated gathering and
processing assets. Operating profit increased 548.1 million, or 43 percent, primarily resulting from the
$20 million in other income and a doubling of gathering volumes, primarily a result of Transco Energy's
gathering activities. Operating profit in 1994 included approximately $7 million in favorable settlements and
adjustments of certain prior period accruals, including income of $4 million from an adjustment to operating
laxcs.

Merchant Services' revenues and costs and operating expenses decreased $228.2 million and $289 mil-
lion, respectively. The addition of Transco Energy’s gas trading activitics was more than offsel by the reporting
of 1995 natural gas marketing activitics on a net-margin basis (sce Note 15) and $72 million in lower
petroleum services operations resulting from adverse market conditions. Natural gas physical trading volumes
increased to 754 TBiu in 1995 compared to 148 TBiu in 1994, primarily from the effect of the Transco Energy
acquisition, Selling, general and administrative expenses increased $28 million due primarily to the increase in
trading activity, Operating profit increased $29.8 million from $).4 million in 1994, Trading activitics’
operating profit increased $34 million, attributable primarily to income recognition from long-term natural gas
supply obligations and no-notice service provided to local distribution companies, Included in trading activities
is u price-risk management adjustment of $4 million from the valuation of certain natural gas supply and sales
contracts previously excluded from trading activitics. These increases were partially offset by $6 million of loss
provisions, primarily aceruals for contract disputes, and increased costs of supporting its information services

business.

Petroleum Services' revenues increased $111.2 million, or 51 percent, due to an increase in transportation
activities und ethanol sales of $33 million and $84 million, respectively. Revenue from transportation activities
increased due primarily to higher shipments and a $15 million increase in product sales. Shipments, while
7 percent higher than 1994, were reduced by the November 1994 fire at a truck-loading rack and unfavorable
weather conditions in the first hall of 1995, The average transportation rate per barrel and average length of
haul were slightly below 1994 due primarily to shorter haul movements. Ethanol revenues increased following
the acquisition of Pekin Energy in August 1995, Costs and operating expenses increased $93 million, or
69 percent, due primarily to increased operating expenses associated with transportation and ethanol activities,
Operating profit increased $17.3 million, or 33 percent, due primarily to increased shipmenis, higher product
sales margins of $4 million, $3 million related to the operations of Pekin Energy and the effect of $5 million of
costs in 1994 for evaluating and determining whether 1o build an oil refinery near Phoenix.

Exploration and Production’s revenues increased $23.7 million, or 61 percent, duc prmarily to $35 mil-
lion higher revenue from the marketing of production from the Royalty Trust and a [4 percent increase in
production volumes, partially offset by a decrease in avernge gas sales prices. Costs and operating expenses
increased $33 million due primarily 1o higher Royalty Trust natural gas purchase costs. Other income — net in
1995 includes an $8 million loss accrual for a future minimum price natural gas commitment. Operating profit
decreased $19.5 million to a $5.9 million operating loss in 1995 due primarily to the $8 million loss accrual,
lower average gas sales prices and 33 million higher selling. general and administrative expenses.

Williams Communications Group's revenues increased $122.3 million, or 29 percent, due primanly to
£310 million from new systems, $28 million from existing system enhancements, $37 million from contruct
mainienance, moves, adds and changes, and $15 million in digital fiber tclevision services. These amounis
include the effect of the acquisitions of BellSouth Communications Systems in March 1994 and Juckson
Voice Data, completed in October 1994, The number of ports in service at December 31, 1995, increased
14 percent, billable minutes from occasional service increased 110 percent and dedicated service voice-grade
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equivalent miles al December 31, 1995, increased 50 percent as compared with L=cember 31, 1994, Costs and
operating expenscs increased $84 million, or 26 percent, and sclling. general and administrative cxpenses
increased $21 million, or 27 percent, due primarily to the overall increase in volume of sales and services and
higher expenses for developing additional products and services. Operating profil increased $17.4 million from
£7.6 million in 1994 due primarily 10 increased activity in new system sales, enhancements 1o existing systems,
maintenance, digital television services and the full-year 1995 impact of two 1994 acquisitions.

General corporate expenses increased §9.7 million, or 35 percent, due primarily 1o a $6.4 million increase
in chaniable contributions, including $5 million to The Williams Companies Foundation. Interest accrued
increased $132.1 million, or 91 percent, due primarily to the $2 billion outstanding debt assumed as a result of
the Transco Energy acquisition. Inlcrest capitalized increased $8.5 million, or 143 percent, due primarily to
increased expenditures for gathering and processing facilities and Nonthwest Pipeline’s expansion projects.
Investing income incrcased $44.3 million, or 89 percent, due primarily to interest carned on the invested
portion of the cash proceeds from the sale of Williams' network services operations in addition to an
$11 million increase in the dividend from Texasgulfl Inc. The 1995 loss on sales of assets results from the sale
of the 15 percent interest in Texasgulfl Inc. The 1994 gain on salcs of assets results from the sale of 3,461,500
limited partner common units in Northern Border Partners, L.P, The 1945 write-ofl of project costs results
from the cancellation of an underground coal gasification project in Wyoming (see Note 6). Other income
(expense) — net in 1995 includes approximately $10 million of minority interest expense associated with the
Transco Energy merger, $4 million of dividends on subsidiary preferred stock and $4 million of losses on sales
of receivables, partially offset by $11 million of equity allowance for funds used during construction
(AFUDC), Other income (cxpense) — net in 1994 includes a _redit for $4.8 million from the reversal of
previously accrued liabilities associated with certain Royalty Trust contingencies that expired. Also included is
approximately $4 million of expense related to Statement of Financial Accounting Standards (FAS) No. 112,
“Employers” Accounting for Postemployment Benefits,” which relates 10 postemployment benefits being paid
to employees of companies previously sold.

The $20.3 million, or 25 percent, increase in the provision for income Laxes on continuing operations is
primarily a result of higher pre-tax income, partially offset by a lower effective income tax rate resulting from
£29.8 million of previously unrecognized tax benefits realized as a result of the sale of Texasgull Inc, (sce
Note 6) and an $8 million income tax benefit resulting from settlements with taxing authorities. The effective
income tax rate in 1995 is significantly less than the federal statutory rate, due pnmarily to the previously
unrecognized tax benclits realized as a result of the sale of the investment in Texasgull Inc.,, income tax credits
from coal-seam gas production and recognition of an $8 million income tax benefit resulting from settlements
with taxing authorities, partially offset by the effects of state income taxes and minority interest. The effective
income tax rate in 1994 is lower than the statutory r.ite primarily because of income tax credits from coal-
scam gas production, partinlly offset by state income taxes (sce Note 7).

On January 5, 1995, Williams sold its network services operations to LDDS Communications, Inc. for
£2.5 billion in cash. The sale yielded an afjer-tax gain of approximately $1 billion, which is reported us income
from discontinued operations. Prior period operating results for the network services operations are reported as
discontinued operations (see Note 1),

The 1994 catraordinary boss resulls from the carly extinguishment of debt (sec Note K)

Preferred stock dividends increased $6.5 million as a result of the May 1993 issuance of 2.5 million shares
of Williams $3.50 cumulative convertible preferred stock in exchange for Transco Energy’s $3.50 cumulative
convertible preferred stock (see Note 14) in addition to the $3.5 million premium on exchange of $2.21
cumulative preferred stock for debeniures,

Financial Condition and Liquidity
Liguidity

Williams considers its liquidity 1o come from two sources: internal liquidity, consisting of available cash
investments, and cxternal liquidity, consisting of borrowing capacity from available bank-credit facilities,
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which can be utilized without limitation under existing loan covenants. A1 December 31, 1996, Williams had
aceess 1o $550 million of liguidity representing the available portion of its $1 billion bank-credit facility plus
cash-cquivalent investments. This compares with liquidity of $656 million at December 31, 1995, and
£495 million at December 31, 1994, The decrease in 1996 is due primarily to additional borowings under the
hank-credit facility, partially offset by a $200 million increase in the capacity of the bank-credit facility (sec
Note 13). At December 31, 1996, $200 million in current debt obligations have been classified as non-current
obligations hased on Williams® intent and ability to refinance on a long-term basis. At December 31, 1996, the
amount available on the $1 billion bank-credit facility of $500 million is sufficient 10 complete these
refinancings. In January 1997, Williams filed a $200 million shelf registration statement with the Securitics
and Exchange Commission to issue trust preferred securities. During 1996, Willlams Holdings of Delaware,
Inc.. u wholly-owned subsidiary of Williams, filed a $400 million shelf registration stalement with the
Securities and Exchange Commission and issued $250 million of debt securities. During 1993, Williams filed a
$300 million shelf registration statement with the Securities and Exchange Commission, increasing the total
amount available to $400 million. The registration statement may be used to issue Williams commaon or
preferred stock, preferred stock purchase rights, debt securitics, warranis 1o purchase Williams common stock
or warrants to purchase debt securities. In addition, short-term uncommitted bank lines are utilized in
managing liquidity. Williams believes any additional financing arrangemenis can be obtained on reasonable
terms il required.

Williams had a net working-capital deficit of $309 million at December 31, 1996, compared widl
$715 million at December 31, 1995. Williams manages its borrowings to keep cash and cash equivalents at a
minimum and has relied on bank-credit facilities to provide flexibility for its cash needs. As a result, 1t
historically has reported negative working capital. The decrease in the working-capital deficit a1 December 31,
1996, as compared to the prior year-end is primarily a result of higher 1996 levels of receivables.

Terms of certain borrowing agreements limit transfer of funds to Williams from its subsidiaries. The
restrictions have not impeded, nor are they expected to impede, Williams® ability 1o meet its cash requirements
in the fulure.

During 1997, Williams expects to finance capita’ expenditures, investmenis and working-capital require-
ments through cash gencrated from operations and the use of the available portion of its $1 billion bank-credn
facility, short-term uncommitted bank lines or public debt/equity olferings.

Operating Activities

Cash provided by operating activities was: 1996 — $710 million; 1995 — $829 million; and 1994 —
$349 million. The increase in receivables, commodity trading asscts and accounts payable i1s due pramanly 1o
increased trading activities by Williams Energy Group's Merchant Services. The increase in property, plant
and equipment primarily reflects the consolidation of Kern River following the January 1996 acquisition (sce
Note 2)

Financing Activities

Net cash provided (used) by financing activities v as: 1996 — $734 million; 1995 — (£1.4) billion; and
1994 — $50 million. Long-term debt proceeds, net of principal payments were $609 million dunng 1996
Long-term debt principal payments net of debt proceeds were $610 million dunng 199% Long-term debt
proceeds, net of principal payments and carly extinguishment of debt were $24 million during 1994, The
increase in net new borrowings during 1996 was primarily to fund capital expenditures, investments and
acquisitions of businesses. '

The majority of the proceeds from issuance of common stock in 1996 resulied from Williams benchit plan
stock purchases and exercise of stock options under Willlams® stock plan. The 1995 proceeds from issuance of
common stock includes $46.2 million from the sale of 1.8 million shares of Williams common stock, held by a
subsidiary of Williams and previously classified as treasury stock in the Consolidated Balance Sheet, in
addition 10 Williams benefit plan stock purchases and exercise of stock options under Williams™ stock plans
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The majority of the proceeds from issuance of common stock in 1994 resulted from Williams benefit plan
stock purchases and exercise of stock options under Williams' stock plan (see Note 14).

The 1996 purchases of Williams' treasury stock include 957,750 shares of common stock on the open
riarket for $31 million. The Williams board of directors has authorized up to $800 million of such purchases.
During 1994, Williams and one of its subsidiaries purchased 20.7 million shares of Williams common stock on
the open market for $407 million. Substantially all of the purchases were financed with a $400 million bank-
credit agreement. In 1995, the outstanding amounts under the credit agreement were repaid from the proceeds
of the sale of Williams' network services operations, and the credit agreement was terminated. Williams also
repurchased 96,300, 142,800 and 258,800 shares of its $2.21 cumulative preferred stock on the open market for
$3 million, $4 million and $6 million in 1996, 1995 and 1994, respectively.

On January 18, 1995, Williams acquired 60 percent of Transco Energy's outstanding commaon stock in a
cash tender offer for $430.5 million. Williams acquired the remaining 40 percent of Transco Energy's
outstanding common stock on May 1, 1995, through a merger by exchanging the remaining Trunsco Encrgy
common stock for approximately 15.6 million shares of Williams common stock valved at $334 million,
Additionally, $2.3 billion in preferred stock and debt obligations of Transco Energy was assumed by Williams,
Williams made paymenits to retie and/or terminate approximately $700 million of Transco Encrgy's
borrowings, preferred stock, interest-rate swaps and sale of reccivable facilities. As part of the merger,
Williams exchanged Transco Energy’s $3.50 cumulative conventible preferred stock for Williams' $3.50
cumulative convertible preferred stock (see Note 2). The cash portion of the acquisition and the payments to
retire and/or terminate various Transco Energy facilities were financed with the proceeds from the sale of
Williams® network services operations (see Note 3).

During 1995, Williams exchanged 2.8 million shares of its $2.21 cumulative preferred stock with a
carrying value of $69 million for 9.6 percent debentures with a fair value of $72.5 million (scec Note 14).

Long-term debt at December 31, 1996, was $4.4 bllion, compared with $2.9 billion at December 31,
1995, and §1.3 billion at December 31, 1994, At December 31, 1996, $200 million in current debt obligations
have been classified as non-current obligations based on Williams' intent and ability 10 refinance on a long-
term basis. The 1996 increase in long-term debt is duc primarily to the $643 million outstanding debt assumed
with the acquisition of Kern River (see Note 2), $300 million in additional borrowings under the $1 hillion
bank-credit fucility and $250 million of debt issued by Williams Holdings. The 1995 increase in long-term
debi 1s due primanly 1o the $2 billion outstanding debt assumed as a result of the Transco Energy acquisition
The long-term debt to debt-plus-equity ratio was 56.1 percent al year-end, compared with 47.4 percent and
46.5 percent at December 31, 1995 and 1994, respectively. Included in long-term debt due within one year at
December 3. 1994, was $350 million outstanding under Williams' revolving credin facility.

See Note 8 for information regarding early extinguishment of debt by William: and one of its subsidiaries
during 1994,

fnvesting Activities

Net cash provided (used) by investing activities was: 1996 — ($1.4) billion; 1995 — $585 million; and
1994 — ($427) million. Capital expenditures of pipeline subsidiancs, primarily 1o cxpand and modemise
systems, were 5441 million in 1996; $445 million in 1995; and $96 million in 1994, Expenditures in 1996
include Transcontinental Gas Pipe Line's expansion; expenditures in 1995 include Transcontinental Gas Pipe
Line and Northwest Pipeline’s expansions; and expenditures in 1994 include Northwest Pipeline's additional
mainline expansion. Capital expenditures of Williams Encrgy Group, primarily to expand and modernize
gathening and processing facilities, were $292 million in 1996; $336 million in 1995, and $214 million in 1994
Capital expenditures for discontinued operations were $143 million in 1994, primarily to expand and enhance
Williums" network services operations network. Budgeted capital expenditures and invesiments for 1997 are
approximately $1.7 billion, primarily to expand pipeline systems, gathering and processing facilities and the
fiber-optic network.
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On January 16, 1996, Williams acquired the remaining interest in Kern River for $206 million in cash
(sec Note 2). In addition, during 1996 Williams acquired various communications technology businesses
totaling $165 million in cash. During 1995, in addition to the Transco Energy acquisition (see Note 2).
Williams acquired the Gas Company of New Mexico's natural gas gathering and processing usscts in the San
Juan and Permian basins for $154 million (including approximately 10 percent of which was immediately sold
to a third party) and Pekin Energy Co., the nation's second largest ethanol producer, for $167 million in cazh.

During 1996, Williams received proceeds of $23 million from the sale of certain communications nghts
During 1995, Williams received proceeds of $124 million from the sale of its IS percent interest in Texasgulfl
Inc. During 1994, Williams received net proceeds of $80 million from the sale of limited partner units in
Northern Border Partners, LP. (see Note 6).

Effects of Inflation

Williams has experienced increased costs in recent years due to the effects of inflation. However,
approximately 62 percent of Williams' property, plant and equipment was acquired or constructed during 1996
and 1995. A substantial portion of Williams' property, plant and equipment is subject to regulation, which
limits recovery to historical cost. While Williams believes it will be allowed the opportunity to cam a return
based on the actual cost incurred to replace existing assets, competition or other market fuctors may limit the
ability to recover such increased costs.

Fmvironmental

Williams is a participant in certain environmental activities in various stages involving assessment studies,
cleanup operations and/or remedial processes, The sites, some of which are not currently owned by Williams
(see Note 17), are being monitored by Williams, other potentially responsible parties, the US. Environmental
Protection Agency (EPA), or other governmental authorities in a coordinated cffort. In addition, Willtams
maintains an active monitoring program fo its continued remediation and cleanup of certain sites connected
with its refined products pipeline activities. Williams has both joint and several liability in some of these
activities and sole responsibility in others. Current estimates of the most likely costs of such cleanup activities,
after payments by other partics, arc approximately $80 million, all of which is accrued a1t December 31, 1996,
Williams expects to seek recovery of approximately $42 million of the accrued costs through future natural gas
transimission rates. Williams will fund these costs from operations and/or available bank-credit facilities. The
actual costs incurred will depend on the final amount, type and extent of contamination discovered at these
sites. the final cleanup standards mandated by the EPA or other governmental authontics. and other factors
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REPORT OF INDEPENDENT AUDITORS

To The Stockholders of
The Williams Companies, Inc.

We have audited the accompanying consolidated balance sheet of The Williams Companies, Inc. as of
December 31, 1996 and 1995, and the related consolidated statements of income, stockholders” equity, and
cash flows for cach of the three years in the period ended December 31, 1996. Our audits also included the
financial statement schedule listed in the Index at Item 14(a). These financial statements and schedule are
the responsibility of the Company’s management. Our responsibility is to express an opinion on these financial
statements and schedule based on our audits.

We conducted our audits in accordance with generally accepted muditing stundards. Those standards
require that we plan and perform the audit to obtain reasonable assurance about whether the financial
stalements are free of material misstatement. An audit includes examining, on @ tesl basis, evidence
supporting the amounts and disclosures in the financial statements. An audit also includes assessing the
accounting principles used and significant estimates made by management, as well as evaluating the averall
financial statement presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the consolidated financial statements referred 1o above present fairly, in all matenal
respects, the consolidated financial position of The Williams Companies, Inc. at December 31, 1996 and 1995,
and the consolidated results of its operations and its cash flows for each of the three years in the period ended
December 31, 1996, in conformity with generally accepted accounting principles. Also, in our opinion. the
related financial statement schedule, whon considered in relation to the basic financial statements taken as a
whole, presents fairly in all material respects the information set forth therein.

ERNST & YOUNG LLP

Tulsa, Oklahoma
February 10, 1997




THE WILLIAMS COMPANIES, INC.
CONSOLIDATED STATEMENT OF INCOME

Years Ended December 31,
1996 1994 1994
1 Millions,
ml
Revenues;
Williams Interstate Natural Gas Systems (Note d) ................ $1675.2 S1431.1 § 4698
Williams Energy Group (Note d) . ... ............cooiiiiiunninns 1,453.1 10774 966 5
Williams Communications Group .........oo0vvviiiniiiineaiains 7113 5189 4166
EMNER < oo e o B A o SR B R b i i W 48.0 174 -
Intercompany eliminations (Note 16).................. P (356.4) {209.1) _(101.8)
TOMAl FEVENUES &\ vsurassesssnsassssss e s e 1,531.2 2,855.7 1,751.1
Profit-center costs and eapenses:
Costs and Operating CXPERSES . ... oouuruuserorsiviasnisnassrinnns 2,064.1 1,700.7 1,187.7
Selling, general and administrative ﬂpumt ...................... 585.5 488 8 229.2
OHRET IDCOMIE == MEL .+ . s e st rounassnnnssrssssssnnnnsnnsssrennss (19.8) (4.5) (8.1)
Total profit-center costs and expenses . . .................... 26298 21850 14088
Operating profit:
Williams Interstate Natural Gas Systems (Note 4) ................ 5624 189.7 1529
Williams Energy Group (Note d) .......coiviiiiiiiiiiinniinnens 3323 257.5 I181.8
Williams Communications Group ......covuvusiuininnaniasnonsas 6.6 250 1.6
N . v rn v aiaimimoinns wime s a e boa e 0 e b T 4 a0 8 a6 SR I . (1.5) -
Total operating profit . .. ........coiviiiiiiiiiiiiiiiiainns 901.4 6707 42
Cienern] COrporile CXPenSes. . . ui e rasannssasranssisanbsasrias (41.4) (371.7) (28.0)
ST RO ..o i o v o e om0 R Dt {159.9) (277.9) (145.8)
Interesl CaOpitAREa o onr o ip s v e s winmiinmass p s «wmsiameda i g 6.9 14.5 6.0
Investing income (NOe 5) .. ..ovuviniinieiiiieirioiiiiinininnnns 188 919 496
Gain (loss) on sales of assels (Nole 6) ...........coviinninnnnnnnnn. 15.7 (12.6) 2217
Write-ofl of project costs (Note B) .. .......corrronrirrnranrnnns —_ (41.4) -_
Other income (EXPENSE) == DEL .. ... icvrenosicasnsssrsasassnninase 19 (8.1) {.2)
Income from continuing operations before income taxes .............. 5454 401.4 246.6
Provision for income taxes (Nole 7). ..o innrinnennrornrnsnenss 181.1 102.0 81.7
Income from continuing operations ... ... ... ... ....oviiiiiinnn., 362 299.4 164.9
Income from discontinued operations (Mote 3) .. ... ... ... ..... - 10188 Q4.0
Income before extraordinary Joss . ... ... oo iiiiiiiiiiiiiiiiiin.. 362.3 1.318.2 1589
Extraordinary loss (Note 8) ..o iiiiiiiiiiiiianiiiaaiinnnaas, - — (12.2)
IV TIBREEIIE . 1 o 55,5 5 a0 556 5B w0 e BB e 362.3 13182 246.7
Preferred stock dividends (Note 14) ... ..o iviinee vt inenresnnanns 104 15,3 K8
Income applicable to common stock . .. .....ociiviiie cieeeee... § 3519 $1,3029 § 2379

* Certain amounts have been restated or reclassified as described in Note 1.

See accompanying noles,
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THE WILLIAMS COMPANIES, INC.
CONSOLIDATED STATEMENT OF INCOME (Concluded)

Yeurs Ended Deoember M,

199 1wy
Primary carnings per common and common-equivalent share
{Notes |, 3 and B):
Income from conlinuing OPerations. ... ...\ uenvrveerarrarscsossansanios $2.17 s1.02
Income from discontinued OPEralIONS . v .o v vvvssiurririrorrrsrnannnnnnns — 6l
Income before extruordinary Joss ... ... civeiniiiiiiaiiaiiiiiiiaiins 217 1.63
Extraordinary JofE . . ccoviecarancrsnntabasnsssescssnstsssassnsiissins — (08)
Met Inoome: .= oo S i e S e W e e e e $2.17 $1.55
e j=———1
Fully diluted earnings per common and common-cquivalent share
(Notes 1, 3 and 8):
Income from continuing OPETRLIONS. . .. ...vvevveieciiuucinisaranasnanons 5214 $Lo2
Income from discontinued operations . . ......coevvreiiiiiiiiiianasrenins - )
Income before extraordinary Ioss .. .........ccineiiiiiiiinariiiaananaas 214 : 1.63
EXUrnordinmry JOBE .. ionesiensassraoanshanscrsssstsansranssransasaness - —_ (LOX)
INGCE INCOMIC & s o vhieve s e e soalt wens A e g win b v e e 52,14 2 §1.55
——— famm ®

* Amounts have been restated as described in Note 1.

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

ASSETS

Current assels:

Cosh and cash equivalenls - ... ...ovnuivianrrsrisssmsonsrssssrsnsss
Reccivables less allowance of $9.7 ($11.3 in 1995) ... . e e
Tumpwmm:ndmhmpsmmhk ..........................

Inventories (Note 10) .. %t TR N
Commaodity trading m:u thlc l!} .................................
Deferred income taxes (Note 7) . .ovn it iiiiiiiins cirannnans
[0, 177 Sl ean i e 5. o g et b o S SRy R L et e~ o

Tolal curment BEBELE . . .. .cvuvvuiansrrnnnssessossnsssssssasnissns
INVESUMCHIE (INOIE 5] oiv s an s s o e in s s smsessesysopsnsssidinsssss
Property, plant and equipment —net (Note 10) . ... iiiiinns
Other assels and deferred charges .. ........... :

TOIRY BIBELE i o vvaasaiihisrd o v e 1o e e e, AT BT Y

LIABILITIES AND STOCKHOLDERS' EQUITY
Current liabilities:
Notes payable (Nole 13) .. ....ivrcvrirrrnrnrsnnnrornnss APt
Accounts payable (Note 12) .......ociiviiiaiaan. T Voee
Transportation and exchange gas pﬂjflhl: .................
Accrucd liabilitics (Note 12).......... Ch AN AT
Commodity trading liabilities (Note 15) ... .........
L.ong-term debt due within one year (Note 13) .. .......
Total current liabilivies ..................... AR
Long-term debt (Note 13) . .....oivvvenininiisannnnsnsnans
Delerred income taxes (Note 7) .. onvviniinnnienannns
Other liabilities. .
Cuontingent liubilities and commiitments [Nﬂll: I'H
Stockholdens” equity (Note 14):
Preferred stock, $1 par value, 30,000,000 shares authorized, 3,241,552 shares
issucd in 1996 and 1,739,452 sharcs issued in 1995, ... .. ...
Common stock, S1 par value, 240,000,000 shares authorized, 160, 24,161
shares issued in 1996 and 158,006,922 shares issued in 1995 v
Capital in excess of par value . . TR i A AT
Retained Camings. .. .. ovocunmnnrnnsssssnsrsrnssssasssosssssssnsnss :
Unamortized delerred compensation .....oovvvivniiirinnnie o o

Less treasury stock (at cost), 2,737,337 shares of common stock in 1996,
2,359,804 shares of common stock in 1995 and 401,600 shurcs of prcl’cmd
'qlml. 18 5 S = e O e v oot B 0 I .

Totul stockholders’ equity . .....c.ocvvuiviaeniiinanns
Total liabilities and stockholders’ equity . ......... ... .

* Keclassified to conform (o current classifications,
Sec accompanying noles,
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Devwmber VI,

199 s
llldlunh-ﬂﬂ-n.w
prt share amouniy|
$ 1153 § W4

9529 250
17.7 1523
b 189.0
147.2 oh.R"
1949.5 R R
1529 _140.3*
1,890, 1 1,317
190 .65 7.6
9, 386.1 NO14.7
951K Rhl 2
S12418.K £10,561.2
——— D
§ 9s 5 -
[ R 4720
137 1278
G741 I ()56 2"
13749 7.2
_'_'_‘:ll_f. _ _'_I_E,'E
21993 20911
43769 2ET4N
16260 1.50K.2
T95.0 KiK. K
1610 ITLS
16d), 2 158.0
1.047.7 99N.4
2.119.5 19156
_(2.2) (213
34802 12432
(65.2) (56.1)
. Aanio _ LN
$12418 8 $10.561 2




THE WILLIAMS COMPANIES, INC.
CONSOLIDATED STATEMENT OF STOCKHOLDERS' EQUITY

Preforred ammon hu-: Hertained ITl:llin'lll Trewsary

Stock cltut Par Vales | smprasation Stack Total
{Dollars s millioas. cicrpt por-share amounis b

Balance, December 31, 1993 .. .... S1000 S1546 S 9076 § 5617 £01.9) s — $1,7240

Netincome — 1994, .......00000s — — - 246.7 — - 2467

Cash dividends —

Common stock ($.56 per share) — - - (85.1) — - (%5.1)

Preferred stock v:Nuu 14) ...... - —_ — (£.8) —- - (8.5)
Issuance of

2194613 common.........000. — 20 294 -_— (1.3) 8.1 .2
Purchase of treasury stock —

2068513 common............ - — — - — {4D6.K) (406.8)

258,800 preferred . .. .....o00nnns — — - - —_ (6.4) (6.4)
Tax benefit of stock-based awards . . - — 1.8 -- —_ - I8
Amortization of deferred

COMPENSIION .. vouvneninnnnnns — — — — 19 - 1.9
Balance, December 31, 1994 ...... 1070 156.6 9388 716.5 (1.3) (405.1)  1.,5055
Metincome — 1995, .. ....cvvenne —_ — - 1.318.2 —_ - 1,M1K.2
Cush dividends —

Common stock ($.72 per share) — _ (107.2) - —_ (107.2)

Preferred stock (MNote 14) ...... —_ _ — (11.9) — — (11.9)
Issuance of shares —

19.319.88) commOn . . oo oo vwuses —_ 1.4 58.3 — (1.7) 1527 41007

2,500,000 preferred . ........... 142.5 — — - - - 1425
Exchunge of shares lor

debentures —

2,760,548 preferred {Note 14)... (69.0) — (1.5) — - - (72.5)
Purchase of treasury stock —

142,800 preferred . ... vvivnns — — — - - (A7) (3.7)
Tax benefit of stock-based awards . . - - 4.8 — — — 4.5
Amortization of delerred

COMPENSAUON . ..oouvnmninranas o= — — — Iy | - T
Bulance, December 31, 1995 ...... 173.5 158.0 998.4 1.915.6 (2.3%) (S6.0) LIKLI
Netincome — 1996, .. .. covvvnnns —_ = - 621 - 623
Cash dividends —

Commaon stock (5,94 per share) — — — ({148.0) _ - 1 148.0)

Preferred stock (Notwe 14) ...... - — — (10.4) _ - (10.4)
Issuance of shares —

2TRTASE COMMON . . oovernvusns s 2.2 116 — {.6) 120 41.2
Purchase of treasury stock —

Q8T 750 CommOn .....oovuveanes - -— - - - (3.3 (3.

96,300 preferred .. .. ... - — — — - (16) 12.6)
Retirement of treasury duck —

497,900 preferred ... ........... (12%) = (.3) = - 128 -
Tax benefit of stock-based awards . . — - 16.0 — - - 16,0
Amaortization ol deferred

compensalion . ey - s - O 7 - 7
Balance, December 11, I"ﬂb $160.0  S160.2 510477  SL1195 $(22) b 165,1} $34210

Nole: Certain amounts have been restated to reflect the December 30, 1996 three-for-two common stock splil and

distribution

See accompanying noles.
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THE WILLIAMS COMPANIES, INC. L5
CONSOLIDATED STATEMENT OF CASH FLOWS

Years Ended December 11,

199 1994 19y
iMillioan )
ﬂper:uthth-hiﬂ:

MNet Income <. o sidicssictenhivnis .8 M1Y S 10152 %l

Adjustments o mundl:lnmhpwhﬂfm

Discontinued operations ... ..... brsssreunprabaasiaTeians YA ‘ - NEULEY 10y
o R LT P o : - - 12.2
Depreciation and depletion . .. . ..ot oot ieuisinsiasiinsienssoas AP 4114 Yo% 4 150 3
Provision for deferred income tades ......... ..o oioiiiiieiiiiiaiins T4 1244 bl
Wite-off of project comts . ....ccvuvenrsnsrsnsrosnrornrnsssns T g - 44 -
(Gain) loss on dispositions of property, plant and equipment ... ... ..., 307) 21 9
(Ciain) loss on sale of KRS . .. .ooeineii iy iiein.. 1157} 124 (21 7)
Changes in receivables sold .. ...ovveiiiniiinnnens TRRD] LI
Changes I Peoehalles i .. covnvinisasariassaisbanrsadanniisniniinsrs 1214.2) 2 II?HH
Changes in Invenlores .....ccccvivaaiianis {161} iy 102
Changes in other curment asseis. .. ... ooouiniinreannnoe .. -t B e ix 11* (RF L
Changes in sccoants payable . ..o ...ooivciisiamisninrinniiiiiiniaans 2040 i65) m7
Changes in accrued labilithes .. .. ......cc0viieiinininnnnns (249 (11 4)* 13"
thlmlucunmnmmﬂumﬂumndmm aican (29.7) WA (1
Changes in non-current commedity trading asscts and liabilites ... ... ... .. N7 (321" 124)
Other, including changes in mon-current asscts and liabilities ... ... ... ... L 12560 1.7

Net cash provided by bt A e o b e i s Tio4 KIR7 1T

Nﬂmhwﬂdhmwmm_.......... o — — 169 4

Net cash provided by operating activithes. .. ... ............ 7104 K7 M9

Financing Activities:

Procecds from notes payable ............... S ey, LT ] LIbN LITRE]

Payments of notes payable . ......... Pt e AR el Sl S T et (K735 (621K) -

Proceeds from bong-term debil ... .....oioiiiiniiariiiianis cniraaiinns 1,997 W0 4800

Payments of loog-lermdebd .., ... A e o R e S (1A877) (10004 (4%4)

Proceeds from savance of common stock Fmet U e e a0 .1 M4

Purchascs of ressury slock ... covvivniimnorannssnainssssansonsas (339 A7) 4132)

Dividends pald. ... . coemmiiiianiiiiinaiiia i L e (1%8.4) ey (919)

Subsidiary preferred ﬂoctuduwﬁuu e - 1194.7) —

L0 e Ay e Sl I YL (6.3) (14) -
Net cash provided (used) by financing ulhﬂh T (1,559.0) 498

Investing Activities:
Property, plant and equipmeni:
Capital expenditures:
Continuing OPErathoml . . .. .....vuueruuaneueniainnistonsanenrens (NIK9) 162715) 13255
Dincontinsed opersthons . . ... ....... ..o cuiioiiansiinsasnsionnni, — — (142K)
Proceeds from dispositions | . iR e A e 2 32 (K]

Acquisition of businesses, et ohu.i lnqutmd [ deh 2 IHAN G (RIRY

Proceeds from sales of businesses | - 2ARR -

Income tax and olber payments related tudmntmuﬁmm 1261.7) 1350.4) (1.5)

Proceeds from sales of mSsEts ... ... .0 .oyrviiuieiinoirsnrnn on X 20 1151 Ril &

Purchasc of invesiments/advances to affiliates ... ...... ....... iTh9) 49.7) i1

Purchase of note receivable L i - (75.1)

Oiher — net : Pl 49 ‘!H
N:tul-hpnwuhdl.umd]hylmtm;mmtm (1 A4197) N4 9 H. T0)
Increase (decrease) in cash and cash nqninhlu M9 “a (2N )

Cash and cash equivalents al beginning of year . 90 4 i) 6.1
Cash and cash equivalents at end of year .. .. 5 1133 § 904 3
—_ —_— = ———

* Heclassified 1o conform 1o current classilicaions

Sec accompanying noles.



THE WILLIAMS COMPANIES, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Note 1 — Summary of significant accounting policies
Nature of operations

Operations of The Williams Companics, Inc. (Williams) are located in the United States and are
organized into three operating groups as follows: Willlams Interstale Natural Gas Systems, which is
comprised of five interstaie natural gas pipelines located in the eastern, midsouth, Gulf Coast. midwest and
northwest regions; Williams Encrgy Group, which is comprised of natural gas gathering and processing
facilities in the Rocky Mountain, midwest and Gulf Coast regions, energy commaodity trading and price-risk
management activities throughout the United States, a petroleum products pipeline in the midwest region, and
hydrocarbon exploration and production activities in the Rocky Mountain and Gull Coast regions; and
Williams Communications Group, which includes Williams' national data, voice, video and Internet
communication products and network integration services and fiber-optic and satellite multimedia transmis-
sion services. Additional information about these businesses is contuined throughout the following notes.

Basis of presentation

Williams Encrgy Group is comprised of four units. Ficld Services includes Williams' natural gas
gathering and processing activities previously reported in Williams Field Services Group. Merchant Services
includes Williams® energy commodity trading and price-risk management activities previously reported in
Williams Energy Services. Certain natural gas and natural gas liquids marketing operations formerly reported
in Williams Ficld Services Group arc also included in Merchant Services. Petrolcum Services includes
Williams' interstate petroleum products pipeline, ethanol-producing facilities and petroleum terminals
previously reported in Williams Pipe Line. Exploration and Production includes exploration for and production
of hydrocarbons previously reporied as a component of Williams Field Services Group. Williams Communica-
tions Group is the combination of WilTel and WilTech Group, previously reported scparately. Revenues and
aperating profil amounts for 1995 and 1994 have been reclassificd to conform to current year classifications

Revenues and operating profit amounts include the operating results of Kern River Gas Transmission
Company (Kem River) since the January 16, 1996, acquisition by Williams of the remaining interest (sce
Note 2). Prior 10 this acquisition, Williams accounted for its 50 percent ownership in Kern River using the
equity method of accounting, with its share of equity earnings recorded in investing income.

Revenues and operating profit amounts include the operating results of Transco Energy € ompany
(Trunsco Energ, ) since its January 18, 1995, acquisition by Williams (sce Note 2). The transportation
operations from Transco Energy's two interstate natural gas pipelines are reported separately within Williams
Interstate Natural Gas Systems. Transco Encrgy’s gas gathering operations are included in Field Services, and
its gas marketing operations are included in Merchant Services.

Principles of consolidation

The consolidated financial statements include the accounts of Williams and its majonity-owned subsidiar-
ies. Companies in which Williams and its subsidiaries own 20 percent to 50 percent of the voting common
stock, or otherwise exercise suflicicnt influence over operating and financial policies of the company, arc
accounted for under the equity method

Ulse of extimuivs

The preparation of financial statements in conformity with generally accepted accounting principles
requires management to make estimates and assumptions that affect the amounts reporied in the consolidated
financial statements and accompanying notes. Actual results could differ from those estimates
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THE WILLIAMS COMPANIES, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Contlnued)

Cash and cash equivalents

Cash and cash cquivalents include demand and time deposits, centificates of deposit and other marketable
securities with maturities of three months or less when acquired.

Transportation and exchange gas imbalances

In the course of providing transportation scrvices o customers, the natural gas pipclines may receive
different quantities of gas from shippers than the quantitics delivered on behalf of those shippers. Additionally,
the pipelines and other Williams subsidiarics transport gas on various pipeline systems which may deliver
different quantities of gas on their behalf than the quantities of gas received. These transactions result in gas
transportation and exchange imbalance receivables and payables which are recovered or repaid in cash or
through the receipt or delivery of gas in the future. Settlement of imbalances requires agreement between the
pipelines and shippers as to allocations of volumes to specific transportation contracts and timing of delivery of
gas based on operational conditions. Transcontinental Gas Pipe Linc’s imbalances predating August 1, 1991,
are being recovered or repaid in cash or through the receipt or delivery of gas upon agreements of allocation

Inventory valuation

Inventories are stated at cost, which is not in excess of market, cxcept for those held by Merchant
Services, which are primarily stated at market. Inventories of natural gas are determined using the last-in,
first-out (L1FO) method by Transcontinental Gas Pipe Line and the average-cost method by other
subsidiaries. Except for Merchant Services, inventories of petroleum products are determined using average
cost. The cost of materials and supplies inventories is determined using the first-in, finst-out method (FIFO)
by Williams Communications Group and principally using the average-cost method by other subsidianes.

Property, plant and equipment

Property, plant and equipment is recorded at cost. Depreciation is provided primanily on the struight-line
method over estimated useful lives. Gains or losses from the ordinary sale or retirement of property, plant and
equipment for regulated pipeline subsidiarics are credited or charged 1o accumulated depreciation; other guins
or losses are recorded in net income,

Treasury stovk

Treasury stock purchases are accounted for under the cost method whereby the entire cost of the acquired
stock is recorded as treasury stock. Gains and losses on the subscquent reissuance of shares arc credited or
charged 1o capital in excess of par value using the average-cost method

Revenue recognition

Revenucs generally are recorded when scrvices have been performed or products have been delivered
Petroleum Services bills customers when products are shipped and defers the estimated revenues for
shipments in transit. Williams interstite natural gas pipelines recognize revenues based upon contractual
terms and the related transportation volumes through month-end. These pipelines arc subject 1o Federal
Encrgy Regulatory Commission (FERC) regulations and, accordingly, certain revenues are subject to possible
refunds pending final FERC orders. Williams records rate refund accruals based on management’s estimate of
the eapected outcome of these proccedings.

Commodity price-risk management activities

Merchant Services has trading operations that enter into energy-related financial instruments (forward
contracts, futures contracts, option contracts and swap agreements) to provide price-risk management services
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THE WILLIAMS COMPANIES, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

to its third-party customers. This operation also enters into short- and long-term energy-related purchase and
sale commitments as part of its trading business. All of thesc investments and commitments are valued at
market and arc recorded in commodity trading assets, other asscts and deferred charges, commodity trading
liabilities and other liabilitics in the Consolidated Balance Sheet. The change in unrealized market gains and
losses is recognized in income currently and is recorded as revenues in the Consolidated Statement of Income.
Such marke! values are subject to change in the near term and reflect management's best estimate of market
prices considering various factors including closing exchange and over-the-counter quotations, the terms of the
contract, credit considerations, time value and volatility factors underlying the positions. Merchant Services
reports its trading operations sales of natural gas, refined products and crude oil net of the reluted costs to
purchase such items, consistent with mark-to-market accounting for such trading activitics.

Certain Merchant Services' natural gas, natural gas liquids and refined product marketing revenues
previously reported in Williams Field Services Group and/or Williams Pipe Line were not included in trading
operations and therefore are not reported net of reluted costs to purchase such items.

Other Williams operations enter into energy-related financial instruments (primanly futures contracts,
option contracts and swap agreements) to hedge against market price fluctuations of certain commodity
inventorics and sales and purchase commitments. Unrealized and realized gains and losses on these hedge
contracts are deferred and recognized in income when the related hedged item is recognized. These contracts
arc regularly evaluated to determine that there is a high correlation between chunges in the market value of
the hedge contract and fair value of the hedged item,

Capitalization of interest

Williams capitalizes interest on majo- projects during construction. Interest is capitulized on borrowed
funds and, where regulation by the FERC exists, on intemally generated funds. The rates used by regulated
companics are calculated in accordance with FERC rules. Rates used by unregulated companics approximate
the average interest rate on related debt. Interest capitalized on internally gencrated funds is included in other
income (expensc) — nel

Employee stock-based awards

Employee stock-based awards are accounted for under Accounting Principles Board Opinion No. 25,
“Accounting for Stock Issued to Employees™ and related interpretations. Williams' fixed plan common stock
options do not result in compensation expense, because the exercise price of the stock options equals the
market price of the underlying stock on the date of grani.

Income taxes

Williarns includes the operations of its subsidiarics in its consolidated federal income tan return. Delerred
income laxes are compuled using the liability method and are provided on all temporary differences between
the hinancial basis and the tax basis of Williams® assets and liabilities.

Earnings per share

Primary earnings per share are hased on the sum of the averuge number of common shares outstanding
and common-share equivalents resulting from stock options and deferred shares. Fully diluted carmings per
share for 1996 and 1995 assumes conversion of the $3.50 convertible preferred stock into common stock
effective May 1, 1995, Shares used in determination of primary camnings per share arc as follows (in
thousands): 1996 — 162,118; 1995 — 153,069; and 1994 — 153,704, Shares used in determination of fully
diluted carnings per share are as follows (in thousands): 1996 — 168,199 1995 — 187,280 and 1994
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THE WILLIAMS COMPANIES, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

153.753. The number of shares for 1995 and 1994 have been restated to reflect the effect of a three-for-two
common stock split and distribution (see Note 14).

Note 2 — Acquisitions

On January 16, 1996, Williams acquired the remaining interest in Kern River for $206 million in cash.
The acquisition was accounted for as a purchase, and the acquired asscts and liabilities have been recorded
based on an allocation of the purchase price, with substantially all of the cost in excess of Kem River's
historical carrying value allocated to property, plant and equipment.

On January 18, 1995, Williams acquircd 60 percent of Transco Energy’s outstanding common stock in a
cash tender offer for $430.5 million. Williams acquired the remaining 40 percent of Transco Energy's
outstanding common stock on May 1, 1995, through a merger by exchanging the remaining Transco Encrgy
common stock for approximately 15.6 million shares of Williams common stock valued at $334 million. The
acquisition was accounted for as a purchase with 60 percent of Transco Energy’s results of operations included
in Williams' Consolidated Statement of Income for the period January 18, 1995, through April 30, 1995, and
100 percent included beginning May 1, 1995, The purchase price, including transaction fees and other related
costs, was approximately $800 million, excluding $2.3 billion in preferred stock and debt obligations of
Transco Energy. The acquired assets and liabilitics were recorded based on an allocation of the purchase price
with substantially all of the cost in excess of Transco Energy’s historical carrying amounts allocated to
property, plant and cquipment of the two interstate natural gas pipeline systems. The cash portion of the
acquisition was financed with the proceeds from the sale of Williams® network services operations (sce
MNote 3).

Transco Energy was engaged primarily in the natural gas pipeline and natural gas markeling businesses.
Williams has sold substantially all of Transco Energy’s coal operations, coalbed methanc propertics and
certain pipeline and gathering operations. Results of operations and changes in the carrying amount of these
businesses during the holding period and from the ultimate dispositions are reflected in the purchase price and
are not material.

In connection with the acquisition, Williams made payments to retire and/or terminale approximately
$700 million of Transco Energy borrowings, preferred stock, interest-rate swaps and sale of reccivable
facilities. As a part of the merger, Wiiliams exchanged Transco Energy’s $3 50 preferred stock for Williamy'
£1.50 preferred stock.




THE WILLIAMS COMPANIES, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

The following unaudited pro forma information combines the results of operations of Williams and
Fransco Encrgy as if the purchase of 100 percent of Transco Energy occurred January 1, 1994,

Unaudited
1995 1994
{ Millioas,
pri-shate amounis)
A T Rt Rt - b fers e, (EE ey e St e S N N $2.916.4 26601
Income from continuing Opertions . . ..................ovvueinnn.... Jla4 191.0
Income before extraordinary Joss .. ....... W= OO SR ) L, . 1,332 2K5.0
PVCE SIOENEID o « 5 4w 0m 515 0 48 e A n ot (o908 B 800,008 465 & 0 0.8 600008 6anens 1,032 2724
Primary carnings per share:
Income from continuing operations ..................ooviinin.ans 1.95 1.1%
Income before extraordinary Joss . ..........ocovivviiiiiiiiinn 86l 1.79
e R e Lo K6l 1.71
Fully diluted carnings per sharc:
Income from continuing operations . .......... .. R 1.93 1.1
Income before extraordinary Joss . ....................... e B4l 1.79
Lo P A L RO B4l 1.71

Pro forma financial information is not nccessarily indicative of results of operations that would have
oceurred if the acquisition had occurred on January 1, 1994, or of future results of operations of the combined
companics.

Note 3 — Discontinued operations

On January 5, 1995, Williams sold its network services operations to LDDS Communications, Inc. for
$2.5 billion in cash. The sale yiclded a gain of $1 billion (net of income taxes of approximately $732 million )
which is reported as income from discontinued operations. Operating results for 1994 for the network services
operations arc reporied as discontinued operations. Under the terms of the agreement, Williams retained
Williams Telecommunications Systems, Inc., a national telecommunications equipment supplicr and service
company, and Vyvx, Inc., which operates a national video network specializing in broadcast television
applications and satellite transmission. These operations are included in Williams Communications Group

Summarized operating resulls of discontinued operations for 1994 were as follows:

{ Millions )
Revenues . R i e i e e v §iay $921 8
Operaling profit. ... oo cvmrdivr i s ey s g il Ve T ; 163.1
Provision for income 1axes . .......oviiieinnnanisniennan. Ky g S 60.9
Income from discontinued operations . .. _.............. ... .. o . 94.0




THE WILLIAMS COMPANIES, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)
Note 4 — Revenues and operating profit

Revenues and operating profit of Williams Interstate Natural Gas Systems and Williams Energy Group
for the years ended December 31, 1996, 1995 and 1994, are as follows:

Hevenues {iperaiing profid
1954 1995+ 1994 15 1998 L
1 Millioas |
Williams Interstate Natural Gas Systems:
MNorthwest Pipeline......oceovvenianeanas $ 2697 § 2552 S2IK5  S1249 SIS S04
Williams Natural Gas .......ccvnninnnes 178.4 174.3 2313 448 45.0 488
Transcontinental Gas Pipe Line.......... 7604 725.3 - 194.6 165.0 -
Teras Gas Transmission ... ............. 3061 2763 — KS.1 640 -
Kern River Gas Transmission. . .......... 16d).6 — = 1130 - -
$1,675.2 $1.431.1 $4698 §5624 $3R07  $1529
et = ——— L r——— = ==
Williams Encrgy Group:
Field Services .. .cvevvervnrrrnsarosnras $ 6163 § 5329 $37 51874 Si6l0 51129
Merchant Services .. .. .ccovercanacnnses 261.1 i5).5 5T 6.4 Lk e 34
Petroleum Serviees . ... oo iiiivannas 4913 3281 2169 5.7 69.2 519
Exploration and Production ............. B24 62.9 19.2 28 (5.9) 136
$145101 $10774 $966.5 $3323  S2575  SIKIR
e e el o =4 W o _———
* Certain amounts have been reclassificd as described in Note 1.
Note 5 — Investing activities
17 1988
{Milisms )
Invesiments:
Kern River Gas Transmission Company, at equity (50%) (see Note 1) . § — $1786
Other, at uquny ................................... 105.9 K42
Cost . i ST i e R e e A e TR #47 448
$190.6 3076

Al December 31, 1996, certain cquity investments, with a carmying value of $36 million, have a market
value of $126 million.

In 1996, Williams acquired the remaining interest in Kern River (sce Note 2). Summanzed financial
position and results of operations for Kern River for 1995 and 1994 arc presented below,

194 1w
{ Millions)
{'urrenl asscia £ ., % 554 £ 9K
MNon-current asscls, pnnupuil:, mtuml '.i‘l-l mmmmnm plam o4 & 1,026.1
Current linbilities .. ..covcviiiiverrorecsacaanans (47.4) (K Y)
Long-term deht . i6205) (641.2)
Other m-cumm Iul:nlnm (124.1) (109.5)
Pariners’ equity 1 1”_-1{“ 5 "IH u
Hevenues £ IKTD 1 IT“ 0
Costs ond np:mcl 687 4.9
Netl INCOME ....ccoviinsarsirarsnssa K0 IR
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Investing income from conlinuing operations:

|0 1994 ..I_T.,

[ [T
[ £TF T S ML I el ot ST U ST, | s el $1.1 $17.2 § 55
RN o o w00 win om0 00 4 B e e I b S B Y B b i s ta i 1.6 16,1 45
EOUNY CRTIIED . ooy v v . e maarahon et s 4o e e e R L e S 2R 6.1 40.6 19.6

SI8.H $919 $49.6

Dividends and distributions received from companics carried on an cquity basis were §7 million in 1996;
$44 million in 1995; and $43 million in 1994,

Note 6 — Asset sales and write-off of project costs

In the fourth quarter of 1996, Williams recognized a pre-tax gain of $15.7 million from the sale of certain
communication rights for approximately $38 million.

In 1995, the development of a commercial coal gasification venture in south-central Wyoming was
canceled, resulting in a $41.4 million pre-tax charge. This amount includes what management believes 1o be a
reasonable estimate of future costs of $4 million to reclaim the site, of which approximately $3 million remains
to be incurred over a five-year period. Williams continues 1o perform the reclamation of the site in
coordination with various governmental agencies and expects to receive necessary environmental releases and
approvals upon completion of the reclamatic a,

In 1995, Williams sold its 15 percent interest in Texasgulf Inc. for approximately $124 million in cash,
which resulied in an after-tax gain of spproximately $16 million because of previously unrecognized tax
benefits included in the provision for income taxes.

In 1994, Williams sold 3,461,500 limited partner common units in Northern Border Partners. L P. Net
proceeds from the sale were approximately $80 million, and the sale resulied in a pre-tas gain of $22.7 million.
As a result of the sale, Williams® oniginal 12,25 percent interest in Northern Border partnerships has been
reduced to 3.2 percent,

Note T — Provision for income taxes

The provision (credit) for income taxes from continuing operations includes

[ R 19794 1y
il
Currenl:

Fedoral . ocuvnivins vt T . § 9.1 $126.5) 8454
T v o et b e e e B e S i e __I-hl |_I_ __I!!:‘I
110.7 (234) 559

Delerred:
Federal ......... .. e i I G : 619 114.2 1.7
-4 1) T LRI . - 105 _ 1.2 2.1
224 1234 28
Total provision. . ....... $I181.1 $1020 $K1.7
=] m —=

k.13



THE WILLIAMS COMPANIES, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

Reconciliations from the provision for income taxes from continuing operations at the statutory rate to
the provision for income taxes are as follows:

1994 L3 1w
{ Millioas )
Provision al StatUtORY FALE . ... .uvevrvassrasasnscanaronasssns $1909  $1405  § K6
Increases (reductions) in taxes resulting from:
State INCOME LAXES ... vnarssnasrrensssnnrasnsnsrsis 6.1 1305 K0
Income tax credits ......ccoiicausiransnnsassassssarraans i 19.0) (18.7) (149)
Decrease in valuation allowance for deferred tax assets ....... - (298) —
Reversal of prior 1ax aceruals ........covieaciiiinuinniass —_ (8.0) -
[0 e L i g S s S S o BT PR P S (4.9) 4% 23
Provision f0r iNCOME TARES . . . ... ..venesrcernnnnmeoinesns $I8).1  $1020  § KL7

Significant components of deferred tax liabilities and asscts as of December 31 are as follows

17 14
T IMillieas)
Deferred tax liabilities:
Property, plant and equipment ... .......ocueeianroriiaeicaiiiiess $1,748.3 51,0692
DB IS s o s e o i B B 9 9 119.8 96,9
T - oo e e a6 T 230.6 1991
Totnl deferred tax Habilities ........cooviaiiiiaiaionnsnn, 2,098.7 2.065.2
Deflerred tax nsscls:
Delerred rEVENURE . ..vvevereovassansessanssnnsssssscsassssinares 29.1 235
DOVEBLITMOMNE s + o0 soein s inannnsssessalsmsssssnesensssssssas i iR "
RAtE TEPUIEE .« o vteasn s onsnsnsnsdionninsssssinesssshasssissssss 1.4 70.7
Accrued liabilities .........cciiiiiiiiiinnniiaa APy A 1832 2264
Minimumtax credits . .. .......cvnvicranranassnacranas Tand ald LR 919
T o e th w1 B A S 230.0 J65.1*
Total deferred tax assels ......covveneiareeaeenns e 671.6 7105
Net deferred tax liabilithes ............ccoo0vivvinn.. eveeeeeee. SLAQTD O §1,354.3

* Reclassified 1o conform to current classifications.

A valuation allowance for deferred tax assets decreased $23.4 million during 1995
Cash payments for income taxes (net of refunds, were $195 million, $339 million and $107 millon n
1996, 1995 and 1994, respectively.

Note 8§ — Extraordinary loss

The extraordinary loss in 1994 resulted from carly extinguishment of debt. Williams and one of ils
subsidiarics paid $316.7 million to redecm higher intcrest raie debt for a $12.2 million net loss (net of a

$7.7 million benefit for income laxes).
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Note 9 — Employee benefit plans
FPensions

Williams maintains non-contributory defined-benefit pension plans covering the majority of its employ-
ces. Benefits arc based on years of service and average final compensation. Pension costs are funded to satisfy
minimum requirements prescribed by the Employee Retirement Income Security Act of 1974,

Nel pension expense consists of the following:

199 1998 1994
{ Millioas)
Service cost for benefits camed during the year ................. $ 3 $ 105 $139
Interest cost on projected benefit obligation ......... R T Rt 439 40.1 218
Actual retum on plan RS8E1S ... ... ..oniiiiii i et (1006) (120.3) kN
Amortizationand defermals. . ................iiiiiiiiiinninas 6l.3 20 24.2)
INEl DO ERPEIIE L, o e v h s aviae 0 e e b $ 349 5 21.3 $i4.6

Net pension expense increased in 1996 from 1995 as a result of a decrease in the discount rate from BV
percent to 7% percent and an increase in the number of plan participants. Net pension cxpense increased in
1995 from 1994 as a result of the Transco Energy plans’ participants.

The following table presents the funded status of the plans:

1996 1998
(Millions )
Actuarial present value of benefit obligs lions:
Vool DOmOlIIE .. .o oo ivnsnirannannr e et ge s e sy S407  s42
Non-Vebed BOmelIb .. .. oo v v v erresssessssonarnnssessssssssssssss i7 21
Accumulated benefit obligations . ......c.vviuuiiueiiiinn ittt e 444 443
Effect of projected salary Increases ..........ocvivveeionreiesnenincnnnsenn. 167 137
Projected benefit obligations . . ..........oovminii i : 6l SHO
Assets at market value ... ... T A 637 550
Assets (in excess of) less than projected benefit obligations . ................... (26) 30
Unrecognized Dot i . iy siessnsin s sen yvis s csisanananayere T -
Unrecognized PrioT-BEIVICE COBL . ... ..uuuvonnsinnonssnssnsrsesssneessnssnnn.s %) (1
Unrecognized transition B3801 . . . ..uvouviioriosisaoenssnssereenssnsrsssenrns 4
PEREI00 VRBHITY: v w0 om0 w1 s oo i i e oo N B W S VRS T $ 6 5§23

The discount rale used to measure the present value of benefit obligations is TV percent (7% percent in
1995); the assumed rate of increase in future compensation levels is § percent; and the expected long-term
rate of return on assets is 10 percent. Plan assets consist primarily of commingled funds and assets held in a
muaster trust. The master trust is comprised primarily of domestic and foreign common and preferred stocks,
United States government securities, corporate bonds and commercial paper.

Williams has retained all liabilities and obligations for service of its network services operations’ plan
participants up 1o the date of sale (see Note 1),
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Pastretirement benefits other than pensions

Williams sponsors health care plans that provide postretirement medical benefils to retired Williams
employees who were employed full time, hired prior to January 1, 1992 (January 1, 1996, for Transco Encrgy

employces) and have met certain other requirements.

The plans provide for retiree contributions and contain other cost-sharing features such as deductibles
and coinsurance. The accounting for the plans anticipates future cost-sharing changes to the writien plans that
are consistent with Williams' expressed intent to increase the retiree contribution rate annually, generally in
line with health care cost increases, except for certain retirees whose premiums are fixed. A portion of the cost
has been funded in trusts by Williams' FERC-regulated natural gas pipeline subsidiarics to the extent recovery
from customers can be achicved. Plan asseis consist of asscts held in two master trusts and moncy market
funds. One of the master trusts was previously described, and the other consists primarily of domestic and
forcign common stocks, government bonds and commercial paper.

Net postretirement benefit expense consists of the following:

199 1994 1994
( Millions )

Service cost for benefits carned during the year . ...ocoiiveaaiiiiaans $ 64 % 74 519
Interest cost on accumulated postretirement benefit obligation ....... 227 219 78
Actual returmn on PlAD BSSEIS ... ovvvraiinrirnsiriiiinirraaiiriine (164) (179) (.6}
Amortization of unrecognized transition obligation. ................. 50 50 5.1
Amortization and defermals. . .....ovcvvsrmrreariasiiiriaiaiaaeas 19.7 231 A
Net postretirement bencfil EXPEnse. ... ..oooovviriiinraniiiiiins $ 374 §415 5§16}

Net postretirement benefit expense increased $26 million in 1998 from 1994 for the Transco Energy
participanis, _

The following table presents the funded status of the plans:

% 199
1 Millions )
Actuarial present value of postretirement henefit obligation:
Retirees . .ooovvorsariess - o Ceesieessassines S200 5227
Fully eligible active plan participants .................0000- PP PG A AF 26 24
Other active plan Participanls . ., . ...ovovosrieuaonrararomamssos R | BS
Accumulated postretirement benefit obligation . .....ooooooiin i s 336
Assers ol markel valUE ... .. cieiieiisteisarianiarsananas 155 124
Assels less than accumulated postretirement benefit obligation . ..............0 160 212
Unrecognized et BRIN . .. ..oveurauserassrsssssapsnssnasnssssosasiseissnans 60 25
Unrecognized prior-service credit (€ost) ....oovveviiiarnnae. e 1 i6)
Unrecognized transition obligation . . . ......coooviiiiiiiiin _ o (6%) (71)
Postretirement benehit liability .. ... .00 cocviaiiiiiiiiiaiaas vl e 4 $156  S160

During fourth-quarter 1996, the plans were amended. elfective January |, 1997, 10 increase the cosi-
sharing provisions. This amendment decreased the accumulated postretirement benefit obligation approxi-
mately $10 million. The amount of postretirement benefit costs deferred as a regulatory asset at December 31,
1996 and 1995, is $118 million and $133 million, respectively, and is expected 1o be recovered through rates

over approximately 15 years.
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The discount rate used 1o measure the present value of benefit obligations is T percent (7Y% percent in
1995). The capected long-term rate of return on plan assels is 10 percent (6 percent after taxes). The annual
assumed rate of increase in the health care cost trend rate for 1997 is 9 10 10 percent, systematically
decreasing to 5 percent by 2004, The health care cost trend rate assumption has a significant efTfect on the
amounts reported. Increasing the assumed health care cost trend rate by 1 percent in cach year would increase
the aggregate of the service and interest cost components of postretirement benefit expense for the year ended
December 31, 1996, by $4 million and the accumulated postretirement benefit obligation as of December 31,
1996, by $27 million.

hher

Williams maintains various defined-contribution plans covering substantially all employees. Company
contnbutions are based on employees' compensation and, in part, match employee contributions, Company
contributions are invested primarily in Williams common stock. Williams® contributions to these plans were
$£23 million in 1996, $19 million in 1995 and $14 million in 1994, Contributions to these plans made by
discontinued operations were $3 million in 1994,

Note 10 — Inventories

199 1995+
{ Millioas
Nalural gas in underground storage:
Transcontinental Gas Pipe Line (LIFO) ................ .. cee--- S MRS 214
Mercharl Somvioes . o i v siinmiaiin e s immiem s sl e viaisedo s Celdie oo il 1.5 b0
BT s i S Ty S e R e R e . - 2.1
Petroleum products:
Merchanl Services .o vivriniicieiiaiasiiiniiiaeiissaasn. Bt 12.7 16.5
D = b T e T s g T RESAEro: . | 237
Materials and supplies:
Williams Communications Group . ... ......ooiiansreiaaireiaaiaean oo 37 28.2
B 1 o o i el e e T T A cesrsbas 19D B8
L e e sy gt P 59 )2
$2046  $189.0
_ —

*Certain amounts have been reclassified as described in Nole |,

Inventories valued on the LIFO method at December 31, 1996 and 1998, approximale cur-ent average
cosl
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Note 11 — Property, plant and equipment

1 (Ll
{ Millions )
Cost:
Williar+ Interstate Natural Gas Systems:
Northwest Pipeline. .. ...ccvvvniiarerneiiaisiarsrcronsionas $ 14479  § 14035
Williams Naturm] Gas o ...covvecnonorinasosinnssosnssrassssses 7874 T61.6
Transcontinental Gas Pipe Line . ........viniiiiiiiianiiiiinnin 10957 2.75%.7
Texas Gas TransmBshon . ....ccvoiiiviioiarseeiiesssisssnnsss 95K.9 917.3
Kern River Gas Transmission. . .......oovvvivnneiiiiianenaes 990.5 -
Williams Energy Group:
Pl R ervloss . o B e e R e R R 218K.3 20999
Merchonl ServiCes ... ivveeennreoressrasssisnssissasnnssian A 54 4.1
Peiroleum ServiCtE .. ..vcvvvnorsresssrarsrssssinssssosssesins 1.073.1 10233
Exploration and Production ...........ooieviimiieiiniiiaiiia. 255.1 2250
Williams Communications Group ........coveeereiiiioiiisinanns 257.3 1459
i | .~ R O PR L o SR et 152.7 141.2
11,2123 94787
Accumulated depreciation and depletion. . .. ... ...l o (1L, 8260)  (1,4640)
$ 9. 363 § BM4T

* Certain amounts have been reclassified as described in Note 1,

Commitments for construction and acquisition of propenty. plant and equipmeni arc approumately

£268 million a1 December 31, 1996,

Effective January 1, 1996, Williams sdopted Statement of Financial Accounting Standards No. 121,
“Accounting for Impairment of Long-Lived Asscts and for Long-Lived Assets to be Disposed OF" Adoption

of the standard had no effect on Williams® financial position or results of operations.

Note 12 — Accounts payable and accrued liabilities

Under Williams' cash-management system, certain subsidiaries' cash accounts reflect credit balances to
the extent checks written have not been presented for payment. The amaunts of these credit balances included

in accounts payable are $95 million at December 31, 1996, and $136 million at December 31, 1995,

199 1994
( Millions )

Accrued labilities:
Rate refunds .. .oovevse onssmonsssnnnnsnanssnsnsssccionsssnsna £I05.1 S 1806
Employce COBS o .ovvrrevranmanssscssssasasssrasnssrssssssssns 178.1 1159
B LB TR RL . v v v s s mm s oinm o man a6 i e me S B B S s 95.2 7129
Income taxes Payable . ... ..oovvrieaiiiaiiarranrnaasssananaciicaee 118 6
Taxes other than inCOmMe AXES ... ..onviresrsssssnssnrirrrannnrenrens 66,2 £.2
" S Wi . U, Ay 253.1 27400

L9741 $1.080 2

P —= - — et )

* Reclassilied 1o conform to current classifications.
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Note 13 — Debt, leases and banking arrangements
Notes payable

Williams has cntered into various shori-term credit agreements with amounts outstanding totaling
$269.5 million ut December 31, 1996. The weighted average interest rate on the outstanding short-term
borrowings at December 31, 1996, was 7.85 percent.

Debt
Welghted
Frbroa December 3,
rake® 19% 1995
i Mboms )
The Williams Companies, Inc.
Revolving crodit Jomns .......civiiriiensiinnnnsiisnnninnsnninis —-% 5 - : S0
Debentures, 8.875% — 10.25%, payable 2012, 2020, 2021 and 2025 .... 9.6 §87.5 551.7
Notes, 7.5% — 9.625%, payable 1998 through 2001 . ... ............. 58 Bl7.§ 5Ll 4
Northwest Pipeline
Dcbentures, 7.125% — 10.65%, payable through 2025 ................ 90 360.0 369.2
Adjustable rate notes, payable through 2002 ... .. . ... .. ... ........ 90 10.0 1.7
Williams Natural Gas
Variable rate notes, payable 1999 . ... ... .. i, : B.2 130.0 130.0
Transcontinental Gas Pipe Line
Debentures, 7.25% and 9.125%, payable 1998 through 2026 .......... Kl 1524 1530
Debentures, 7.08%, payable 2026 (subject to debtholder md-:mmmn in
b1 v ) T i O L W R . T A | 200.0 —
Notes, 8.125% and 8.875%, payable 1997 and 2002 . _ eeiiieen. RS 217 811
Adjustable IIEDOIES ... .. ..ovvermnsarsrnnsiny - - crea = 125.1
Texas Gas Transmission
Motes, 9.625% and 8.625%, payable 1997 and 2004 ., ................ 90 2504 2559
Kern River Gas Transmission
Notes, 6.42% and 6.72%, payable through 20001 .. ... ... ... .......... &b 617.7 -
Williams Holdings of Delaware
Revolving credit loans . ek _ . 6.0 5000 150.0
Debentures, 6.25%, pnynhl:m SRR ciaeaiaes T KN -
Williams Pipe Line
Notes, 8.95% and 9.78%, payable through 2000 .. ... . ............ 94 1000 100
Williams Energy Ventures
Adjustable rate notes, payable through 2002 ; K.l 256 210
Other, payable through 1999 . .......... e e AR WL 5.7 6.8
44365 11939
Current portion of long-term debt. ,............. ... ... ... _(5896)  (1199)
S4.V769  $28740

*Al December 31, 1996, including the effects of interest-rate swaps

In December 1996, Williams increased the amounts available under its enisting credit agreement 1o
$1 billion from $800 million, Under the credit agreement, Northwest Pipeline, Transcontinental Gas Pipe
Line, Texas Gus Transmisdon, Williams Pipe Line and Willlams Holdings of Delaware, Inc. (Williams
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Holdings) have access to various amounts of the facility, while Williams (parent) has access 1o all
unborrowed amounts. Interest rates vary with current market conditions.

For financial statement reporting purposes at December 31, 1996, $200 million in current debt obligations
have been classified as non-current obligations based on Williams' intent and ability to refinance on a long-
term hasis. At December 31, 1996, the amount available on the S1 billion credit agreement of $500 million is
sulficient to complete these refinancings.

During March 1996, the Kern River floating-rate bank loan was refinanced through the wsuance of
6.42 percent and 6.72 percent fixed-rale notes. Interest-rate swap agreements entered into by Kem River in
prior years, which converted floating-rate debt to fixed-rate debt, remain outstanding. Concurrent with the
refinancing, Kemn River entered into additional interest-rate swap agreements where Kern River receives a
fixed interest rate and pays a floating interest rate, The intcrest-rale swaps are recorded at market with an
offsetting deferral of costs as a regulatory asset that is expected to be recovered in transportation rates. The
effect is to adjust the new fixed-rate notes 1o un effective interest rate of 8.5 percent.

In Junuary 1996, Williams Holdings issued $250 million of 6.25 percent debentures due 2006, In April
1996, Williams Holdings entered into an interest-rale swap agreement, which effectively converted its
6.25 percent fixed-rate debentures lo floating-rate debt (4.66 percent at December 31, 1996). The difference
between the fixed and variable rate is included in intcrest expense.

In conjunction with the issuance of $130 million of varable rate debt by Williams Natural Gas in
November 1994, Williams eniered into an interest-rale swap agreement under which Williams pays a
7.78 percent fined rate in eachange for a variable rate (5.5 percent at December 31, 1996). The difference
between the fixed and variable rate is included in interest expense,

Aggregale minimum maturities and sinking-fund requirements, excluding lease payments, for cach of the
nexl five years are as follows:

{ Millioas )
T a0 T T R T L4 59
OOB Ty e e a e e AR S e Fiea b e SR m
EODY s et e S R SR N R R S e 158
. 1 ] R S e R DAy ; La6l0

Cash payments for interest (net of amounts capitalized) related to continuing operations are as follows:
1996 — $347 million; 1995 — $266 million; and 1994 — $143 million. Cash payments for interest (net of
amounts capitalized) related to discontinued operations are $6 million in 1994

Leases

Fulure minimum annual rentals under non-cancelable operating leases relaled 1o continuing operations
are $59 million in 1997, $54 million in 1998, $48 million in 1999, $42 million in 2000, $40 million in 2001 and
S161 mullion 1hereafler.

Total rent expense from continuing operations was $78 million in 1996 and 1995 and $26 million in 1994
Total rent expense from discontinued operations was $70 million in 1994,
Note 14 — Stockholders’ equity

On November 21, 1996, the board of directors of Williams declared a three-for-two common stock split
and distribution; $3.8 million shares were issued on December 30, 1996, All references in the financial
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statements and notes 1o the number of common shares outstanding and per-share amounts reflect the effect of

the split.

In the third quarter of 1996, the Williams® board of directors authorized the open-market purchase of up
to $B00 million of Williams common stock. At December 11, 1996, 957,750 shares had been purchased at a

total cost of approximately $31 million.

In connection with the 1995 merger with Transco Energy, Williams exchanged all of Trunsco Energy’s
outstanding $3.50 cumulative convertible preferred stock for 2.5 million shares of Williams™ $3 50 cumulative
convertible preferred stock. These shares arc redeemable by Williams beginning in November 1999, a1 an
initial price of $51.40 per share. Each share of $3.50 preferred stock is convertible at the option of the holder
into 2.34375 shares of Williams common stock. Dividends per share of $3.50 and $2.33 were recorded during

1996 and 1995, respectively.

During 1995, Williams exchanged 2.8 million shares of its $2.21 cumulative preferred stock with a
carrying value of $69 million for 9.6 percent debentures with u fuir value of $72.5 million. The dilference in the
fair value of the new securities and the carrying value of the preferred stock exchanged is recorded as a
decrease in capilal in excess of par value. This amount did not impact nel income, but is included in preferred
stock dividends on the Consolidated Statement of Income and in the computation of carnings per share. The
741,552 outstanding shares of $2,21 cumulative preferred stock are redeemable by Williams at a price of
$25 beginning in September 1997, Dividends per share of §2.21 were recorded cach year during 1996, 1995
and 1994,

In January 1996, the board of directors adopted a Stockholder Rights Plan (the Rights Plan) 10 replace
its existing rights plan, which expired on F:bruary 6, 1996. Under the Rights Plan, cach outstanding share of
commaon stock has two-thirds of a preflerred stock purchase nght attached. Under centain conditions, cach
right may be exercised to purchase, al an exercise price of $140 (subject to adjustment ), one two-hundredih of
a share of junior participating preferred stock. The rights may be exercised only il an Acquining Peron
acquires (or obtains the right to acquire) 15 percent or more of Williams comimon stock; or commences an
offer for 15 percent or more of Williams common stock: or the board of directors determines an Adverse
Person has become the owner of 10 percent or more of Williams commen stock, The nghts, which do not have
voting rights, expire in 2006 and may be redeemed at a price of $.01 per rght prior to their expiration, or
within a specified period of time afier the occurrence of certain events. In the event a person becomes the
owner of more than 15 percent of Williams common stock or the board of directors determines that a person is
an Adverse Person, cach holder of a right (except an Acquiring Person or an Adverse Person) shall nave the
right to receive, upon exercise, common stock having a value equal 1o two times the excrcise price of the right.
In the event Williams is engaged in a merger, business combination or 50 percent or more of Williams™ ussets,
cash flow or earnings power is sold or transferred, each holder of a right (except an Acquining Person or an
Adverse Person) shall have the right to receive, upon excrcise, common stock of the acquinng company
having a value equal to two times the exercise price of the right.

Williams has several plans providing for common-stock-based awards 1o employees and 1o non-employee
directors. The plans permit the granting of various types of awards including, but not limited to, stock options,
stock-appreciation rights, restricted stock and deferred stock. Awards may be granted for no consideration
other than prior and future services. The purchase price per share for stock options and stock-apprecuation
rights may not be less than the market price of the underlying stock on the date of grant. Stock options
generally become exercisable afier five years, subject 1o accelerated vesting if centain future stock prices are
achieved. Stock options expire 10 years after grant. At December 31, 1996, 19,618,842 shares of commuon
stock were reserved for issuance pursuant to existing and future stock awards, of which 7,813,768 shares were
available for future grants (4,048,199 at December M, 1995),
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The following summary reflects stock option activity and related information for 1996:

W eighted Average
Urption Exrrcine Price
Outstanding — December 31, 1995, ... ... iiiniiiiiniinas 7.868.900 £20.03
EITRRIER oy o aamarmns min o i o e e s a4 et 4,101,144 3141
ERETCEEOH e o vovn iminine s B B N (2,035,349) 18.28
L T S TP (104,516) 4202
Qutstanding — December 31, 1996..... ... L s e e Ftﬂlgﬂﬂ 25.70
Exercisable — December 31, 1996 ... ... 5,461,452 $20.57
Woeighted average grant date fair value of options granicd duning
| R e SR AR A s RS LR P s $7.84

The following summary provides information aboutl stock oplions outstanding and exercisable a
December 31, 1996:

Stock Optioas o-u-ﬂ-.: Stack Options Faercisable
Welghted

®
g ._“'E' e
Prices Opticas dle {ptioas Fuercise
$9251082838............ 5,634,510 £19.29 7.2 yeans 5,255,664 $19.35
$32.251089867............ 4,195,669 3432 9.3 years 205818 51,76
Total ...covvvcnens ﬂlsm.t'w $25.70 K.l years 5,461,482 £20.47

The fair value of the stock options was estimated at the date of grant using a Black-Scholes option pricing
model with the following weighted average assumptions: expected life of the stock options of five years,
volatility of the expected marketl price of Williams common stock of 24 percent; risk-free interest rale of
6.2 percent; and a dividend yield of 3 percent,

Williams granted 195,376, 98,168 and 191,559 deferred shares in 1996, 1995 and 1994, respectively. The
weighted average grant date fair value of the shares issued in 1996 is $31.55. Deferred shares are valued at the
date of award and are generally charged to expense in the year of award. Williams issued 109,516, 105,183 and
67.947 previously deferred shares in 1996, 1995 and 1994, respectively. Williams also issued 19,650, K2,950
and 67,200 shares of restricted stock in 1996, 1995 and 1994, respectively. The weighted average grant date
fair value of the shares issucd in 1996 is $29.50. Restricted stock is valued on the issuance date and the related
expense is amortized over varying periods of three to 10 years.

Pro forma net income and carnings per share, assuming "Yilliams had applied the fair-value method of
Financial Accounting Standards No. 123, “Accounting for Stock-Based Compensation™ in measuring
compensat.on cost beginning with 1995 employee stock based awards, are as follows:

1794 1995
Net income (millions) ........ovevivriiiananes $1599 $162.3  S1,300.1 $1,31u.2
Earnings per share:
PHMRIY .+ e senseneerarnnnsssniessesnnneees $216 $217T $ 845 § 85
Fullydiloted. ... coneassssiaasspenssnrnras § 213 $ 114 5§ B4 $ KD

Pro forma amounts for 1995 reflect total compensation expense from the uwards made in 1995 ux these
awirds fully vested as a result of the gccelerated vesting provisions. Since compensation expense from stock
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oplions is recognized over the future years' vesting period, and additional awards generally are made cach year.
pro forma amounts for 1996 may not be representative of future years” amounts.

During November 1994, Williams entered into a deferred share agreement (the Agreement) in
connection with the sale of its network services operations. Under the terms of the Agreement, Williams has
approximately 1.6 million shares of Williams common stock remaining to distribute to key employees of the
network services operations over various periods through 2002, less amounts necessary to meet minimum lax
withholding requirements. Williams distributed 637,361, 471,608 and 409,643 sharcs duning 1996, 1995 and

1994, respectively.

Note 15 — Financial instruments
Fair-value methods

The following methods and assumptions were used by Williams in estimating its fair-value disclosures for
financial instruments:

Cash and cash equivalents and notes payable: The carrying amounts reported in the balance sheet
approximate fair value due 1o the short-term maturity of these instruments.

Notes and other non-current receivables: For those notes with interest rates approximating market o
maturities of less than three years, fair value is estimated to approximate historically recorded amounts.
For those notes with maturities beyond three years and fixed interest rates, fuir value 1s calculated using
discounted cash flow analysis based on current market rates.

Investments — cost: Fair value is estimated to approximate historically recorded amounts as the
operations underlying these investments arc in their initial phases.

Long-term debt: The fair value of Williams' long-term dcbt is valued using indicative year-cnd
traded bond market prices for publicly traded issues, while private debt is valued based on the pnices of
similar securities with similar terms and credit ratings. At December 31, 1996 and 1995, 69 percent and
K5 percent, respectively, of Williams' long-term debt was publicly traded. Williams used the expertise of
an outside investment banking firm to estimate the fair value of long-term debi.

Interesi-rate swaps: Fair value is determined by discounting estimated future cash flows using
forward interest rates implied by the year-end yield curve. Fair value was calculated by the financial
institutions that are the counterpartics 1o the swaps.

Energy-related trading and hedging: Includes forwards, futures, options, swaps and purchase and
sales commitments, Fair value reflects management's best estimate of market prices considering vanous
factors including closing exchange and over-the-counter quotations, the terms of the contract, credu
considerations, time valuc and volatility factors underlying the positions,
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Carrving amounts and fair values of Williams' financial instruments

Asset (liability)

1990 1995
4 arrying bair { amying Fair
Amoani Value Amouni Vialae
{ Millaas)
Cash and cash equivalents ................. $ 1153 0§ 1153 § 904 0§ 904
Notes and other non-current receivables. .. . .. 274 274 257 258
Investments — COBl . ooveurararnrnssonnrsss .2 7.2 i3 nai
Notes pavable. ... oo vrvasnrvnsssonssny (269.5) (269.5) - --
Long-term debt, including current portion .. .. (4.4351) (4,5944) (3.191.1) (3476.7)
Interest-ratle SWaPS . ....vvvvvorinnanrnnseis {54.8) (63.7) (.4) {10.4)
Encrgy-related trading:
ARSELE ,vavnasssnpninnsass B 2536 2536 171.4 171.4
L RRDAREIOE v e vninnns wa e s sn e wim Ripnip (3319.1) (3:9.1) (341.6) (341.6)
Encrgy-related hedging:
N L N, e ) 1 S i S 9 1.2 - 1.7
AT T T R L 2 L SR LR R, (1.3) (12.2) - 2.6)

The preceding usset and liability amounts for encrgy-related hedging represent unrealized gains or losses
and do not include the related deferred amounts.

The 1996 average fair value of the energy-related trading asscts and habilitics is $196 million and
$322 million. respectively. The 1995 average fair valuc of the encrgy-related trading assets and liabilities 18
97 million and $181 million, respectively.

Williams has recorded liabilities of $18 million and $24 million at December 31, 1996 and 1995,
respectively, for certain guarantees that represent the estimated fair value of these financial instruments

Off-balance-sheet credit and market risk

Williams is a participant in the following transactions and arrangements that involve financial instruments
that have off-balance-sheet risk of accounting loss. 1 is not practicable to estimate the fair value of these off-
balance-sheet financial instruments because of their unusual nature and unigue charctenstics.

Williams sold certain receivables. The aggregate limit under revolving receivables facilities was $135 mul-
lion at December 31, 1996 and 1995, Williams received $47 million of proceeds in 1996, $196 million in 1995
and $110 million in 1994. At December 31, 1996 and 1995, $152 million and $166 million of receivables had
been sold, respectively, under the revolving receivables facilities and another arrangement. Hased on amounts
outstanding at December 31, 1996 and 1995, the maximum contractual credit loss under these arrangements i
approximately $28 million, but the likelihood of loss is remote. In January 1997, Williams expanded their
revolving receivables facilities and sold $200 million of receivables. The Financial Accounting Standards
Board has issued a new accounting standard FAS No. 125, “Accounting for Transfers and Servicing of
Financial Assets and Extinguishments of Liabilities,” effective for trunsactions occurnng after December 11,
1996. The adoption of this standard is not expected 1o impact Williams" consolidated resulis of operations,
financinl position or cash lows, -

In connection with the sale of units in the Williams Coal Scam Gus Royalty Trust (Trust), Williams
indemnified the Trust against losses from certain litigation (see Note 17) and guarantced minimum gas prices
through 1997, At December 31, 1996 and 1995, Williams has o recorded liability of $5 million and
$10 million, respectively, for these items, representing the maximum amount for the first guarantee and an
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estimate of the gas price exposure based on historical operating trends and an assessment of market conditions
While Williams' maximum exposure from this guaraniee exceeds amounts accrued, it is nol possible 10
determine such amount because it is dependent on future events.

In connection with the sale of Williams' network services operations, Williams has been indemmnified by
LDDS against any losses related to retained guarantces of $158 million and $180 million a1 December 31,
1996 and 1995, respectively, for lease rental obligations. LDDS has advised that it is negotusting with the
guaranteed parties to remove Williams as guarantor,

Williams has issued other guarantces and letters of credit with off-balance-sheet nsk that 1otal
approximately $10 million and $8 million at December 31, 1996 and 1995, respectively. Williams believes it
will not have to perform under these agreements because the likelihood of default by the primary party 15
remote and/or hecause of certain indemnifications received from other third parties,

Commodity price-risk management services

Williams, through its Merchant Services group, provides price-risk management services wssociated with
the encrgy industry to its customers. These services are provided through a variety of financial instruments,
including forward contracts, futures contracls, oplion contracts, swap agreements and purchase and sale
commitments. See Note | for a description of the accounting for these trading activities,

Merchant Services enters into forward comtracts and purchase and sale commitments which involve
physical delivery of an energy commodity. Prices under these contracts are both fixed and vanable. Swap
agreements call for Merchant Services to make payments 1o (or receive payments from) counterparties based
upon the differential between a fixed and variable price or variable prices for different locations. The vanable
prices are gencrally based on cither industry pricing publications or exchange quotations. Merchant Services
buys and sells option contracts which giv : the buyer the nght to exercise the options and receive the diflerence
between a predetermined strike price and a market price at the date of exercise. The market prices used for
natural-gas-related option contracts are generally exchange quotations. Merchant Services also enters into
futures contracts, which arc commitments 1o cither purchase or sell a commaodity at a future date for a
specified price and are gencrally settled in cash, but may be settled through delivery of the underlving
commaodity. The market prices for futures contracts are based on exchinge quotations,

Merchant Services manages risk from financial instruments by making various logistical commitments
and manages profit margins through offsetting financial instruments. As a result, price movements can resull
in losses on certain contracts offset by gains on others,

Merchant Services takes an active role in managing and controlling muarke! and counterparty nisks and
has established formal control procedures, which are reviewed on an ongoing hasis. Merchant Services
attemnpis to minimize credit-risk exposure o trading counterpartics and brokers through formal credit policies
and monitoring procedures. In the normal course of business, collateral s not required for financial
instruments with credit risk.

The notional guantities for trading financial instruments at December 311, 1996, and December V1, 1995,
are as follows:

199 1995
Fayer Recriver Payer Rewvivir
Fixed price:

MNatural gas (TBtu) . A Loson 1,196 K742 K473
Relined products and ;rude (MHBhln R 4 26.3 15.9 149

Vanable price:
MNoturil gas (TBI) .. ovvniiiseasitsscanisisssnes 1,549 11238 1.B41.2 1.,517.2
Refined producis and crude (MMBbls) . ........... 37 13 1R 15
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The net cash flow requirement relaled to these contracts at December 31, 1996 and 1995, was
5117 million and $215 million. respectively. At December 31, 1996, the cash flow requircments estend
pamanly through 2006,

In 1995, certain gas marketing operations of Merchant Services, along with gas marketing operations
from Transco Energy, were combined with the commodity price-risk management and trading activities of
Merchant Services. Such combination in 1995 involves managing the price and other business risks and
opportunitics of such physical gas trading activities and any related financial instruments pretiously accounted
for as hedges in common-risk portfolios with Merchant Services’ other financial instruments. These former
marketing activilies, consisting of buying and selling natural gas, through 1994 were reported on a “gross”
basis in the Consolidated Statement of Income as revenues and profit-center costs, Concurrent with
completing the combination of such activities with the commaodity price-risk management operations in the
third quarter of 1995, the related contract rights and obligations along with any related financial instruments,
previously accounted for as hedges, were recorded in the Consolidated Balance Sheet on a current-market-
value hasis and the related income statement presentation was changed 1o a net basis. Such revenues reported
on a gross basis through the first two quarters of 1995 were reclassified 1o a net basis concurrent with this

change in the third quarter of 1995,
Following is a summary of Merchant Services™ revenues:

199 1995 194
Financial instrument and physical trading market gains —net .. $ 992 § 658§ 142
Gross markeling reventes ....o.ocuiiiaiaiiiiidaasiiiasanns — 6177 1492
Gross marketing Costs. .. .u b v samrariansanysaniasssiaas = (599.2)* -
Marketing activities not included in trading operations ... ...... 161.9 67.7 1150
OUBET .« occcvviedas brsnn s nFap e bl babnebavibonaens nnases — 1.5 i

2611 $ 1835 $IM17

*Through June 30, 1995,

Concentration of credit risk

Williams™ cash equivalents consist of high quality securities placed with vanous major linancial
institutions with high credit ratings. Williams' investment policy limits its credit exposure to any one hinancial
nstitution,

At December 31, 1996 and 1995, approximately 69 percent and 61 percent, respectively, of receivables
are for the sale or transportation of natural gas and related products or services. Approximately 23 percent and
27 percent of receivables at December 31, 1996 and 1995, respectively, are for telecommunications and related
services, Natural gas customers include pipelines, distribution companies, producers, gas marketen and
industrial users primarily located in the castern, northwestern and midwestern United States. Telecommunica-
tions customers include numerous corporations. As a general policy, collateral is not required for receivables,
but customers’ financial condition and credit worthiness are evaluated regularly
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MNote 16 — Other financial information

Intercompany revenues (at prices that generally apply 1o sales 1o unaffiliated partic<} are as follows:

Williams Interstate Natural Gas Systems:

Northwest Pipeling . ...oovvveerinnnninnes A e

Transcontinental Gas Pipe Line ....................... ..
Texas Gas Transmission. . ......o.ooovinnnneeennan.n..n.

Williams Energy Group:

T R o

6t PR AT T o VI S s A (U

* Cenuin amounts have been reclassified as described in Note 1.

1994 1994 194
{ Miltions )

$ L1 $ 15 § 14
92 9.5 142
Me 42 —
205 7.7 e
26.2 14.0 15.1
130.7 62.2 X0
67,7 446 8.6
57.1 49 18.1
9.1 fr 4
$3564 52091 S101.8
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Information for business segments is as follows:

1998 i [ R s
1Millioas )
Identifiable assets at December 31:
Williams Interstate Natural Gas Systems: .
Northwest Pipeling. ....cooerrviiinacannernsisccaines S 1,L153% § 11475 510280
Williams Natural Gas .. ... e Gy e T04.8 709.2 T19.8
Transcontinental Gas PipeLine .. ... ......... e 33054 3.159.5 -
Texas Gas Transmission ......ccccesssssasssecasnsanss 11322 1.151.8 -
Kern River Gas Transmission. . . ..o v vvvansnrcinrenaans 1,081.6 — -
Williams Encrgy Group:
Field SOrvICEE .o vvvnersisstsnsorasnannnsnsnsssnnianes 1.995.0 1.939.3 9359
Merchant Services .....cocevisiarsssssasssassarssasssss B39.1 438.2 4.6
Petroleum Services . .....ccceviiisanirrenssensnrinans 906.5 B61.2 674.6
Exploration and Production . .........ccoruermieaiienes 200.3 164.6 145.4
Williams Communications Group .......ocevevrannanreos 670.6 401.0 s7
IRVEIIMICTIIE . o v s s s v nnnemesnissmsnssasasssnnsananssssiss 190.6 3070 3194
General corporate and other . . ......ooovviiiniiiiuiiainn. 2384 2793 169.4
Discontinued operations . ......c.icaciiiisaiiiarienaann. — — 7416
ContoldRIBd . . . . o it m e rwala  ae alba e e e e w w M
Additions to property, plant and equipment:
Williams Interstate Nawral Gas Systems:
Northwest Pipeling, ... ovovvesrersasisrnarsrinnrarsnns § 628 § 1Ws 0§ olo
Willinrms Notural Gus ... vvvvevsiisrsssrassssassaianan 509 415 1y
Transcontinental Gas Pipe Line . .......ocoaiianiinns m. 2587 -
Texus Gas Transmission .....vvevvievsrrrrsresasaionas 50.1 A -
Kern River Gas Transmission, ....coovvvvnscnsnianasss 47 - -
Williams Energy Group:
Fichl Services .. o inseasrsssasassvsaasrssaasssnansas 208,71 2321 | 50.0
Merchanl Services .. cvvviesrsecsraiassrrsassnssnnns A 4 35
Pelroleum Services . ..ovcvviiresrasscssesannsnnssnsns 558 879 466
Exploration and Production .........ocoeiirmanenrniees 30.3 15.6 135
Williams Communications Group . ........ooraeuiiiaannis 66,9 24 129
Gieneral corporate and other . ... ... ...ooinveanaan. i 19.0 14.3 15
Consolidated . .....ocvvevnanrmrssrsmsssasassssinns $ HI89 S_& izﬁ_j
Depreciation and depletion:
Williams Interstate Natural Gas Systems:
Northwest Pipeline. . . .....ooovniniinrnnrrainncnans $§ 412 § M9 35 M9
Williams Natural Gas . ... ...c0onrvnnonciranns e 215 213 7.2
Transcontinental Gas Pipe Line ... ........... i s 1137 109.1 —
Texas Gas Transmission . ......covvvevevrarasnas i 41.5 39 —
Kern River Gas Transmission. . . ....oovvernraerrrrroaas 15.5 — —
Williams Encrgy Group:
Williams Field Services. .. .....ovvvricasnrnancasssss i 94.7 100.4 LY N |
Merchant Services ... ..ccoiiieciaisassansssansssrsnss 6 1.2 5
Petroleum ServiCes ......ciciecsninsrnesannassssranns M. 264 224
Exploration and Production ...........cocvmvicacaiiens 10.5 0.8 96
Williams Communications Group ..........cccecressraass 213 14.2 127
Gieneral corporate and other .. ... .ooiiniiiiimarrnaniaas K8 1.2 6.9
Consolidated . .....covveenarsonanrannrosessss R T 1 E w94 § 15013

* Certain amounts have been reclassificd as described in Note 1.
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Note 17 — Contingent liabilities and commitments
Rate and regulatory matters and related litigation

Williams interstate pipeline subsidiaries, including Williams Pipe Line, have vanous regulatory proceed-
ings pending. As a result of rulings in certain of these proceedings, a portion of the revenues of these
subsidiaries has been collected subject to refund. As to Williams Pipe Line, revenues collected subject to
refund were $251 million at December 31, 1996; it is not expected that the amount of any refunds ordered
would be significant, Accordingly, no portion of these revenues has been reserved for refund. As 1o the other
pipelines, see Note 12 for the amount of revenues reserved for potential refund as of December 31, 1996,

In 1992, the Federal Energy Regulatory Commission (FERC) issued Order 636, Order 616-A and
Order 636-B. These orders, which were challenged in various respects by various parties in procecdings
recently ruled on by the U.S. Court of Appeals for the D.C. Circuit, require interstate gas pipeline companics
to change the manner in which they provide services. Kern River Gas Transmission implemented its
restructuring on August |, 1993; Williams Natural Gas implemented its restructuring on October 1, 1993; and
Northwest Pipeline, Texas Gas and Transcontinental Gas Pipe Line implemented their restructurings on
November 1, 1993, Certain aspects of four pipeline companies’ restructuring are under appeal

On July 16, 1996, the U.S. Court of Appeals for the D.C. Circuit issued an order which in part affirmed
and in part remanded Order 636, However, the court stated that Order 636 would remain in efect until FERC
issued a final order on remand afler considering the remanded issucs. With the issuance of this decision, the
stay on the appeals of individual pipeline's restructuring cases will be lifted. The only appeal challenging
Northwest Pipeline’s restructuring has been dismissed.

Contract reformations and gas purchase deficiencies

As a result of FERC Order 616, which requires interstate gas pipelines to change the way they do
business, each of the natural gas pipeline subsidiaries has undertaken the reformation or termination of its
respective gas supply contracts. None of the pipelines has any significant pending supplicr take-or-pay, ratable
take or minimum take claims.

Current FERC policy associated with Orders 436 and 500 requires interstate gas pipelines 1o ahsorb some
of the cost of reforming gas supply contracts before allowing any recovery through direct bill or surcharges 1o
transportation as well as sales commodity rates. Under Orders 636, 636-A and 636-B, costs incurred to comply
with these rules are permitted to be recovered in full, although 10 percent of such costs must be allocated 1o
interruptible transportation service.

The previously mentioned July 16, 1996, D.C. Circuit Court of Appeals decision concerning Order 636
has remanded to FERC the issues of whether pipelines should absorb any portion of Order 616 trinsition costs
and whether 10 percent of such costs should have been allocated to interruptible transpartation services.

Pursuant 1o a stipulation and agreement approved by the FERC, Williams Natural Gas has made seven
filings 1o direct bill take-or-pay and gas supply realignment costs. The first provided for the offset of certain
amounts collected subject to refund against previous take-or-pay dircct-billed amounts and. in addition,
covered $24 million in new costs. This filing was approved, and the final dircct-billed amount, taking into
consideration the offset, was $15 million. The second filing covered $IK million in gas supply realignment
costs, and provided for an offset of $3 million. The third filing covered $6.5 million in gas supply realignment
costs. The remaining filings covered additional cosis of approximately $15 million, which are similar in nature
to the costs in the second filing. An intervenor has filed a protest secking to have the Commission review the
prudence of certain of the costs covered by these filings. On July 31, 1996, the administrative law judge issued
an initial decision rejecting the intervenor’s prudency challenge. As of December 31, 1996, this subsidiary had
an accrual of $75 million for its then-estimated remaining contract-reformation and gas supply realignmeni
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costs. Williams Natural Gas will make additional filings under the applicabl= FERC orders to recover such
{urther costs as may be incurred in the future. Williams Natural Gas has recorded a regulatory asset of
approximately $73 million for estimated future recovery of the foregoing costs,

In September 1995, Texas Gas received FERC approval of a settlement regarding Texas Gas' recovery of
gas supply realignment costs. The settlement provides that Texas Gas will recover 100 percent of such costs up
10 $50 million, will share in costs incurred between $50 million and $80 million, and will absorb any such costs
above $80 million. Through December 31, 1996, Texas Gas has paid approximately $76 million and expects to
pay no more than $80 million for gas supply realignment costs, primarily as a result of contract terminations.
Texas Gas has recovered approximately $59 million, plus interest, in gas supply realignment costs and has
recorded a regulatory asset of approximately $9 million for the estimated future recovery of such costs, most of
which will be collected from customers prior to December 31, 1997, Ninety percent of the cost recovery is
collected through demand surcharges on Texas Gas' firm transportation rates; the remaining 10 percent is
recoverable from interruptible transportation service.

The foregoing accruals are in accordance with Willigms' accounting rolicies regarding the estailishment
of such accruals, which take into consideration estimated total exposure, s discounted and risk-weighted, as
well as costs and other risks associated with the difference between the time costs arc incurred and the time
such costs are recovered from customers, The estimated portion of such costs recoverable from customens is
deferred or recorded as a regulatory asset based on an estimate of expected recovery of the amounts allowed by
FERC policy. While Williams believes that these accruals are adequate and the associated regulatory assels
are appropriate, costs actually incurred and amounts actually recovered from customens will depend upon the
outcome of various court and FERC proceedings, the success of scitlement negotiations and vanous other
factors, not all of which are presently foresceable.

Enviranmental matiers

Since 1989, Texas Gas and Transcontinental Gas Pipe Linc have had studics under way 1o 1est certain of
their facilities for the presence of toxic and hazardous substances to determine to what extent, il any,
remediation may be necessary. Transcontinental Gas Pipe Line has responded to data requests regarding such
potential contamination of certain of its sites. The costs of any such remediation will depend upon the scope of
the remediation. At December 31, 1996, these subsidiaries had rescrves totaling approximately $29 million for
these cosls.

Certain Williams subsidiarics, including Texas Gas and Transcontinental Gas Pipe Line, have been
identified as potentially responsible parties (PRP) at various Superfund and stale waste disposal sites.
Although no assurances can be given, Williams does not believe that the PRP status of these subsidiaries will
have a mterial adverse cffect on its financial position, resulls of operations or net cash flows

Transcontinental Cas Pipe Line, Texas Gas and Williams Natural Gas have identificd polychlorinated
biphenyl (PCB) contamination in air compressor systems, soils and related properties at certain compressor
station sites. Transcontinental Gas Pipe Line, Texas Gas and Williams Natural Gas have also been involved in
negotiations with the U.S. Environmental Protection Agency {EPA) and state agencics to develop screening.
sampling and cleanup programs. In addition, negotiations with cortuin environmental authorities and other
programs conceming investigative and remedial actions relative to potential mercury contamination at certain
gas metering sites have been commenced by Williams Natural Gas, Texas Gas and Transcontinental Gas Pipe
Linc. As of December 31, 1996, Williams Natural Gas had recorded a liability for approximately $18 million,
representing the current estimate of future environmental cleanup costs to be incurred over the next six 1o
10 years. The Field Services unit of Williams Encrgy Group has recorded an aggregate lhabilty of
approximately $15 million, representing the current estimate of their future environmental and remediation
costs, including approximately $6 million relating to former Williams Natural Gas facilitics. Texas Gas and
Transcontinental Gas Pipe Line likewise have recorded liabilitics for these cosis which are included in the
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529 million reserve mentioned above. Actual costs incurred will depend on the actual number of contaminated
sites identified, the actual amount and extent of contamination discovered, the final cleanup standards
mandated by the EPA and other governmental authoritics and other factors. Texas Gas, Transcontinental Gas
Pipe Linc and Williams Natural Gas have deferred these costs pending recovery as incurred through future
rates und other means.

In connection with the 1987 sale of the assets of Agrico Chemical Company, Williams agreed 1o
indemnify the purchaser for environmental cleanup costs resulting from certain conditions at specified
locations, to the extent such costs exceed a specified amount. 1t appears certain that such costs will exceed this
amount. At December 31, 1996, Williams had approximately $10 million accrued for such excess costs. The
uctual costs incurred will depend on the actual amount and extent of contamination discovered, the final
cleanup standards mandated by the EPA or other governmental authorities, and other factors.

A lawsuit was filed in May 1993, in a state court in Colorado in which certain claims have been made
against various defendants, including Northwest Pipeline, contending that gas exploration and development
activities in portions of the San Juan Basin have caused air, water and other contamination. The plaintifls in
the case sought certification of a plaintiff class. In June 1994, the lawsuit was dismissed for failure to join an
indispensable party over which the state court had no jurisdiction. The Colorado Court of Appeals has
affirmed the dismissal and remanded the case 1o Colorado district court for action consistent with the appeals
court’s decision. Since June 1994, eight individual lawsuits have been filed against Northwest Pipeline and
others in US. District Court in Colorado, making essentially the same claims. Northwest Pipeline is
vigorously defending these lawsuits.

Chiher legal matiers

In 1991, the Southern Ute Indian Tribe (the Tribe) filed a lawsuit against Williams Production, a whally
owned subsidiary of Williams, and other gas producers in the San Juan Basin arca, alleging that certain coal
strata were reserved by the United States for the benefit of the Tribe and that the extraction of coal-scam gas
from the coal strata was wrongful. The Tribe secks compensation for the value of the coal-scam gas. The Tribe
also secks an order transferring to the Tribe ownership of all of the defendanis’ equipment and facilitics
utilized in the cxtraction of the coal-scam gas. In September 1994, the court granted summary Jjudgment in
favor of the defendants and the Tribe lodged an interlocutory appeal with the U.S. Count of Appeals for the
Tenth Circuit. Williams Production agreed to indemnify the Williams Coal Seam Gas Royalty Trust (Trust)
against any losses that may arise in respect of certain properties subject to the lawsuit. In addition, if the Tribe
is successful in showing that Williams Production has no rights in the coal-seam gas, Williams Production lias
agreed to pay to the Trust for distribution to then-current unitholders, an amount representing a return of a
portion of the original purchase price paid for the units. While Williams believes that such a payment is not
probable, it has reserved a portion of the proceeds from th= sale of the units in the Trust.

In October 1990, Dakota Gasification Company (Dakota), the owner of the Great Plains Coal
Gasification Plant (Plant), filed suit in the U.S. District Court in North Dakota against Transcontinental Gas
Pipe Line and three other pipeline companies alleging that the pipeline companies had not complied with their
respective obligations under certain gas purchase and gas transportation contracts. In September 1992, Dakota
and the Department of Justice on behalf of the Department of Energy filed an amended complaint adding as
defendants in the suit, Transco Energy Company, Transco Coal Gas Company and all of the other pariners in
the partnenship that originally construcied the Plant and cach of the parent companies of these entitics,
Dakota and the Department of Justice sought declaratory and injunctive relief and the recovery of damages
alleging that the four pipeline defendants underpaid for gas, collectively, as of June 30, 1992, by more than
$232 million plus interest and for additional damages for transportation services and costs and eApenaes
ncluding attorneys’ fees. By order dated Decomber I8, 1996, the FERC approved a settlement of the
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THE WILLIAMS COMPANIES, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

litigation. No party to the FERC proceeding has sought review of this order. The final settlement terms wenl
into effect February 1, 1997, which will allow Transcontinental Gas Pipe Linc 10 recover its cost.

In connection with agreements 1o resolve take-or-pay and other comtract claims and 1o amend gas
purchase contracts, Transcontinental Gas Pipe Linc and Texas Gas cach entered inlo certain settlements with
producers, which may require the indemnification of ceriain claims for additional royalties which the
producers may be required to pay as a result of such scitlements. As a result of such scttlements,
Transcontinental Gas Pipe Line and Texas Gas were named as defendants in, respectively, six and 1wo
lawsuits. Six of the cight lawsuits have been scttled for cash payments aggregating approximately §9 million,
all of which have previously been accrued, and of which approximately $3 million is recoverable as transition
costs under Order 636. Damages, including interest, of approximately $29 million have been asserted in the
remaining cases. Producers have received and may receive other demands, which could result in additional
claims. Indemnification for royalties will depend on, among other things, the specific leasc provisions between
the producer and the lessor and the terms of the settlement between the producer and either Transcontinental
Gas Pipe Line or Texas Gas. Texas Gas may file to recover 75 percent of any such additional amounts it may
be required to pay pursuant to indemnities for royaltics under the provisions of Order 52K,

In November 1994, Continental Energy Associates Limited Partnership (the Partnership) filed a
voluntary petition under Chapter 11 of the Bankrupicy Code with the U.S. Bankruptey Court, Middle Distnct
of Pennsylvania. The Partnership owns a cogeneration facility in Hazelton, Pennsylvania (the Facility).
Hazelton Fuel Management Company (HFMC), a subsidiary of Transco Encrgy, formerly supplied natural
gas and fuel oil to the Facility. As of December 31, 1996, HFMC had current outstanding receivables from the
Partnership of approximately $20 million, all of which have been rescrved. The Parinership recently negotiated
settlements of its power purchase agreements with two clectric ulilities. The settlements have been approved
by the Hankruptcy Court and Pennsylvania Public Utility Commission. The time for appealing the
Pennsylvania Public Utility Commission approval of the settlements expires on February 23, 1997, Assuming
no appeals are filed the settlements will become binding. A Plan of Reorganization (the Plan) acceptable to
ull parties has been negotiated and drafied. The Plan is contingent upon the power purchase agrecment
settlements being approved. It is anticipated the Plan will be filed with the Bankruptcy Court for approval on
or before February 28, 1997. Under the Plan, all litigation involving HFMC will be fully settled, and a net
payment in some amount to HFMC is anticipated under the Plan. It is not possible to predict with certainty
the amount of such a payment.

On July I8, 1996, an individual filed a lawsuit in the U.S. District Court for the District of Columbia
against 70 natural gas pipelines and other gas purchasers or former gas purchasers. All of Williams' natural gas
pipeline subsidiaries arc named as defendants in the lawsuit. The plaintiff claims, on behalf of the United
States under the False Claims Act, that the pipelines have incorrectly measured the heating vilue or volume
of gas purchased by the defendants. The plaintiff claims that the United States has lost royalty payments s 4
result of these practices. The pipelines are vigorously deiending against these claims

In addition to the foregoing, various other proceedings arc pending against Williams or its subsidianies

which are incidental to their operations.

Sumimary

While no assurances may be given, Williams docs not believe that the ultimate resolution of the foregoing
matters, taken as a whole and afier consideration of amounts accrucd, insurance coverage, recovery from
customers or other indemnification arrangements, will have & materially adverse effect upon Williama® future
financial position, results of operations and cash flow requirements
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THE WILLIAMS COMPANIES, INC.
QUARTERLY FINANCIAL DATA (Unaudited)

Summarized quarterly financial data are as follows (millions, except per-share amounts). Per-share
amounts have been restated 1o reflect the effect of the three-for-two common stock split and distribution { sec
Note 14),

Firs ]
19% Qe Srvoad Thind Fourth
ROVEBOOR ;. iviiomiiisissnsnssivessisoiahiinin S B937  $817S $BA2Y  §957 8
Costs and operating expenses ... ............... 499.4 4919 5091 So1 S
NIEL M0G0 - oiviisth s T s s e s s 1049 BO.4 Mo I 1)
Primary carnings per common and common-
equivalent share. .............. .. AR . () A A2 b4
Fully diluted earnings per common and common-
equivalent share .............. e T ke ins 62 A7 42 B
1995
ROVEBOLE ..o iansnnnansnsoinenssinsisansniwnses Bl S6639 $712.4 $837.0
Costs and operating expenses ... ... ........... 351.1 400, 1 4389 5106
NeUIDCOMB oo ieisesanuiniisesomiinmmnsisievns 1,088.9 LRRE] 65,5 71.5
Primary earnings per common and common-
OOV BB & oy nas s s inn s v olassns s v nss .1 52 v 47
Fully diluted eamings per common and common-
equivalentshare ............c.coiiiiiiiiinn 1.70 52 39 46

The sum of earnings per share for the four quariers may not equal the total eamings per share for the year
due to changes in the average number of common shares outstanding.

Second-quarter 1996 net income includes recognition of favorable income tax adjustments totaling
$10 million related to rescarch credits and previously provided deferred income taxes on certain regulated
capital projects. Third-quartcr 1996 net income includes appronimately $6 million, net of federal income tay
effect, from the effects of state income tax adjustments related 10 1995,

First-quarter 1995 net income includes the after-1ax gain of $1 billion on the sale of Williams' network
services operations (sec Note 3 of Notes to Consolidated Financial Statements). The second quarier of 1995
includes a $16 million after-tax gain from the sale of Williams' 15 percent interest in Texasgulf Inc. (sce
Note 6 of Notes to Consolidated Financial Statements) and an $8 million income tax benefit resulting from
scitlements with taxing authoritics, Northwest Pipeline’s third-quarter 1995 operating profit includss the
approximate $11 million net favorable effect of two reserve accrual adjusiments. In third-quarter 1995, Field
Services recorded $20 million of income from the favorable resolution of contingency issues involving
previously regulated gathering and processing asscts. In third-quarter 1995, Exploration and Production
recorded an $8 million loss accrual for a future minimum price natural gas purchase commitment.
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Selected comparative fourth-quarier data are as follows (millions, except per-share amounts). Certain
1995 amounts have been restated and/or reclassified as described in Note | of Notes to Consolidated
Financial Statements.

199 1995
Operating profit (loss):
Williams Interstate Natural Gas Systems:
Northwest Pipelne. . ... .ocviiiiiniciiiiinniiiininiinicaninine $ 218 $ 251
Wiliams Natura] OaB ... ..cvvvvinrrirassissiansnnnsiscsssssnnns 0.9 15.5
Transcontinental Gas Pipe Line ... ... .oooooiiiinnninininnnenies 61.0 474
Texns Ons TransmISSION . .. ccoveverrivaraninss nssssrssrsarasnrs 29.5 K6
Kern River Gas Transmisshon . ... ....oovivianirinresioniisinanaies 2.3 -
Williams Energy Giroup:
Flold Serviors . . cinieeasssivsisnsasnsiisassiasssssnnnsrasersoss 6.3 416
Merchant Services . ... vvvesvreriissssiiiasissssssanarnnssssnnnns 11.6 1.6
Petroleum ServiCes ......ooveeearirsrrissraaiinassiisennes R — 18,3 19.1
Exploration and Production ............... e e R e 17 4
Williams Communications Group . ........oeveuceirisenrissssnisans 6 K0
(a1 7 SRR GRS AL - i e SR e e e e 29) (1)
Total OPErating PrOfit . ... ... c.vveuuersenseressarennsrnssstens 242.1 187.2
Gencral COTPOTIE CXPEMBES . . . ..o vovvsrsrnssrcnsasssisassnssssasarsns (11.6) (121}
IDIETESt CXPENSC — ME .. .oonrsanionsrsnnsrranns narsasaninss B Lo (91.9) (69.7)
Investing INCOME .. ....cuovrorinuiiarimeiiusssranesersnnireosenansss 41 127
Gain on Sabe OF BEBEL ... ..vvvvvivranisssssiiranaiainsssssnnrrresssss 15.7 —
Write-off of Project GOStE .. ...cvueiinisansrasstsasioessnssnrsarssnsas - (41.4)
OINET INCOME — MBL 1+ oo suvsusninsrnsnssssasssssssrasnssnssasssnsnse 80 _ 82
Income from continuing operations before income taxes . ... ....co0oovien 166.4 %19
Provision for inCOME LAXES ... ....seeenesssrrnnrreososonanioross ... 604 175
Income from continuing operations . ... ..oy vewsaanescns 1060 6.4
Income from discontinued opemthons .. ......cooovmvariinriiiiaiiinies — 13.1
INET TTOOIIE o o o v s s s ss sds s aad s sansssnrmsasansipnairstossaarnsyrnsyss $106.0 $ 7.5
Primary camings per common and common-cquivalent share ... e § $ A7
Fully diluted camings per common and common-equivalent share ......... $§ 61§ 46

Field Services' fourth-quarter 1996 operating profit includes a gain of approximately $20 million from the
property insurance coverage associated with construction of replacement gathering facilities. In addition, 1996
segment operating profit and general corporate expenses logether include approximately $10 million related to
an all-employee bonus that was linked to achicving record financial performance. In fourth-quarier 1996,
Williams recognized a pre-tax gain of $15.7 million from the sale of certain communication rights.

Merchant Services' fourth-quarter 1995 operating profit includes loss accruals of approsimately $6 mil-
lion, primarily related to contract disputes. In fourth-quarter 1995, the development of a commercial coal
gasification venture in south-central Wyoming was canceled, resulting in a $41.4 million pre-tax charge (scc
Note 6 of Notes to Consolidated Financial Statements). Fourth-guarter 1993 income from discontinued
operations reflects the after-tax effect of the reversal of accruals established at the time of the sale of the
network services operations (see Note 3 of Notes to Consolidated Financial Statements).

ltem 9. Changes in and Disagreements With Accountants on Accounting and Financial Disclosure.

None.
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‘ THE WILLIAMS COMPANIES, INC.
INDEX TO CONSOLIDATED FINANCIAL STATEMENTS

‘ Item 14(a) 1 and 2
Page
‘ Covered by repon of independent auditors:
Consolidated statement of income for the three years ended December 31, 1996 ... ... ..... F-12
Consolidated balance sheet at December 31, 1996 and 1995 ... ... ... ... .............. F-14
| Consolidated statement of stockholders’ equity for the three years ended December 11, 1996 F-15
Consolidated statement of cash flows for the three years ended December 31, 1996, ...... ... F-16
Notes to consolidated financial statements. .. .. ..ot ittt iy F-17
Schedule for the three years ended December 31, 1996:
Il — Valuation and qualifying accounts . . SRR W0 o R R 0 e e F-46
Not covered by report of independent auditors:
Quarterly financial data (unaudited) .. ... .ovvririiiiorriiersrinsrrissssasssesssssiness F-43

All other schedules have been omitted since the required information is not present or is not present in
amounts sufficient to require submission of the schedule, or because the information required is included in
the financial statements and notes thereto,
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THE WILLIAMS COMPANIES, INC.
SCHEDULE 11 — VALUATION AND QUALIFYING ACCOUNTS(a)

Addions
1o Costs
Beginning and
Balance Expeases Other Dheducibonsibi
(Ml ons )
Allowance for doubtful accounts:

1006 .o cncrasdarnmraasnsiamanssens $11.3 4.1 $1.3(c) $7.0
PO . . iasssissamnnrsnsassasnsninass 79 18 1.6{c) 20
[T ¥ e N o S e p S e i 10.2 4.2(d) — 6.5(e)

{2) Deducted from related assets.

(b) Represents balances written off, net ol recoveries and reclassifications.

(c) Primarily relates 1o acquisitions of businesses.

(d) Excludes $5.7 million related to discontinued operations.

(e) Includes the discontinued operations beginning balance reclassfication of $3.6 million.
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PART 111

Item 10. Directors and Executive Officers of the Registrant

The information regarding the Directors and nominces for Director of Williams required by ltem 401 of
Regulation 5-K is presented under the heading “Election of Directors™ in Williams™ Proxy Statement
prepared for the solicitation of proxies in connection with the Annual Meeting of Stockholders of the
Company for 1997 (the “Proxy Statement™), which information is incorporated by reference herein. A copy of
the Proxy Statement is filed as an exhibit to the Form 10-K. Information regarding the executive officers of
Williams is presented following Item 4 herein, as permitted by General Instruction G(3) to Form 10-K and
Instruction 3 to Item 401(b) of Regulation S-K. Information required by ltem 40% of Regulation S-K is
included under the heading “Compliance with Section 16(a) of the Securities Exchange Act of 1934 in the
Proxy Statement, which information is incorporated by reference herein.

Item 11, Executive Compensation

The information required by ltem 402 of Regulation S-K regarding executive compensation is presented
under the headings “Election of Directons” and “Executive Compensation and Other Information” in the
Proxy Statement, which information is incorporated by reference hercin, Notwithstanding the foregoing, the
information provided under the headings “Compensation Committve Report on Executive Compensation”
and “Stockholder Return Performance Presentation™ in the Proxy Statement are nol incorporated by
refcrence herein. A copy of the Proxy Statement is filed as an exhibit 1o the Form 10-K

Item 12 Security Ownership of Certain Bencficial Owners and Management

The information regarding the security ownership of certain beneficial owners and management required
by Item 403 of Regulation S-K is presented under the headings “Security Ownership of Centain Bencficial
Owners and Management” in the Proxy Statement, which information is incorporated by reference herein. A
copy of the Proxy Statement is filed as an exhibit 1o the Form 10-K.
ltem 13. Certain Relationships and Related T unsactions

There is no information regarding certain relationships and related transactions required by ltem 404 of
Regulation S-K to be reported.

PART IV

liem 14. Exhibits, Financial Statement Schedules and Reports on Form 8-K

{a) | and 2. The financial statements and schedule listed in the accompanying index to consolidated
financial statements are filed as part of this annual report.

{a) 3 and (c). The exhibits listed below arc filed as part of this annual report.
Exhibit 2 —

*(a) Stock Purchase Agreement by and among LDDS Communications, Inc., The Williams
Companics, Inc,, and WTG Holdings, Inc., dated as of August 22, 1994 (filed as Exhibit 2 to
Williams Form 8-K, filed August 22, 1994).

*(b) Agreement and Plan of Merger, dated as of December 12, 1994, among Williams, W(
Acquisition Corp. and Transco (filed as Exhibit (c)(1) 10 Schedule 14D-1, dated December |6,
1994).

*{c) Amendment to Agreement and Plan of Merger, dated as of February 17, 1995 (liled as
Exhibit & to Amendment No. 8 to Schedule 13D, dated February 23, 1993%).
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Exhibit 3 —

*(a) Restated Centificate of Incorporation of Williams (filed as Exhibit 4{a) 10 Form %-B
Registration Statement, filed August 20, 1987).

*(b) Certificate of Designation with respect to the $2.21 Cumulative Preferred Stock (hiled as
Exhibit 4.3 1o the Registration Statement on Form S-3, filed August 19, 1992).

*(c) Certificate of Amendment of Restated Certificate of Incorporation, dated May 20, 1994
(filed as Exhibit 3(d) to Form 10-K for the fiscal year ended December 31, 1994).

*(d) Certificate of Designation with respect to the $3.50 Cumulative Convertible Preferred
Stock (filed as Exhibit 3.1(c) to the Prospectus and Information Statement to Amendment No. 2 10
the Registration Statement on Form S-4, filed March 30, 1995).

*(e) Certificate of Increase of Authorized Number of Shares of Series A Junior Participating
Preferred Stock (filed as Exhibit 3([) 1o Form 10-K for the fiscal year ended December 31, 1995),

*(f) Rights Agreement, dated as of February 6, 1996, between Williams and First Chicago
Trust Compary of New York (filed as Exhibit 4 to Williams Form E-K, filed January 24, 1%96)

*(g) By-laws of Williams, as amended (filed, as amended, as Exhibit 3 to Form 10-Q for the
quarter ended Seplember 30, 1996),

Exhibit 4 —

*(a) Form of Senior Debt Indenture between the Company and Chase Manhattan Bank
(formerly Chemical Bank), Trustee, relating to the 100% Debentures, due 20207 the 9%
Debentures, due 2021; the 8%4% Notes, due 1998; Medium-Term Notes (B.505%-9.31% ), duc 1995

through 2001; the 7V4% Notes, due 1999, and the 8W% Debentures, due 2012 (filed as Exhibat 4.1 to
Form S-3 Registration Statement No. 33-33294, filed February 2, 1990).

*(b) Form of Subordinated Debt Indenture between the Company and Chase Manhattan Bank
(formerly Chemical Bank), Trustee, relating to 2.60% Quanerly Income Capital Securities, duc
2025 (filed as Exhibit 4.2 1o Form S-3 Registration Statement No. 13-60397, liled June 200, 1995)

(c) U.S, $1,000,000,000 Amended and Restated Credit Agreement, dated as of December 20,
1996, smong Williams and certain of its subsidiaries and the banks named therein and Citibank,
N.A., as agent,

Exhibit 10(iii) — Compensatory Plans and Management Contracts

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

*(b) Form of Employment Agreement, dated January 1, 1990, between Williams and certain
exccutive officers (filed as Exhibit 10(iii) (d) 1o Form 10-K for the year ended December 81, 1989

*{c) Form of The Williams Companies, In¢. Change in Control Protection Plan between
Williams and employees (filed as Exhibit 10(ii1) (e) to Form 10-K for the year ended December 3,
1989).

*(d) The Williams Companies, Inc. 1985 Stock Option Plan (filed as Eaxhibit A to Willuams'
Proay Statement, dated March 13, 1985).

*{e) The Williams Companies, Inc. 1988 Stock Option Plan for Non-Employee [directons
(filed as Exhibit A 10 Williams' Proxy Statement, dated March 14, 198%).

*(f) The Williams Companics, Inc. 1990 Siock Plan (filed as Exhibit A to Williams" Proxy
Statement, dated March 12, 1990)
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*(g) The Williams Companics, Inc, Stock Plan for Non-Officer Employces (fled as
Exhibit 10(iii) (g) to Form 10-K for the fiscal year ended December 31, 1995).

*(h) The Williams Companics, Inc. 1996 Stock Plan (illed as Exhibit A to Williams' Proxy
Statement, dated March 27, 1996).

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

*(j) Indemnification Agreement, effective as of August |, 1986, between Williams and
members of the Board of Directors and certain officers of Williams (filed as Exhibit 10(iii)(e) 1o
Form 10-K for the year ended December 31, 1986).

Exhibit 11 — Computation of Earnings Per Common and Common-equivalent Share

Exhibit 12— Computation of Ratio of Eamings to Combined Fixed Charges and Preferred Stock
Dividend Requirements.

Exhibit 20 — Definitive Proxy Statement of Williams for 1997 (as filed with the Commission on
March 26, 1997). -

Exhibit 21 — Subsidiaries of the registrani.

Exhibit 23 — Consent of Independent Auditors.

Exhibit 24 — Power of Attorney together with certified resolution.

Exhibit 27 — Financial Data Schedule.

Exhibit 27.1 — Restated Financial Data Schedule for the year ended December 31, 1995

(b) Reports on Form B-K.

On December 30, 1996, the Company filed a report on Form E-K to report the Company’s
distnbution of one share of Common Stock of the Company, $1 par value, for every two shares of
Common Stock outstanding on December 6, 1996, pursuant to a three-for-two stock split.

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

* Each such exhibit has heretofore been filed with the Securitics and Exchange Commission as part of the
filing indicated and is incorporated herein by reference.
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Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the
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THE WILLIAMS COMPANIES, INC.
FORM 10-K

PART 1

ltem 1. Husiness .
{a) General Development of Business

The Williams Companies, Inc. (the “Company" or “Williams™) was incorporated under the laws of the
State of Nevada in 1949 and was reincorporated under the laws of the State of Delaware in 1987, The
prncipal exccutive offices of the Company are located at One Williams Center, Tulsa, Okishoma 74172
(telephone (918) S88-2000). Unless the context otherwise requires, references to the “Company™ and
“Williams™ herein include The Williams Companies, Inc. and its subsidiaries.

On November 24, 1997, the Company announced that it had entered into a definitive merger agreement
1o acquire MAPCO Inc. (“MAPCO") in a stock-for-stock transaction based upon a fixed exchange ratio of
1.665 shares of the Company’s Common Stock and .555 associated preferred stock purchase nights (adjusted
to reflect the Company's two-for-on¢ stock split on December 29, 1997) for cach share of MAPCO Common
Stock and associated preferred stock purchase rights, The Company's and MAPCO's sharcholders approved
actions necessary 1o complete the transaction at special stockholder mectings on February 26, 1998, Sce Note
19 1o Notes to Consolidated Financial Statements. The Federal Trade Commission announced on March 27,
1998, that it would allow the parties to consummate the transaction, and the partics closed the transaction on
March 28, 1998,

MAPCO is a Tulsa, Oklahoma-based diversified enérgy company, Subsidiarics of MAPCO engage in the
transportation by pipeline of natural gas liquids (“NGLs"), anhydrous ammonia, crude oil, and refincd
petroleum products; the transportation by track and rail of NGLs and refined petroleum products; the refining
of crude oil; the marketing and trading of NGLs, refined petroleum products, and crude oil; NGL storage; and
the marketing of motor fuel and merchandise through convenience store operations. MAPCO's subsidiary.
Mid-America Pipeline Company, owns and operates 7,668 miles of pipeline and related pumping, metenng.
and storage facilities. Subsidiaries of MAPCO also own and operate two petroleum products refineries. one in
Alaska, which markets approximately 44,000 barrels of refined products per day in Alaska, Canada, and the
Puacific Rim, and one in Tennessee, which markets approxiruately 110,000 barrels of refined products per day
MAPCO’s subsidiary, Thermogas Company, is the fourth largest propane marketer in the United Stales and
sclls propanc in 18 states to more than 350,000 customers. Its MAPCO Express subsidiancs operate
approximately 230 convenience stores and travel centers primarily in Teanessee and Alaska. MAPCO alw
owns subsidiaries providing flcet operators with motor fuel and data management and providing encrgy-related
information services. MAPCO also holds equity investments in other businesses,

Maunagement believes the acquisition furthers its strategy of secking growth through strategic acquisitions
and alliances and that MAPCO's assets and operations complement the Company’s existing lines of business.
Following the acquisition, the Company will operate the MAPCO businesses through Williams Energy Group

On January S, 1998, the Company’s three-year non-compeic agreement resulling from the 1995 sale of
the network services operations of its telecommunications subsidiary expired, and the Company announced
plans 1o re-enter the long-distance telecommunications market as a provider of wholesale communications
services over an 18,000-mile network expected to be in operation by the beginning of 1999.

In April 1997, the Company merged its wholly owned subsidiary, Williams Telecommunications
Systems, Inc. with Nortel Communications Systems, Inc., which was a wholly owned subsidiary of Northern
Telecom, Inc. The Company holds a 70 percent interest in the newly formed entity, Willlams Communica-
tions Solutions, LLC. See Note 2 of Notes 1o Consolidated Financial Statements.

In January 1996, the Company acquired a 49.9 percent interest from its partner in Kern River Gas
Transmission Company giving the Company 99.9 percent ownership of this natural gas pipeline system. The
purchase price was $206 million. See Note 2 of Notes 1o Consolidated Financial Statements. The Company
acquired the remaining 0,1 percent interest in the partnership in February 1997, for $187.600.




(b) Financial Informstion About Industry Segments
Sec Pant 11, ltem 8 — Financial Statements and Supplementary Data.

(€) Marrative Description of Business

The Company, through subsidiarics, engages in the transportation and sale of natural gas and related
activities; natural gas gathering, processing, and treating activitics; the transportation and ferminaling of
petroleum products; hydrocarbon exploration and production activities; the production and marketing of
cthanol; and encrgy commodity marketing and trading and provides a varicty of other products and services,
including price risk management services, to the energy industry, The Company also engages in the
communications business. In 1997, the Company’s energy subsidiaries owned and operated: (i) five interstate
natural gas pipeline systems; (ii) natural gas production properties; (iii) natural gas gathering and processing
facilities; (iv) a common carrier petroleum products and crude ail pipeline system; (v) petroleum products
terminals; and (vi) ethanol production facilities. The Company’s communications subsidiaries offer (1) data-,
voice- and video-related products and services; (i) adventising distribution services; (ili) video services and
other multimedia scrvices for the broadcast industry; (iv) enhanced facsimile and audio- and videoconferenc-
ing services for businesses; (v) customer-premise voice and data equipment, including installation, mainte-
nance, and integration; and (vi) network integration and management services nationwide. The Company also
has investments in the equity of certain other companies.

Substantially all operations of Williams are conducted through subsidiaries, Williams performs manage-
menl, legal, financial, tax, consultative, administrative, and other scrvices for its subsidiaries. Williams'
principal sources of cash are from external financings, dividends and advances from its subsidiaries,
investments, payments by subsidianies for services rendered and interest payments from subsidiancs on cash
advances. The amount of dividends available to Williams from subsidiarics largely depends upon cach
subsidiary’s camings and operaling capital requirements, The terms of centain subsidiaries’ borrowing
arrangements limit the transfer of funds to the Company.

To achicve organizational and opcrating cfficiencies, the Company’s interstate natural gas pipelines are
grouped together under its wholly owned subsidiary, Williams Interstate Natural Gas Systems, Inc. Al other
operating companics are owned by Williams Holdings of Delaware, Inc.. a wholly-owned subsidiary of the
Company. The encrgy operations of Williams Holdings of Delaware, Inc. are grouped into a wholly-owned
subsidiary, Williams Encrgy Group, and its communications operations are grouped into a wholly-owned
subsidiary, Williams Communications Group, Inc. ltem 1 of this report is formatted 1o reflect this structure.

WILLIAMS INTERSTATE NATURAL GAS SYSTEMS, INC.

The Campany's interstale natural gas pipeline group, comprised of Williams Interstate Natural Gas
Systems, Inc. and its subsidiarics, owns and operates a combined total of approximately 27,000 miles of
pipelines with a total annual throughput of approximately 3,700 TBiu® of natural gas and peak-day delivery
capacity of approximaicly 15 Bef of natural gas. The interstate natural gas pipeline group consists of
Transcontinental Gas Pipe Line Corporation, Northwest Pipeline Corporation, Kern River Gas Transmission
Company, Texas Gas Transmission Corporation and Williams Gas Pipelines Central, Inc. The pipeline group
also holds minonty interests in joint venture interstate natural gas pipeline systems. The Company acquired
Transcontincntal Gas Pipe Line Corporation and Texas Gas Transmission Corporation in 1995, For the
accounting treatment of the acquisition, see Note 2 of Notes 1o Consolidated Financial Statements, As noted
above, the Company acquired an additional 49,9 percent interest in Kern River Gas Transmission Company in
January 1996 and the remaining 0.1 percent interest in February 1997

* The term "Mcl™ mesns thousand cuble feet, “MMcl™ means million cubse feet and “Bol™ means billion cubic foe! Al sodumes of
naturel ax are stated ot @ pressure base of 14.7) pounds per square inch absoluie a1 60 degroes Fahrenbeit. The term “Bio”™ means
British Thermal Unit, “MMBtu™ means ane million British Thermal Units and “TBiu™ means one trillion British Thermal Unbts. The
term “[ih" means dekatherm. The term “Mbbl™ mesns one thoussnd banels. The term “GWh™ means piganait hour
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In 1997, the Company’s gas pipeline group began the process of combining certain administrative
functions, such as human resources, information services, technical services, and finance, of its operating
companies in an effort 1o lower costs and increase effectiveness. In addition. the Company combined the
management teams of two of the operuting companies, Northwest Pipeline C orporation and Kern River Gas
Transmission Company, in 1997. Also in 1997, the senior vice president and general manager of Teas Gas
Transmission Corporation assumed additional responsibilities as senior vice president and general manager of
Williams Gas Pipelines Central, Inc. The Company made these management changes fo increase the
organizational cfficiency of its natural gas pipeline group; however, each of these operating companies
continues to operate as a separate legal entity, The Company’s gas pipeline subsidianies employ approximately
3,600 employees.

The interstate natural gas pipeline group's transmission and storage activities are subject 1o regulation by
the Federal Energy Regulatory Commission (“FERC”™) under the Natural Gas Act of 1938 (“Natural Gas
Act”) and under the Natural Gas Policy Act of 1978 ("NGPA™), and, as such, their rates and charges for the
transportation of natural gas in interitate commerce, the extension, enlargement or abandonment of
jurisdictional facilities, and accounting, among other things, are subject to regr'=tion. Each pipeline holds
certificates of public convenlence und necessity issued by FERC authorizing ownership and operation of all
pipelines, facilitics and propertics considered jurisdictional for which certificates are required under the
Natural Gas Act. Each pipeline is also subject 10 the Natural Gas Pipeline Safety Act of 1968, s amended by
Title 1 of the Pipeline Safety Act of 1979, which regulates salety requirements in the design, construction,
operation and mainienance of interstate gas transmission facilitics.

A business description of each company in the interstate naturai gas pipeline group follows.

TRANSCONTINENTAL GAS PIPE LINE CORPORATION (Transco)

Transco is an interstate natural gas transmission company that owns a 10,500-mile natural gas pipeline
system extending from Texas, Louisiana, Mississippi and the offshore Gulf of Mexico through the states of
Alabama, Georgia, South Carolina, North Carolina, Virginia, Maryland, Peansylvania, and New Jersey 10 the
New York City metropolitan area. The system serves customens in Texas and cleven southeast and Atlantc
seaboard states, including major metropolitan arcas in Georgia, North Carolina, New York, New Jersey and
Pennsylvania. Effective May 1, 1995, Trunsco transferred the operation of certain production area facilities 1o
Williams Field Services Group, Inc., an aflilicied company.

Pipeline System and Customers

At December 31, 1997, Transco's system had a mainline delivery capacity of approximatcly 3.8 Bef of gas
per day from production areas to its primary markets. Using its Leidy Line and market-arca storage capacily,
Transco can deliver an additional 2.9 Bef of gas per day for u system-wide delivery capacity totl of
approximately 6.7 Bef of gas per day. Excluding the production area facilities operated by Williams Ficld
Services Group, Inc., Transco's system is composed of approximately 7,300 miles of mainline and branch
transmission pipelines. 39 compressor stations and six storage locations. Compression facilitics at a sca level-
ruted capacity total approximately 1.3 million horsepower.

Transco’s major gas transportation customers are public utilitics and municipalities that provide service 1o
residential, commercial, industrial and electric gencration end users. Shippers on Transco's pipeline system
include public wtilities, municipalitics, intrastate pipeiines, dircct indusinal usem, clecincal generators,
marketers and producers. Transco's largest customer in 1997 accounted for approximately 12 percent of
Transco’s total operating revenues. No other customer accounied for more than 10 percent of total operating
revenues in 1997, Transco's firm transportation agreements arc gencrally long-term agreements with vanous
expiration dates and account for the major portion of Transco's business. Additionally, Transco olfers
interruptible transporiation services under shorler lerm agreements.

Transco has natural gas storage capacity in five underground storage fields located on or near ity pincline
system and/or market arcas and operates three of these storage fickds and a liquefied natural gas (LNG)
storuge facility. The total top gas storage capacity available to Transco and its customers in such storage lields
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and LNG facility is approximately 216 Bef of gas. Storage capacity permits Transco’s customers 1o inject gas
into storage during the summer and off-peak periods for delivery during peak winter demand periods.

Expansion Profects

In February 1997, Pinc Needle LNG Company, LLC, which is owned by Transco and several of its
major customers, commenced construction of an LNG storage project in Guilford County, North Carolina.
The project will have 4 Bef of storage capacity and 400 MMcf per day of withdrawal capacity, and is expected
10 be placed inlo service on or about May 1, 1999. The project is estimated to cost approximately $107 million.
Transco will operate the facility and have a 35 percent ownership interest. Transco expects 1o make equity
investments of approximately $19 million in this project.

In March 1997, Transco announced its MarketLink Expansion Project. MarkeiLink will expand
Transco'’s Leidy Line and market-arca mainline facilities, providing the final transportation link for several
pipeline projects designed to transport Canadian and Rocky Mountain gas supplies to castern markets. The
total cost and capacity of the project, which is targeted to be in service for the 1999-2000 winter heating
scason, will be determined based on markel subscriptions. Transco plans to file for FERC approval of the
project during the first quarter of 1998.

In March 1997, Independence Pipeline Company filed with FERC an application, which was amended in
December 1997, for approval to construct and operale a pipeline consisting of approximately 400 miles ol 16-
inch diameter pipe from ANR Pipeline Company's existing compressor station at Defiance, Ohio 1o Trunsco's
facilitics at Leidy, Pennsylvania. Indcpendence will provide approximately 916 MMcl per day of firm gas
transportation capacity and is expecied 1o be in service in the 1999-2000 time frame. The estimated cost of the
project is $678 million, and Transco's equity contributions will be approximately $68 million based on s
expected one-third ownership interest in the project.

In April 1997, Transco withdrew its FERC certificate application for the Scaboard Expansion Project and
filed an application with the FERC for the Pocono Expansion Project, which was completed and placed into
service in November 1997, Pocono added 35 MMecf per day of firm gas transportation capacity on Transco's
Leidy Line in Pennsylvania. The cost of the expansion is approximately $10 million.

In August 1997, FERC issued o cenificate authorizing Transco 1o expand its existing Maiden Lateral 1o
Piedmont Natural Gas Company, Inc. in Lincoln and Catawba Counties, North Carolina. The project
facilitics include approximately 18 miles of 16-inch pipeline loop and an expansion of Transco’s existing
Lowesville Meter Station. The project was placed into service in November 1997, The cost for the facilities is
approximately $13 million.

In November 1997, Transco completed and placed into service the SunBelt Expansion Project. This
project added approximately 146 MMecl per day of firm gas transportation capacity to markets in Georgia,
South Carolina, and North Carolina. The total cost of the expansion was approximately $85 million, of which
$61 million was expended in 1997,

In November 1997, the North Caroling Utilities Commission issued an order approving the Cardinal
Pipeline System Project. Wholly owned subsidianes of Transco and three of its North Carolina customens will
own the pipeline, which will involve the acquisition of the existing 317-mile Cardinal pipcline in North Carclina
and construction of an approximately 67-mile extension of the pipeline to new inlerconnections near Clayton
County, North Carolina. This projeet will provide 140 MMel per duy of additional firm gas transportalion
capucity 10 North Carolina markets and is eapecied 1o be pluced into service by the end of 1999. A wholly
owncd subsidiary of Transco will operate the pipeline and have a 45 percent ownership interest in the project.
Transco expects to make eguity investments of approximately $22 million in this project, of which
approximately $900,000 was invested during 1997.

In December 1997, Transco and AGL Resources Inc. (AGL) formed Cumberland Gas Pipeline
Company. Under this project, existing pipeline facilitics of Transco and AGL will be expanded northward into
Tenncssce, establishing a 135-mile pipeline that is expected to provide firm transporiation capacity to markets
in Georgia and Tennessee by the 2000-2001 winter heating season. The project is expected to be submitied for
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FERC approval in the third quarter of 1998. Transco will operate the pipeline facilitics and have a 50 percent
ownership interest. Transco estimates that the total cost of this project will be up 1o $115 million, and expects
to make equity investments of up to $29 million. To complement the Cumberland project, Transco will affer
additional pipeline capacity from the terminus of its existing Mobile Bay Lateral in Choctaw County,
Alabama, 1o its interconnect with Cumberiand at Transco's Station 125 in Walton County, Georgia, at a cost
of up 10 $120 million.

In January 1998, the FERC approved the Mobile Bay Lateral Expansion Project, an cxpansion of
Transco's existing 123-mile Mobile Bay Lateral. The project is expected 1o provide new firm transportation
capacity of 350 MMcf of gas per day from the outer continental shell to Transco’s Station 82 and increase
capacity on the existing onshore lateral from 520 MMcf of gas per day 1o 784 MMecf of gas per day. The
project is targeted to be placed into service in two phases during 1998 at a cost of approximaicly $120 million,
of which approximately $36 million was invested during 1997.

In January 1998, FERC approved the 1998 Cherokee Expansion Project, an incremental expansion of
Transco's pipeline system in its southern market arca which will provide approximately 84 MMef of gas per
day of new firm gas transportation capacity on Transco's sysiem by a proposed in-service dale of November 1,
1998. The estimated cost for this project is $68 million, of which $9.3 million was invested during 1%97.

In January 1998, Transco and Duke Energy Corporation ansounced plans to form a joint venture to
develop a new natural gas pipeline project into New York City. The projeet, called the Cross Bay Pipeline, will
combine Duke's previously announced Excelsior™ project with the existing Long Beach delivery facilitics on
Transco's system into a new integrated delivery pipeline, The project will provide up to 700 MMcf of gas per
day on a phased-in basis, with the in-service dale of the initial phase being targeted for 1999.

Operating Statistics. The following table summarizes transportation data for the periods indicated,
including the portion of 1995 during which the Company did not own Transco (in TBius):

1997 199 1994
System Deliveries (TBitu)
Market-area deliveries:
Long-haul transportation . . ........covvueene D R 9402 9489 BSE.4
Market-arca transportation ... ........coveveiiacnasans 438.9 424.1 467.3
Total market-area deliveries ... . ................ . 1,319 1.377.0 1,325
Production-area transporiation ..........ccovneeeeroozans 186.8 2100 165.9
Total system deliveries ..........c.cciiiiviiiiinias 15659  1,587.0 14916
Average Daily Transportation Volumes. .............. ... ... 41 4.1 4.1
Average Daily Firm Reserved Capacity .................. ... 5.5 52 52

NORTHWEST PIPELINE CORPORATION (Northwest Pipeline)

Northwest Pipeline is an interstate natural gas transmission company that owns and operates a pipeline
system for the mainline transmission of natural gas exiending from the San Juan Basin in northwestern New
Mexico and southwestern Colorado through Colorado, Utah, Wyoming, Idaho, Oregon and Washington to a
point on the Canadian border near Sumas, Washington. Northwest Pipeline provides services for markets in
California, New Mexico, Colorado, Utah, Nevada, Wyoming, ldaho, Oregon and Washington, dircctly or
indirectly through interconnections with other pipelines.

Pipeline System and Customers

At December 31, 1997, Northwest Pipeline's system, having an aggregale mainline deliverability of
approximately 2.5 Bef of gas per day, was composed of approximately 3,900 miles of mainline and branch
transmission pipclines and 40 mainline compressor stations with a combined capacity of approximately
307,000 horsepower.




In 1997, Northwest Pipeline transported natural gas for a total of 153 customers. Transporiation
customers include distribution companics, municipalitics, intersiate and intrastate pipelines, gas marketers and
direct industrial users. The five lurgest customers of Northwest Pipeline in 1997 accounted for approximately
I7 percent, 16,9 percent, 11.8 percent, 10.6 percent and 10.4 percent, respectively, of its total operating
revenucs. No other customer accounted for more than 10 percent of total operating revenues. Northwesi
Pipcline’s firm transportation agreements are gencrally long-term agreements with various expiration dates
ard account for the major portion of Northwest Pipeline’s business. Additionally, Northwest Pipeline wifers
interruptible transportation service under agreements that are generally short term.

Ax a part of its transportation scrvices, Northwest Pipeline utilizes underground storage facilities in Utah
and Washington enabling it to balance daily receipts and deliveries. Northwest Pipeline also owns and operates
a liquefied natural gas storage facility ir Washington that provides a needle-peaking service for the system.
These storage facilities have an aggregate delivery capacity of approximately 973 MMcf of gas per day.

Operating Statistics. The following table summarizes transportation data for the periods indicated
{in TBtus):

197 e s

Transportatieon VOIMMEE . . sl qisa s iesnrorsns stretsetnsersbrensnsesns 714 E 820
Average Daily Transportation Volumes ... ...............oooiiinn.. 20 2.3 2.3
Average Daily Firm Reserved Capacity .........o.oooviiiiiiniiiin 25 25 24

Transportation volumes declined from 1996 to 1997 as a result of Northwest Pipeline’s sale in late 1996 of
a majonty of its South End Facilities.

KERN RIVER GAS TRANSMISSION COMPANY (Kern River)

Kemn River is an interstate natural gas trunsmission company that owns and operates 4 natural gas
pipeline system extending from Wyoming through Utah and Nevada to California. Kern River had been
jointly owned and operuted by Williams Western Pipeline Company, a subsidiary of the Company, and
subsidiary of an unaffiliasted company, As previously indicated, the Company acquired an additional
49.9 percent interest in Kem River in January 19J6. See Note 2 of Notes to Consolidated Financial
Statements. In February 1997, the Company acquired the remaining 0.1 percent interest in Kern River. The
transmission system, which commenced operations in February 1992 following completion of construction,
delivers natural gas primarily to the enhanced oil recovery ficlds in southern California. The system also
transports natural gas for utilities, municipalitics and industries in California, Nevada and Utah,

Pipeline System and Customers

As of December 31, 1997, Kern River's pipcline system was composed of approximately 705 miles of
mainline and branch transmission pipelines and five compressor stations having an aggregate mainline delivery
capacity of 700 MMcf of gas per day. The pipelinc system interconnects with the pipeline facilities of another
pipeline company at Daggett, California. From the point of interconnection, Kern River and the other pipeline
company have a common 219-mile pipeline which is owned 63.6 percent by Kem River and 36.4 percent by
the other pipeline company, as tenunts in common, and is designed to accommodate the combined throughput
of both systems. This common facility has a capacity of 1.1 Bef of gas per day.

Kem River transports gas for others under firm long-ierm transportation contracts totuling 694 MMef of
gas per day. In 1997, Kern River transported natural gas for customers in California. Nevada, and Urah, Gas
wits transporied lor relnjection as o parl of enhanced oil recovery in Kern County, California, and for locul
distribution customers, clectric utilities, cogencration projects, and commercial and other industrial customers.
The four largest customers of Kemn River in 1997 accounted for approximately 16 percent, 14 percent, 12
percent, and 10 percent, respectively, of its tolal operating revenues. Three of these customers serve the
enhanced oll recovery fields. No other customer accounted for more than 10 percent of total operating
revenues in 1997,




Kern River has exccuted a seasonal firm transportation contract to deliver natural gas into the Las Vegas,
MNevada, market area during the winter months. Kern River began deliveries of approximately 10 MMcf of gas
per day during 1997 and expects to escalate such deliveries to 40 MMcf of gas per day on a scasonal basis by
1999, :

Operaiing Statistics. The following table summarizes transportation data for the periods indicated,
includ'ng periods during which the Company owned less than 100 percent of Kemn Kiver (in TBius):
1997 199 1994

Transportation Volumes., . 520 e vtitiasodasnisrsnsnsssssnadsindvedaes 285 'I_ST 286
Average Daily Transportation Volumes ... .......covvvvuiiivoniianiiias J8 11 .1
Average Daily Firm Reserved Capacity........ooviiveiviiiiiininiinies J3 40 m

TEXAS GAS TRANSMISSION CORPORATION (TXG)

TXG is an interstale natural gas transmission company that owns and operates a natural gas pipeline
system originating in the Louisiana Gulf Coast area and in cast Texas and running generally north and cast
through Louisiana, Arkansas, Mississippi, Tennessee, Kentucky, Indiana and into Ohio, with smaller diameter
lines extending into Illinois. TXG's direct market area encompasses cight states in the South and Midwest,
and includes the Memphis, Tennessee; Louisville, Kentucky; Cincinnati and Dayton, Ohio; and Indianapolis,
Indiana, metropolitan areas. TXG also has indirect market access to the Northeust through interconnections
with unafliliated pipelines.

Pipeline System and Customers

At December 31, 1997, TXG's system, having a mainline delivery capacity of approximately 28 Bef of
gas per day, was composed of approximately 6,000 miles of mainline and branch transmission pipelines and
32 compressor stations having a sea level-rated capacity totaling approximately 549,000 horsepower.

In 1997, TXG transported gas to customers in Louisiana, Arkansas, Mississippi, Tenncssee, Kentucky,
Indiana, 1llinois, and Ohio and 1o customers in the Northeast served indirectly by TXG. TXG transporied gas
for 110 distnbution companies and municipalities for resale 1o residential, commercial and industrial users
TXG provided transportation services 1o approximately 20 industrial customers located along the system. At
December 31, 1997, TXG had transportation contr-cts with approximately 588 shippers. Transportation
shippers include distribution companies, municipalities, intrastate pipelines, direct industrial users, electnical
generators, marketers and producers. The largest customer of TXG in 1997 accounted for approximately
12.4 percent of its total opsrating revenues, No other customer accounted for more than 10 percent of total
operating revenues during 1997, TXG's firm transportation and storuge agreements arc generally long-term
agreements with various expiration dates and account for the major portion of TXG's business, Additionally,
TXG offers interruptible transportation and storage services under agreements that are gencrally short-term.

TXG owns und operites nutural gas stornge reservoirs in 10 underground storage ficlds located on or near
its pipcline system and/or markel arcas. The storage capacity of TXG's certificated storage helds is
approximately 177 Bef of gas. TXG's storage gas is used in part (0 meel operational balancing nceds on its
system, in part 1o meet the requirements of TXG's firm and interruptible storage customers, and in part to
meel the requirements of TXG's “no-notice™ transportation service, which allows TXG's customers 10
temporarily draw from TXG's storuge gas 1o be repaid in-kind during the following summer season. A large
portion of the gas delivered by TXG to its market arca is Jsed for space heating. resuliing in substantially
higher daily requirements during winter months.

Operating Statistics. The following table summurizes total system transportation volumes lor the periods
indicated, including the portion of 1995 during which the Company did not own TXG (in TBius):

197 199 194

TraneportR N W OlUDIEE o s vviov o m s vive s s b bs g b o s s aies baas 7136 7945 6931
Average Daily Transportation Volumes .. ................c..oooienn. 2.1 22 19
Avernge Daily Firm Reserved Capagity . .....ooooiiiiiaiiiniiiiia 2.2 2.1 20




WILLIAMS GAS PIPELINES CENTRAL, INC, (Central)

Central, formerly known as Williams Natural Gas Company, is an interstate natural gas transmission
company that owns and operates a matural gas pipeline system localed in Colorado, Kansas, Missouri,
Nebraska, Oklahoma, Texas, and Wyoming. The system scrves customers in seven states, including major
metropolitan arcas of Kansas and Missouri, its chicl market arcas.

Pipeline System and Customers

Al December 31, 1997, Cﬂuﬂ'lrml:m. having a mainline delivery capacily of approximately 2.2 Bel of
gas per day, was composed of approximately 6,000 miles of mainline and branch transmission and storuge
pipelines and 42 compressor stations having a sca level-rated capacity totaling approximately 218,000
horsepower.

In 1997, Central transporied gas to customers in Colorado, Kansas, Missouri, Nebraska, Oklahoma,
Texas, and Wyoming. Gas was trangported for 70 distribution companics and municipalitics for resale 1o
residential, commercial and industrial users in approximately 530 citics and towns. Transportation services
were provided to approximately 303 industrial customers, federal and state institutions and agncultural
processing plants located principally in Kansas, Missouri and Oklahoma. At December 31, 1997, Central had
transportation contracts with mpproximately 201 shippers. Transportation shippers included distribution
companics, municipalitics, intrastate pipelincs, direct industrial users, clectrical gencrators, markciers and
producers.

In 1997, approximately 68 percent (approximately 34 percent each) of total operating revenues were
gencrated from gas transportation services (o Central’s iwo largest customers, Kansas Gas Service Company, a
division of Oncok, Inc., formerly Western Resources, Inc,, and Missouni Gas Energy Company. Kansas Gas
Service Company sclls or resells gas to residential, commercial and industrial customers principally in certain
major metropolitan arcas of Kansas, Missoun Gas Energy sclls or resells gas o residential, commercial and
industrial customers principally in certain major metropolitan arcas of Missouri. No other customer accounted
for more than 10 percent of operating revenues during 1997.

In 1997, Ceniral reached agreement with its two major customers to renew a major portion of their firm
capacity that was to expire under then-existing contracts. The majority of the new contracts have terms
ranging from four 1o five years. Central's remaining firm transportation agreements have various expiration
dates ranging from one year to twenty years, with the majority expiring in three 1o cight years. Additionally,
Central offers interruptible transportation services under agreements that are generally short term.

Central operates nine underground storage ficlds with an aggregale working gas storage capacity of
upproximately 43 Bef and an aggregate delivery capacity of approximately 1.2 Bef of gas per day. Central’s
customers inject gas in these ficlds when demand is low and withdraw it to supply their peak requirements.
Dwuring periods of peak demand, approximately two-thirds of the firm gas delivered to customers is supplied
from these storage ficlds. Storage capacity cnables the system to operate more uniformly and efficiently during
the year.

During 1997, Central completed four expansion projects which resulted in additional firm transportation
contracts totaling over 71,000 Dth per day.

Operating Statistics. The following 1able summanzes transportation data for the periods indicated

{in TBuus):
i s

Transportation Volumes .. .....ocoiiiiiiicianiiianniiiinin.. M 4] 134
Average Daily Tran S i e T Y Y 9 9 9
Average Daily Firm Reserved Capacity . ........... ..o o0 2. 1.9 20

Regulatory Matiers

In 1992, FERC issued Order 636, which required interstate pipeline companies to restructure their tanils
to climinate traditional on-system sales services. In addition, the Order required implementation of various




changes in forms of service, including unbundling of gathenng. transmission and storage services, lerms and
conditions of service; rate design; gas supply rcalignment cost recovery, and other major rate and tunill
revisions. Kern River implemented its restructuring on August 1, 1993, Central implemented its restructunng
on October 1. 1993; and Transco, Northwest Pipeline and TXG implemented thenr restructunngs on
November 1, 1993, Certain aspects of three pipeline companies’ Order 636 restructunngs are under appeal

Each interstate natural gas pipeline has vanous regulatory proceedings pending. Rates are established
primarily through FERC's ratemaking process. Key determinanis in the ralemaking provess are (1) costs of
providing service, including depreciation rates, (2) allowed rate of retumn, including the equity component of
the capital structure, and (3) volume throughput assumptions. FERC determines the allowed rate of return in
cach rate case. Rate design and the allocation of costs between the demand and commodity rates also impact
profitability. As a result of such proceedings, the pipeline companics have collected a portion of their revenues
subject 1o refund. See Note 13 of Notes 1o Consolidated Financial Statements for the amount of revenues
reserved for potential refund as of December 31, 1997,

Each of the interstate natural gas pipeline companies that were formerly gas supply merchants has
undertaken the reformation of its respective gas supply contracts, None of the pipelings have any significant
pending supplier take-or-pay, ratable-take or minimum-take claims. Central has an accrucd labiliy recorded
of $94 million for its estimated remaining contract reformation and gas supply realignment costs under
Order 636, These contracts are presently subject 1o certain FERC proceedings. For information on
outstanding issues with respect to contract reformation, gas purchase deficiencies and related regulatory issucs.
sce Note 18 of Notes to Consolidated Financial Statements.

Competition

FERC continues to regulate cach of the Company's interstate natural gas pipeline companies pursuant to
the Natural Gas Act and the NGPA. However, competition for natural gas transportation has intensified in
recent years due 1o customer access to other pipelines, rate competitiveness among pipelines, customers’ desire
to have more than one transporter and regulatory developments. FERC's stated purpose for implementing
Order 636 was lo improve the competitive structure of the natural gas pipeline industry. Fulure utilization of
pipeline capacity will depend on competition from other pipelines, use of alternative fuels, the general level of
natural gas demand and weather conditions. Electricity and distillate fuel oil are priniary competitive forms of
encrgy for residential and commercial markets. Coal and residual fucl oil compete for industrial and electric
generation markets. Nuclear and hydrocle :iric power and power purchased from grid arrangements among
clectric utilitics also compete with gas-fired power generation in certain markets.

As mentioned, when restructured tariffs became effective under Order 636, all suppliers of natural gas
were able to compete for any gas markets capable of being served by the pipelines using nondiscriminatony
transportation services provided by the pipelines. As the Order 616 regulated environment has matured, many
pipelines have faced reduced levels of subscribed capacity as contractual terms expire and customers opt to
reduce firm capacity under contract in favor of alternative sources of transmission and related scrvices. This
situation, known in the industry as “capacity turnback.” is forcing the pipelines to evaluate the consequences
of major demand reductions in traditional long-term contracts. 1t could also result in signiticant shifts in
system utilization, and possible rcalignment of cost structure for remaining customers since all interstate
natural gas pipeline companies continue to charge rates approved by FERC on a cost of service basi

The Company is aware that several state jurisdictions have been involved in implementing changes
similar to the changes that have occurred at the federal level under Order 636 Such activity, Trequently
referred to as “LDC unbundling,” has been most pronounced in the states of New York, New Jeney, Georgia,
and Pennsylvania. New York and New Jermey began establishing LDC unbundling regulations in 1995 and
continué to develop regulations regarding LDC unbundling. Georgia enacted an LDC unbundling program in
1907, Pennsylvania is currently considering LDC unbundling and may enact such legislation in 1998 In
addition, Maryland and Delaware currently have pilot unbundling programs for industrial, commercial. and




residential end-users. Managemeni expects these regulations o encourage greater competition in the natural
gas marketplace.

Ownership of Property

Each of the Company's interstate natural gas pipeline subsidiaries gencrally owns its facilities in fee.
However, a substantial portion of each pipeline’s facilities is constructed and maintained pursuant to rights-of-
way, easements, permits, licenscs or consents on and across properties owned by others. Compressor stations,
with appurtenant facilitics, are located in whole or in part either on lands owned or on sites held under leases
or permits issued or approved by public authorities. The storage facilities are either owned or contracted under
long-term leases or casements,

Environmental Matters

Each interstate natural gas pipeline is subject to the National Environmental Policy Act und federal, state

and local laws and rcgulations relating 1o environmental quality control. Management belicves that, with

1o any capital expenditures and operation and mainlenance expenscs required 1o meet applicable

environmental standards and regulations, FERC would grant the requisite rate relief so that, for the most part,

the pipeline subsidiarics could recover such expenditures in their rates, For this reason, management belicves

that compliance with applicable environmental requirements by the interstate pipelines is not likely to have 4
material effect upon the Company's edamings or competitive position.

For a discussion of specific environmental issues involving the interstate pipelines, including =stimuated
cleanup costs associated with certain pipeline activities, see “Environmental” under Management’s Discussion
and Analysis of Financial Condition and Results of Operations and *Environmental Matters” in Note 18 of
Notes to Consolidated Financial Statements.

WILLIAMS HOLDINGS OF DELAWARE, INC. (Williams Holdings)

Williams Holdings' encrgy subsidiarics are engaged in exploration and production; nutural gas gathering,
processing and treating activities; petroleum products transportation and terminaling: ethanol production and
marketing: and energy commodity marketing and trading and price risk management and cnergy finance
scrvices. In addition, these subsidiaries prot ide a variety of other products and services to the encrgy industry.
Williams Holdings" communications subsidiaries offer data-, voice-, and video-related products and services
and customer premise voice and data equipment, including installation, maintenance, and integration,
nationwide. Williams Holdings also has certain other equity investments.

WILLIAMS ENERGY GROUP (Willlams Energy)

In 1996, Williams Holdings reorganized its encrgy operations under a newly created, wholly owned
subsidiary, Williams Energy Group, and began reporting such operations for financial reporting purposes on
this basis in the fourth quarter of 1996,

Williams Energy is comprised of four major business units: Exploration and Production, Ficld Services.
Petroleum Services and Energy Marketing and Trading. Through its business units, Williams Encrgy engages
in encrgy production and exploration activities; natural gas gathenng, processing. and treating: petroleum
liquids transportation and terminal services; ethanol nroduction; and energy commodity marketing and trading.

Williams Energy, through its subsidiaries, owns 600 Bef of proved natural gas reserves located primarily
in the San Juan Basin of Colorado and New Mexico and owns or operates approvimately 11000 miles of
pathering pipelines (including certain gathening lines owned by an affiliate but operated by Field Services),
10 gas trealing plants, 10 gas processing plants, 53 petroleum products terminals, and approximatcly
9,100 miles of liquids pipcline. Physical and notional volumes marketed and traded by Willlams Energy's
Encrgy Marketing and Trading unit approximated 11,018 TBtu equivalents in 1997 In support of its power
marketing activities, Williams Energy acquired a cogeneration plant in Hazleton, Pennsylvania, i 1997 and
also owns a cogeneration plant in northwestern New Mexico. These facilitics add approximately 113
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megawatts of capacity to its portfolio. Williams Encrgy, through its subsidiarics, employs approximately 2,800
employees.

Revenues and operating profit for Williams Encrgy by business unit are reported in Note 4 of Notes 1o
Consolidated Financial Statements hercin,

A business description of cach of Williams Energy’s business units follows,

EXPLORATION AND PRODUCTION

Williams Energy, through its wholly owned subsidiary Williams Production Company (Williams
Production), owns and operates producing natural gas leaschold properties in the United States. In addition,
Williams Production is actively exploring for oil and gas,

Oil and gas properties, Exploration and production properties are located primanily in the Rocky
Mountains and Gull Coast areas. Rocky Mountain properties are located in the San Juan Basin in New
Mexico and Colorado, in Wyoming, and in Utah, Gulf Coast properties include North Loussiana, the Houma
Embayment and Transition Zonc in Southern Louisiana, Pinnacle Reef play in East Texas, Sligo and Wilcox
trends in South Texas, and offshore Gulll of Mexico.

Gas Reserves. As of December 31, 1997, 1996, and 1995, Williams Production had proved developed
natural gas reserves of 362 Bel, 323 Bef, and 292 Bel, respectively, and proved undeveloped reserves of
238 Bef, 208 Bef, and 222 Bef, respectively. O Williams Production’s total proved reserves, K9 percent are
located in the San Juan Basin of Colorado and New Mexico. No major discovery or other favorable or adverse
event has caused a significant change in estimated gas reserves since year end.

Customers and Operations, As of December 31, 1997, the gross and net developed leaschold acres owned
by Williams Production totaled 268,331 and 115,728 respectively, and the gross und net undeveloped acres
owned were 447 458 and 121,351 respectively. As of such date, Williams Production owned interests in 3,111
gross producing wells (558 net) on its leaschold lands. The following tables summarize drilling activity for the
peniods indicated:

199 Well Grow  Net
Development

DR i s v s vk ik s e sies: | 198 20
Completed ... ...oiviissiirnrsarrsnisens S TS 2.6
Exploration

Drilled ... ... ... - . - 12 a0
Completed............. S . < . 4 2k
Compleied " ~
L S . |} 35
| Ty Y - " - b I
Ly e hl 12

The majority of Williams Production’s gas production is currently being sold in the spol market at market
prices. Total net production sold during 1997, 1996, and 1995 was 37.1 Bef, 31,0 Bel, and Y00 Bel,
respectively. The average production costs, including production taxes, per Mcf of gas produced were $.42,
§.2), and 5.2}, in 1997, 1996, and 1995, respectively. The average wellhead sales price per Mol was $1.62,
$.98, and $.8E, respectively, for the same periods. Net production sold and average production costs for 1996
and 1995 have been restated to include net profits volumes not previously reported.

In 1993, Williams Production conveyed a net profits inlerest in certain of its properties 1o the Williams
Coal Seam Gas Royalty Trust. Willinms subsequently sold Trust Units to the public in an underwritien public
offering. Williams Holdings owns 1,568,791 Trust Units representing 36,8 percent of outstanding Units
Substantially all of the production attributable 1o the properties conveyed to the Trust was from the Fruitland




coal formation and constituted coal scam gas. Production information reported hercin includes Williams
Production’s interest in such Units.

FIFLD SERVICES

Williams Energy, through Williams Field Services Group, Inc. and its subsidianies (Field Services ), owns
and operates natural gas gathering, processing, and treating facilities located in northwestern New Mexico,
southwestern Colorado, southwestern Wyoming, northwestern Oklahoma, southwestern Kansas, and also in
arcas offshore and onshore in Texas and Louisiana. Field Services also operates gathering facilities that are
owned by Transco, an affiliated company, and that are currently regulated by the FERC. In Februany 1996,
Field Services and Transco filed applications with FERC to spindown all of Transco's gathering facilitics to
Ficld Services. FERC subsequently denied the request in September 1996, Field Services and Transco sought
rehearing in October 1996, In August 1997, Field Services and Transco filed a sccond request for expedited
treatment of the rehearing request. FERC has yet to rule on this request for reheaning.

Expansion Projects. Field Services continued to expand its operations in the gull coast region during
1997 primarily through the Mobile Bay Project. During the year, Field Services obtained a lile-of-reserves
commitment from SOCO Offshore 1o anchor the construction of the Field Services™ facilities required 10
gather and process near the Outer Continental Shell. These committed reserves along with cxisting production
from the Mobile Bay area will more than adequately supply this plant, scheduled 10 begin operations in early
1999. In addition, Ficld Services has acquired the remaining 50 percent interest in the 500 MMcfd Cameron
Meadows processing plani in south Texas, has reached an agreement to partner in a 200 MMcfd processing
plant in Louisiana, and finalized construction plans for a deep water gathering line to Green Canyon Federal
Block 205 off Transco’s Southeast Louislana gathering system where planned capacity s expected to reach
90 MMcfd in the fourth quarter of 1998,

Customers and Operations. Facilities owned and/or operated by Field Services consist of approximately
11,000 miles of gathering pipelines (including certain gathering lines owned by an affiliate but operated by
Field Services), 10 gas treating plants and 10 gas processing plants (one of which is partially owned) The
aggregate daily inlet capacity is approximately 7.9 Bef for the gathering systems and 6.7 Bl of gas for the gas
processing, treating, and dehydration facilitics. Gathering and processing customers have direct access 1o
interstate pipelines, including affilinted pipe'ines, which provide access to multiple markets.

During 1997, Ficld Services gathered natural gas for 296 customers. The largest gathenng customer
accounted for approximately 17 percent of total gathered volumes. During 1997, Field Services processed
natural gas for a total of 130 customers. The largest customer accounted lor approximately 24 percent of 1otal
processed volumes. No other customer accounted for more than 10 percent of gathered or processed volumes.
Field Services’ gathering and processing agreements with large customers are generally long-term agreements
with various expiration dates. These long-term agreements account for the majonty of the gas gathered and
processed by Field Services.

Operating Stavistics. The following table summanzes gathering, processing, and natural gas liquid sules
volumes for the periods indicated. The information includes operations attributed to facilities owned by
affiliated entitics but operated by Ficld Services, including the portion of 1995 during which the Company did
nol own such facilities:

R, 8 Lo~ 2 .

Gas volumes (TBtu, except ilqmd.l !-IIHJ
Gathering .. ......... S R = I | | 2,155 1 806
Processing . ... .. - ; 520 dR4 404
Natural gas liquid -.ah:i | mlllmm uf p[lnml . . 551 401 184
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PETROLEUM SERVICES

Williams Energy, through wholly owned subsidiaries in its Petroleum Services unit, owns and operates a
petroleum products and crude oil pipeline system, two ethanol production plants (one of which is partially
owned), and petroleum products terminals and provides services and markets products related thereto.

Transportation. A subsidiary in the Petroleum Services unit, Williams Pipe Line Company (Williams
Pipe Line), owns and operates a petroleum products and crude oil pipeline system which covers an | 1-state
area extending from Oklahoma in the south 10 North Dakota and Minnesota in the north and lllinois in the
cast. The system is operated as a common carrier offering transportation and terminaling services on a
nondiscriminatory basis under published tariffs. The system transports refined products, LP-gascs, lube
extracted fuel oil, and crude oil.

At December 31, 1997, the system traversed approximately 7,100 miles of right-of-way and included
approximately 9,100 miles of pipeline in various sizes up to 16 inches in diameier. The system includes
77 pumping stations, 23 million barrels of storage capacity, and 40 delivery terminals. The terminals are
equipped 1o deliver refined products into tank trucks and tank cars. The maximum number of barrels which
the system can transport per day depends upon the operating balance achieved at a given time between vanous
scgments of the system. Because the balance is dependent upon the mix of products to be shipped and the
demand levels at the various delivery points, the' exact capacity of the system cannot be stated.

An affiliate of Williams Pipe Line, Longhorn Enterprises of Texas, Inc. (“LETIT), owns a 31.5 percent
interest in Longhorn Partners Pipeline, LP, a joint venture formed to construct and operate a refined products
pipeline from Houston to El Paso, Texas. The pipeline is expected to commence operations in 1998. Williams
Pipe Line will design, construct, and operate the pipeline, and LETI has irrevocably committed to contnbute
$87.4 million to the joint venture in 1998.

Operating Statistics. The operating statistics st forth below relate to the sysiem’s operations for the
peniods indicated:

1997 199 1994
Shipments (thousands of barrels):
Refined products:

[ T T e IS P S R L ST 132,428 134,296 125,060
DRI o o s b imbgas vs s ces saias e banss g esa T1.694 68,628 61,238
AVIRHORTUEIE Lo acin s s uiim s siaalslnn bhiavhs pn vamaes 10,557 11,189 12,535
LPl . oo iinsitinnsvtasninsninss ihnnsombredss 13,322 15,618 12,839
Lubcextracted fuel oil . ... . ... ...ccoiiiiienianasn TATI B.555 4,462
il 11 | e e Sy P SR G L OO IR P SO (O £l 591 B6d
Tolal Shipments ... ...c.coviviinsissasssirisees 135!503 2319177 216,994
Daily average (thousands of barrels) ..........occ00iiieninn 645 655 598
Average haul {miles) ... oooniieiiiiiiiiiiiiiiiiir i, 259 259 269
Barrel miles (milllons) . .. .oviviieniiiiinrcisnarassnnans 61,086 61,969 58,326

Environmental regulations and changing crude supply pattems continue to affect the refining industry.
The industry’s response to environmental regulations and changing supply patierns will directly affect volumes
and products shipped on the Williams Pipe Line system. Environmental Protection Agency ("EPA")
regulations, driven by the Clean Air Act, require refiners 1o change the composition of fuel manufactured. A
pipeling’s ability 10 respond to the effects of regulation and changing supply patierns will determine its ability
to maintain and capture ncw markel shares. Williams Pipe Line has successfully responded to changes in
diesel fugl composition and product supply and has adapted to new gasoline additive requirements.
Reformulated gasoline regulations have not yet significamly affected Williams Pipe Line. Williams Pipe Line
will continue to attempt to position itsell to respond to changing regulations and supply patterns but cannot
predict how future changes in the marketplace will affect its market arcas.
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Ethanol. Williams Energy, through its wholly owned subsidiary Williams Energy Yentures, Inc. (WEV),
is engaged in the production and marketing of ethanol. WEV owns and operates two ethanc! plants of which
com Is the principal feedstock. The Pekin, Hlinois, plant, which WEV purchased in 1995, has an annual
production capacity of 100 million gallons of fuel-grade and industrial ethanol and also produces various
coproducts. The Aurora, Nebraska, plant (in which WEV owns a 74.68 percent interest) began operations in
November 1995 and has an annual production capacity of 30 million gallons. WEV also markets ethanol

produced by third parties.

The sales volumes set forth below include ethanol produced by third partics as well as by WEV for the
periods indicated:

1" 199 1994
Ethanol sold (thousands of gallons) ......................0. 145,612 119,800 £3,500
Coproducts sold (thousands of tons) ......... ............ 494 9% 149

Terminals and Services, Williams Energy, through its subsidiary WEV, operates petroleum products
terminals in the western and southeastern United States and provides services including performance additives
and ethanol Hndiq. In Sq:uui:r 1996, WEV acquired a 45.5 percent interest in cight petroleum products
terminals located in the southeast United States. In 1997, these terminals loaded approximately 17.3 million
barrels of refined products. In December 1997, WEV acquired a terminal in Dallas, Texas. The preceding
volume data do not reflect activity at this terminal.

ENERGY Hi“m AND TRADING

Williams Energy, through subsidiaries, primarily Williams Energy Services Company and its subsidiaries
("WESCO"), is a national energy services provider that buys, sells, and transports a full suite of encrgy
commodities, including natural gas, eleciricity, refined products, natural gas liquids, crude oil, and liquefied
natural gas, on a wholesale and retail level, serving over 3,500 companies. In addition, WESCO offers a
comprehensive array of price-risk management products and services and capital services 1o the diverse encrgy
industry.

WESCO markets natural gas throughout North Amernica and grew its total volumes (physical and
notional) to an average of 22.3 Bef per ay in 1997. The core of WESCO's business has traditionally been the
Gulf Coast and eastern regions, using the pipeline systems owned by the Company, bul also includes
marketing on approximately 50 non-Williams' pipelines. During 1997, approximately one-third of WESCO's
volumes were from the Mid-Continent region, up from 10 percent in 1996, WESCO's natural gas customers
include producers, industrials, local distribution companies, utilities, and other marketers.

During 1997, WESCO also marketed refined products, natural gas liquids, crude, and ligusfied natural
gas with total volumes (physical and notional) averaging 1,208.2 Mbbl per day. WESCO's acquisition in 1997
of the wholesale propane business of Level Encrgy significantly enhanced its natural gas liguids marketng
cifori.

WESCO entered the power marketing and trading business in 1996. During 1997, WESCO marketed
.3 GWh per hour (physical and notional) of electricity.

WESCO provides price-risk managemen? services through a variety of financial imstruments including
forwards, futures, and option and swap agreements related to various energy commuodities. Through its energy
capital services, WESCO provides participants in both the upstream and downstream portions of the energy
industry with capital for encrgy-related projects including acquisitions of proved reserves and related drilling
projects,

During 1997, WESCO has continued to develop its retail energy services group through scquisitions and
alliances. As part of that sirategy, WESCO acquired Utility Management Corporation, an cnergy manage-
ment services and marketing company in the southcastern United States, serving small- to mid-sited
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commercial, industrial, and municipal customers. WESCO also has signed a letler of intemt with GPU
Advanced Resources to form an alliance which will serve markets in six mid-Atlantic states,

Operating Statistics. The following table summarizes operuting profit and markcting volumes for the
periods indicated:

1997 e 1w

Average marketing volumes (physical and potional )
Natural gas (Befd) ... ... uvninivacrironsnrrssanssngrnrers 2.3 159 102
Refined products, natural gas liquids, crude (MBpd) .......... 1,208 184 19
Electrichly COWRIBr) - o s e i b p e aas oo smsas ) 05 —

Regulatory Maiters

Field Services. In May 1994, after reviewing its legal authonty in a Public Comment Proceeding, FERC
determined that while it retains some regulatory jurisdiction over gathering and processing performed by
interstate pipelines, pipelinc-affiliated gathering and processing companies are outside its authority under the
Natural Gas Act. An appellate court has affirmed FERC's determination and the U.S. Supreme Court has
denied requests for cerntiorari. As a result of these FERC decisions, some of the individual states in which
Field Services conducts its operations have considered whether to impose regulatory requirements on
gathering companies. Kansas, Oklahoma, and Texas currently regulate gathering activities using complaint
mechanisms under which the state commission may resolve disputes involving an individual gathening
arrangement. Other states may also consider whether to impose regulatory requirements on gathering
companies.

Petroleum Services. Williams Pipe Line, as an interstate common carnier pipcline, is subject to the
provisions and regulations of the Interstate Commerce Act. Under this Act, Williams Pipe Line ts required,
among other things, 10 establish just, reasonable and nondiscriminatory rates, to file its tarifls with FERC, 1o
keep its records and accounts pursuant 1o the Uniform System of Accounts for Oil Pipeline Companies, to
make annual reports to FERC and to submit to examination of its records by the audit staff of FERC.
Authority to regulale rates, shipping rules, and other practices and to prescribe depreciation rates for commaon
carricr pipelines is exercised by FERC. The Department of Transportation, as authorized by the 1995 Pipeline
Safety Reauthorization Act, is the oversight authority for interstate lguids pipelines. Williams Pipe Line is
also subject to the provisions of various state laws applicable to intrastate pipelines,

On December 31, 1989, a rate cap, which resulted from a scitlement with several shippens, cffectively
freczing Williams Pipe Line's rates for the previous five years, expired. Williams Pipe Line filed a revised tariff
on January 16, 1990, with FERC and the state commissions. The tarill set an average increase in rales of
11 percent and established volume incentives and proportional rate discounts. Certain shippers on the
Williams Pipe Line system and a competing pipeline carrier filed protests with FERC alleging that the revised
rales are not just and reasonable and are unlawfully discriminatory, Williams Pipe Line elected 1o bifurcate
this proceeding in accordance with the then-current FERC paolicy. Phase 1 of FERC's bifurcated proceeding
provides a carricr the opportunity to justify its rates and rate structure by demonstrating that its markels arc
workably competitive. Any issues unresolved in Phase | require cost justification in Phase 11.

FERC's Presiding Judge issucd the Initial Decision in Phase 11 on May 29, 1996. The Judge ruled that
Williams Pipe Line failed to demonstrate that the rates at issue for the 12 less competitive markets were just
and reasonable and that Williams Pipe Line must roll back those rates to pre-1990 levels and pay refunds with
interest 1o its shippers. The Initial Decision held that Williams Pipe Line's individual rates must be judged on
the basis of cost allocations, although Williams Pipe Line was given no notice of this particular basis of
judgment and the Commission expressly declined to adopt such standards in its Opinion No. 391, Moreover
the Commission clantied its final order in Phase | (Opinion No. 391-A) by stating that Williams Pipe Linc
was not required to defend its rates with cost allocations. Primarily on this basis, Williams Pipe Linc sought a
review of the Initial Decision by the full Commission by filing a brief on exceptions on June 28, 1996, The
review of the Phase 11 Initial Decision is pending before the Commission, and a shipper's appeal of the Phase |
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order in the United States Court of Appeals for the District of Columbia Circuit has been stayed pending the
completion of Phase I1. Williams Pipe Line is not required to comply with the Initial Decision in Phase 11
prior to the Commission's issuance of a final order. Willlams Pipe Line continues 1o believe that its revised
tariffs will ultimately be found lawful. See Note 18 of Notes to Consnlidated Financial Statements.

Energy Marketing and Trading. Management believes that WESCO's activities are conducted in
substantial compliance with the marketing affiliate rules of FERC Order 497. Order 497 imposes certain
nondiscrimination, disclosure, and scparation requircments upon interstate natural gas pipelines with respect
to their natural gas trading affiliates. WESCO has taken steps to ensure it does not share employees with
affilinted interstate natural gas pipelines and does not receive information from such affiliates that is not also
available to unaffiliated natural gas trading companies.

Competition

Exploration and Production. Williams Energy's exploration and production unit competes with a wide
vanetly of ind¢pendent producers as well as integrated oil and gas companics for markets for its production.

Field Services. Williams Energy competes for gathering and processing business with interstate and
intrastate pipelines, producers, and independent gatherers and processors. Numecrous factors impact any given
customer’s choice of a gathering or processing services provider, including rate, term, timeliness of well
connections, pressure obligations, and the willingness of the provider 1o process for either a fee or for liquids
taken in-kind.

Petroleum Services. Williams Encrgy’s petroleum services operations are subject 1o compelition because
Williams Pipe Line operates without the protection of a federal cerntificate of public convenience and necessity
that might preclude other entrants from providing like service in its arca of operations. Further, Williams Pipe
Line must plan, operate and compele withoul the operating stability inherent in a broad base of contractually
obligated or owner-controlled usage. Because Williams Pipe Line is a common carrier, its shippers need only
meel the requirements sét forth in its published 1ariffs in order to avail themselves of the transportation
services offered by Williams Pipe Line.

Competition exists from other pipelines, rofincrics, barge traffic. railroads, and tank trucks. Competition is
affecied by trades of products or crude oil between refincries that have access to the system and by (rades
among brokers, traders and others who control products. Such trades can result in the diversion from the
Williams Pipe Line system of volume that might otherwise be transporied on the system. Shorter, lower
revenue hauls may also result from such trades. Williams Pipe Line also is exposed to interfuel competition
whereby an energy form shipped by a liquids pipeline, such as heating fucl, is replaced by a form not
transported by a liquids pipeline, such as electricity or natural gas. While Williams Pipe Linc faces
competition from o varicty of sources throughout its marketing arcas, the principal competition is other
pipelines. A number of pipeline systems, competing on a broad range of price and service levels, provide
transportation service to various arcas served by the system. The possible construction of additional competing
products or crude oil pipelines, conversions of crude oil or natural gas pipelines 1o products transportation,
changes in refining capacity, refinery closings, changes in the availability of crude oil to refineries located in its
marketing area, or conservation and conversion efforts by fuel consumers may adversely affect the volumes
available for transportation by Williams Pipe Line.

Williams Energy’s cthanol operations compeie in local, regional, and national fuel additive markets with
one large cthanol producer, numerous smaller ethanol producers, and other fuel additive producers, such as
relineries.

Energy Marketing and Trading Williams Energy’s energy marketing and trading operations directly
compete with large independent energy marketers, marketing afliliates of regulated pipelines and utilities,
electric wholesalers and retailers, and natumal gas producers. The financial trading business compeles with
other encrgy-bascd companies offering similar services as well as certain brokerage houses. This level of
compelition contributes to u business environment of constanl pricing and margin pressure.
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Ownership of Property

The majority of Williams Encrgy’s ownership interests in exploration and production properties are held
as working interests in oil and gas leascholds.

Williams Encrgy’s gathering and processing facilities ure owned in fee. Gathering systems “re constructed
and maintained pursuant 1o rights-of-way, easements, permits, licenses, and conscnts on and across propertics
owned by others. The compressor stations and gas processing and treating facilitics are Jocated in whole or in
part on lands owned by subsidiarics of Williams Encrgy or on sites held under leases or permits issued or
approved by public authorities.

Williams Energy's petroleum pipeline system is owned in fec. However, a substantial portion of the
system is operated, constructed and maintained pursuant 1o rights-of-way, cascments, permils, licenses, or
consents on and across propertics owned by others. The terminals, pump stations, and all other facil*tics of the
system are located on lands owned in fee or on lands held under long-term lcases, permits. or contracts.
Management believes that the system is in such a condition and maintained in such a manner that it s
adequate and sufficient for the conduct of business.

The primary assets of Williams Energy’s encrgy marketing and trading unit arc ils lerm contracts,
employees, and related systems and technological support.

Environmental Matters

Williams Energy is subject to various federal, state, and local laws and regulations rclating to
environmental quality control. Management believes that Williams Encrgy’s operations are in substantial
compliance with existing environmental legal requirements. Management expects that compliance with such
existing environmental legal requirements will not have a material adverse effect on the capital expenditures,
carnings, and competitive position of Williams Energy.

The EPA has named Williams Pipe Line as a potentially responsible party as defined in Section 107(a)
of the Comprehensive Environmental Response, Compensation, and Liability Act, for a site in Sioux Falls,
South Dakota. The EPA placed this site on the National Priorities List in July 1990. In April 1991, Williams
Pipe Line and the EPA exccuted an administrative consent order under which Williams Pipe Line agreed 1o
conduct a remedial investigation and feasibility study for this site. The EPA issued its "No Action™ Record of
Decision in 1994, concluding that there were no significant hazards associated with the site subject 1o two
additional years of monitoring for arsenic in certain ex sting monitoning wells. Williams Pipe Line completed
monitoring in the second quarter of 1997 and has submitted a report of results to the EPA. Management
believes no significant additional expenditures will be required for investigation and follow-up at this site.

WILLIAMS COMMUNICATIONS GROUP, INC. (Willlams Communications)

As of December 31, 1997, Williams Communications has organized ils operating companics into three
business units: Solutions, which provides customer-premise voice and data cquipment, including installation,
integration, and maintenance; Network, which operates the Company’s fiber optic network; and Applications,
which provides video services and other multimedia services for the broadcast industry: udvertising distribu-
tion; business television applications; and audio- and videoconferencing scrvices and enhanced facsimile
services for businesses. Management belicves that the new structure will better position it to provide total
enterprise network solutions and superior customer service. In addition, management believes this structure
will facilitate growth and diversification while recognizing the convergence of customers, markets and product
offerings of its communications entitics. 1n Canada, Solutions operates through its subsidiary, WilTel
Communications (Canada), Inc. In late 1997, Williams Communications announced plans to scll its product
and conlent triining services business, Williams Learning Network, Inc. See Note 6 of Notes to C onsolidated

Financial Statements.

Williams Communications and its subsidiaries own an approximately |1.,000-mile communications
network (with an additional 21,000-route miles planned or under construction ), maintain 155 ollices primarily
actoss North America but also in London, Singapore, and Australia, scrvice approximately 133,000 customer
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sites with approximately 11 million customer ports. In addition, Williams Communications owns of manages
five teleports in the United States and has rights to capacity on domestic and intermational satcllite
transponders. Williams Commaunications employed approximately 8,000 employees as of December 11, 1997,

Consolidated revesues by busincss unit and operating profit/loss for Williams Communications were as
fullows for 1997 (dollass i millions):

Revenues:
D IO s e I g b s e i Wt bR T $1,206.5
TG T L e e A e e R 430
APRBORIOR . ol ii s 55 5o vnaiodviansvnsin e Suainpsesnsaspas 224
TR NONRE 5o o s m e o o i (26.6)
O o e N L s e e S p e e e R e e $1.4453
Ol JoRs . ) . et i i e A e 4 e b s e $ (55.7)

The revenues for the Solutions business unit include only cight months of revenues resulting from the
merger, which is discussed below, with Nortel Communications Systems, Inc., effective Apnl M), 1997, The
operating loss includes $49.8 million in fourth quarter charges related to the previously noted decision to sell
the learning content business and the write-down of asscts and the development costs associated with certain
advanced applications,

A business description of each of Williams Communications’ business units follows.

SOLUTIONS

The Solutions unit of Williams Communications provides data, voice and video communications products
and services to customens in the United States and Canada. In April 1997, Williams Communications merged
its wholly owned subsidiary, Williams Telecommunications Systems, Inc. with Nortel Communications
Systems Inc., which was a wholly owned subsidiary of Northern Telecom, Inc. (Northern Telecom). Williams
Communications holds a 70 percent interest in the newly formed entity, Williams Communications Solutions,
LLC (WCS). Norihern Telecom owns the remaining 30 percent. This merger effectively doubled the size of
Williams Communications Solutions Customer premise and network solutions operations.

Williams Communications, through subsidiaries including WCS, serves its customers through more than
120 sales and service locations throughout the United States, over 6,000 employees and over 2,200 stocked
service vehicles. WCS employs more than 2,500 technicians and more than 700 sales representatives and sales
support personnel 10 serve an estimated 133,000 commercial, governmental and institutional customer sites.
WCS's customer base ranges from large, publicly-held corporations and the federal government to small
privately-owned entities.

WS offers its customers a full array of data, multimedia, voice and video network interconnect products
including digital key systems (gencrally designed for voice applications with fewer than 100 lines), private
branch exchange (PBX) systems (generally designed for voice applications with greater than 100 lines ), voice
processing systems, inteructive voice response systems, automatic call distribution applications, call account-
ing systems, network monitoring and management systems, desktop video, routers, channel banks, intelligent
hubis and cabling. WCS's services also include the design, configuration and installation of voice and data
networks and call centers and the management of customers’ telccommunications operations and facilities.
WCS's National Technical Resource Center provides customers with on-line order entry and trouble reporting
services, advanced technical assistance and training. Other service capabilities include Local Arca Network
and PBX remote monitoring and toll fraud detection.




Operating Statistics. The following table summarizes the results of operations for Williams Communica-
tions Solutions for the periods indicated (dollars and ports in millions):

17 199 1995
ROVl o e s s i L b i e M e e $1,206.5  S568.1  S4949
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A port is defined as an clectronic address resident in a customer’s PBX or key system that supports a
station, trunk, or data port.

In 1997, WCS denived approximately 47.8 percent of its revenues from its existing customer base and
approximately 52.2 percent from the sale of new telecommunications systems. WCS's three largest suppliers
accounted for approximately 86 percent of equipment sold in 1997. A single manufacturer, Northern Telecom,
supplied 73 percent of all equipment sold. In this casc, WCS is the largest independent distributor in the
United States of certain of this company’s products. About 63 percent of WCS's active customer base consists
of this manufacturer’s products. The distribution agreement with this supplier is scheduled to expire at the end
of 2000. Management belicves there is minimal risk as to the availsbility of products from suppliers.

NETWORK

The Network unit of Williams Communications owns and operales an approximately 11.000-route mile
communications network, which is restricted to multi-media applications, and is currently constructing an
unrestricted network along a 1,600 mile route from Houston to Washington, I),C. in proximity to pipeline
right-of-way owned by an affiliated company. Williams Communications Inc., a subsidiary of Williams
Communications, has entered into an exchange agreement with IXC Communications under which it will
provide 1XC Communications rights 1o use dark fiber along the Houston-to-Washington, D.C. route and
obtain rights 1o use dark fiber along a 4,500-mile route from Los Angeles to New York, which 1XC
Communications is constructing. In addition, Williams Communications, Inc. also owns an interest in a joint
venture constructing a 1,600-mile fiber optic network on a route connecting Portland, Salt Lake City, and Las
Vegas, with u dark fiber agreement extending the network 10 Los Angeles. With these construction projects
and dark fiber agreements and other projects, Williams Communications, Inc. anticipates having an 18,000-
route mile fiber optic network in operation by the end of 1998. Williams Communications, Inc. has also signed
an agreement to acquire a 350-mile fiber network in Florida and plans to construct additional fiber 1o connect
the Florida network o its existing network in the southcastern United States, and 1o construct a new fiber
route in the Midwestern United States from Chicago westward. The Network unit has ulumate plans for a
32,000-route mile network,

Upon the expiration of the non-compete agreement related to the Company’s 1995 sale of its network
services operations on January 5, 1998, Williams Communications announced that it was re-entering the long-
distunce communications market as a wholesale provider of telecommunications services and had entered into
a five-year, multimillion dollar agreement with U § WEST Communications Group to provide wholesale
services using its fiber optic network. Williams Communications has also entered into an agreement with
Concentric Network Corporation to provide wholesale communications services.

During 1997, Williams Communications acquired Critical Technologies, Inc., a professional services
company deniving revenue from integrating, desipning, building, implementing, and maintaining Large-scale
business communications systems. In addition, Williams Communications acquired a 12.5 percent interest in
Concentnic Network Corporation, a provider of Internet protocol-based networking scrvices for business and
cansumer markets.
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APPLICATIONS
Fyvx

Vyvx, an unincorporated business unit of Williams Communications, Inc., offers broadcast-quality
television and multimedia transmission services nationwide by means of Network’s 11,000-mile multimedia
network, five satellite uplink/downlink facilities and satellite capacity on 30 transponders. Vyvx owns 53
television switching centers, 20 sales and service locations in the United States, and sales and service offices in
London, Singapore, and Australia. Vyvx primarily provides backhaul or point-to-point transmission of spors,
news and other programming between two or more customer locations. With satellitc (acilities, Vyvx provides
point-to-multipoint transmission service. Vyvx's customers include all of the major broadcast and cable
networks. Vyvx is also engaged in the business of advertising distribution and is exploring other multimedia
communication opportunitics.

Vyvx owns four teleports (including satellite carth station facilities) located near Atlanta, Denver, Los
Angeles, and New York, and operates a fifth teleport in Kansas City. Vyvx also owns assets for the distribution
of television advertising, which provide connectivity and presence in more than 550 television broadcast
stations around the country.

Global Access

Global Access, offers multi-point videoconferencing, audioconferencing and enhunced (acsimile services
as well as single point to multi-point business telcvision services. Global Access enables Williams Communi-
cations to provide customers with integrated media conferences, bringing together voice, video and facsimile
by utilizing Williams Communications’s existing fiber-optic and satellite services.

In March 1997, Global Access acquired Satellite Management, Inc., a U.S -based satellite integrator for
business television applications, interactive long distance learning, and corporate communications.

In December 1996, Williams Communications announced the lormation of The Business Channel. 2
Joint venlure with the Public Broadcast Service (PBS), to utilize Internet, video-on-demand. fiber-optic and
satellite technologies to bring professional development and training services to the business community.

Regulatory Matters

The equipment WCS sells must incet the requirements of Part 68 of the Federal Communications
Commission (FCC) rules governing the equipment registration, labeling and connection of equipment to
telephone networks. WCS relies on the equipment manufacturens’ compliance with these requirements for its
own compliance regarding the equipment it distributes. These regulations have a minimal impact on WCS's
operations.

Williams Communications, Inc. is subject to FCC regulations as common carriers with regard to certain
of their transmission scrvices and are subject to the laws of certain states governing public wiilities. An FCC
rulemaking to eliminate domestic, common carrier tariffs has been stayed pending judicial review. In the
interim, the FCC is requiring such carmiers to operate under traditional taniff rules. Operations of intrastate
microwave communications, satellite earth stations and certain other related transmission facilities are also
subject to FCC licensing and other regulations. These regulations do not significantly impact Williams
Communications, Inc.'s operations. In 1997, the FCC began implementation of the Universal Service Fund
contemplated in the Telecommunications Act of 1996. Williams Communications, Inc. is required 1o
contribute to this fund based upon certain revenues. Although Williams Communications, Inc. intends to pass
on such charges to its customers, FCC rulings raise questions about the right of companies like Williams
Communications, Inc. to do so.

Competition

WCS has many competitors ranging from Lucent Technologies and the Regions! Bell Operating
Companies to small individually-owned companies that sell and service customer premise equipment
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Competitors include companies that sell equipment comparable or identical to that sold by WCS. There are
virtually no barriers 1o entry into this market.

Vyva's video and multimedia transmission operations compete primarily with companies offering video or
multimedia transmission services by means of satellite facilities and 1o a lesser degree with companies offering
transmission services via microwave facilities or fiber-optic cable.

Network faces existing competition from a number of large, well-established interexchange camen, some
with extensive fiber optic networks. Several other carriers are constructing or have plaas (o construct new fiber
optic networks or are establishing networks based on dark fiber rights obtained from facilities-based carners.

Federal telecommunications reform legislation enacted in February 1996 is designed 1o increase
competition both in the long distance market and local exchange market by significantly liberalizing current
restrictions on market entry. In particular, the legislation establishes procedures permitting Regional Bell
Operating Companies to prwide long distance services including, but not limited to, video transmission
services, subject to cerain restrictions and conditions precedent. Morcover, electric and gas utilities may
provide telecommunications services, including long distance services, through separate subsidianes. The
legislation also calls for elimination of federal tarfT filing requirements and relaxation of regulation over
commaon carniers. Al this time, management cannot predict the impact such legislation may have on the
operations of Williams Communications, Inc.

In late 1997, a Federal District Court decision, which has been stayed pending appeal, invalidated
provisions of the 1996 federal legislation. While legislation or rulings by appellate courts may overturn this
lower court ruling. the Regional Bell Operaling companies continue to seck regulatory approval to provide
national long distance services. As courts or regulators remove restrictions on the Regional Bell Operating
Companies, they will be both important potential customers and important poten’fal competitors of Network.

Crwnership of Property

Williams Communications owns part of its fiber-optic transmission facilities and leases the remainder
Approximately 11,000-route miles of its owned facilities are comprised of a gingle fiber, which 15 on a portion
of the tiber optic network of WorldCom, Inc. (*WorldCom™) and is restricted to multimedia content usage.
Willams Communications retained this liber when a predecessor of WorldCom purchased the Company s
network services operations in 1995, Williams Communications and WorldCom are currently in litigation 1o
clanfy, among other things, whether the usage restriction would permit internet services and Williamis
Communications” right to purchase additional WorldCom fiber. Williams Communications carries signals by
means of its own fiber-optics facilities, as well as carrying signals over fiber-optic facilities leased from third-
party interexchange carriers and the various local exchange carmers. Williams Communications holds its
satellite trunsponder capacity under various agreements. Williams Communications owns part of its telepon
facilities and holds the remainder under cither a management agreement or long-term facilities leases

Williams Network intends to obtain capacity primanly by means of the fiber optic networks Williars
Communications is constructing or plans 1o construct or acquire, as well as acquinng dark fiber nghts on fiber
optic facihties of other carriers. Network oblains dark fiber rights in the form of the purchase or lease of
“indefeasible rghts of use” or “IRUs" in specific fiber strands. Purchased IRUs have many of the
charactenistics of ownership, including many of the associated risks, but the owner of the fiber optic cable
retuins Jegal title to the fibers.

Environmental Matlers

Williams Communications is subject to federal, state, and local laws and regulations relating to the
environmental aspects of its business. Management believes that Williams Communications’ operalions are in
substantial compliance with existing environmental legal requirements, Management expects that compliance
with such existing environmental legal requirements will not have a material adverse effect on the capital
expenditures, earnings and competitive position of Williams Communications.
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OTHER INFORMATION

Williams believes that it has adequate sources and availability ol raw matenals to assure the continued
supply of its services and products for existing and anticipated business needs. Williams' pipeline systems are
all regulated in various ways resulting in the financial return on the investments made in the systems being
limited 10 standards permitied by the regulatory bodies. Each of the pipeline systems has ongoing capital
requirements for efficiency and mandatory improvements, with expansion opportunities also necessitating
peniodic capital outlays.

A plant site in Pensacola, Florida, that was previously operated by a former subsidiary of Williams, has
been placed on the National Priorities List. This former subsidiary has also been identified as a potentially
responsible party at a National Priprities List cleanup site in Michigan. A third site, lovated i Lakeland,
Florida, which was lormerly owned and operated by this subsidiary, is under investigation by the Flonda
Departiment of Environmental Protection and cleanup is anticipated. Williams does not believe that the
ultimate resolution of the foregoing matters, taken as a whole and after considerution of insurance coverage,
contribution or other indemnification arrangements, will have a matenal adverse financial cffect on the
Company. See Note 18 of Notes to Consolidated Financial Statements.

At December 31, 1997, the Company had approximately 15000 full-time employees, of whom
approximately 2,300 werc represented by unions and covered by collective bargaining agreements. The
Company considers its velations with its employees to be generally good,

Forward-Looking Information

Certain matters discussed in this report, excluding historical information, include forward-looking
statements. Although the Company believes such forward-looking statemenis are based on rcasonable
assumptions, no assurance can be given that every objective will be reached. Such statements are made in
reliance on the safe harbor protections provided under the Private Secuntics Litigation Reform Act of 1995,

As required by such Act, the Company hereby identifies the following important factons that could cause
actual results to dilfer materially from any results projecied, forecasted, estimated or budgeted by the
Company in forward-looking statemenis: (i) risks and uncertaintics impacting the Company as a whole relatc
to changes in general economic conditions in the United States; the availability and cost of capital, changes in
laws and regulations to which the Company is subject, including tax, environmental and employment Laws and
regulations: the cost and effects of legal and administrative claims and proceedings against the Company or 11s
subsidiaries or which may be brought against the Company or its subsidianes, conditions of the capital
markets utilized by the Company to access capital 1o finance operations; and, 1o the extent the Company
increases its investments and activities abroad, such investments and activities will be subject 1o Toreign
cconomics, laws, and regulations; (ii) for the Company’s regulated businesses, nisks and uncertaintics
primarily relate to the impact of future federal and stute regulitions of business activities, including allvwed
rates of return and the resolution of other matiers discussed herein; and (i) nsks and uncertainties associvted
with the Compuny's unregulated businesses primarily relate to energy prices and the ability of such entities to
develop expanded markets and product offerings as well as their ability to maintain existing markets. 1t is also
possible that certain aspects of the Company’s businesses that are currently unregulated may be subject 10
hoth federal and state regulation in the future. In addition, future utibzavon of pipeline capacity will depend
on energy prices, competition from other pipelines and alternate fuels, the general level of natural gas and
petroleum product demand and weather conditions, among other things. Further, gas prices, which directly
impact transportation and gathering and processing throughput and operating profit, may Nuctuale in
unpredictable ways as may comn prices, which dircetly affect the Company’s ethanol business. Factors
impacting Tuture results of the Company’s communications business include succesaful completion of 1ts
network build, technological developments, high levels of competition, lack of customer diversification, and
general uncertaintics of governmental regulation.

(d) Financial Information about Forelgn and Domestic Operations and Fxport Sales
Williams has no significant forcign operations.
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Item 1. Properties
See ltem 1(c) for description of properties.

ltem ). Legal Proceedings

Fo: information regarding cerain proceedings pending before federal regulatory agencices, sec Note |8 of
Nutes 1o Consolidated Financial Statements, Williams is also subject 10 other ordinary routine litigation
incidental to its businesses.

Contract reformations and gas purchase deficlencies

As a result of FERC Order 636, which requires interstate gas pipelines to change the way they do
business, cach of the natural gas pipeline subsidiaries has undertaken the reformation or termination of its
respective gas supply contracts. None of the pipelines has any significant pending supplier take-or-pay, ratable
take or minimum take claims.

Current FERC policy associated with Orders 436 and 300 requires interstate gas pipelines to absorb some
of the cost of reforming gas supply contracts before allowing any recovery through direct bill or surcharges to
transportation as well as sales commodity rates. Under Orders 636, 636-A, 636-B and 636-C, costs incurred to
comply with these rules are permitted to be recovered in full, although a percentage of such costs must be
allocated to interruptible transportation service.

Pursuant to a stipulation and agreement approved by the FERC, Williams Gas Pipelines Cenitral
(Central) has made 11 filings to direct bill take-or-pay and gas supply realignment costs. The total amount
approved for direct billing, net of centain amounts collected subject 1o reflunds, is $67 million. An intervenor
has filed protests seeking to have the FERC review the prudence and eligibility of approximately $40 million
of costs covered by these filings, On July 31, 1990, the administrative law judge issued an initial decision
rejecting the intervenor’s prudency challenge. On September 30, 1997, the FERC, by a two-lo-one vole,
reversed the administrative law judge and determined that three life-of-lease producer contracts were
imprudently entered into in 1982, Central has filed for rehearing. and management plans to vigorously defend
the prudency of these contracts. An intervenor has also filed a protest seeking 10 have the FERC decide
whether non-settlement costs are cligible for recovery under Order No, 636, In January 1997, the FERC held
that none of the non-scitlement costs could be recovered by Central il these costs were not cligible for
recovery under Order No. 636. This order was affirmed on reheaning in April 1997 An witial decision from
the administrative law judge is expecied in the first quarier of 1998, Il the FERCs final ruling on cligibility 1s
unfavorable, Central will appeal these orders to the courts. Central will make additional flings under the
applicable FERC orders to recover such additional costs as may be incurred in the future.

Because of the uncertainties pertaining to the outcome of these issues currently pending at the FERC and
the status of scttlement negotiation and vanous other factors, Central cannot reasonably estimate the costs
that may be incurred nor the related amounts that could be recovered from customen. Central is actively
pursuing negoliations with the producers to resolve all outstanding obligations under the coniracts, Hased on
the terms of what Central belicves would be @ reasonable scitlement, $94 million has been accrued as a
liability at December 31, 1997, including a $5 million fourth-quarter 1997 charge to expense for additional
absorption of future costs. Central also has an $KB million regulatory asset at December 31, 1997, for
estimated recovery of future costs from customers. Central cannot predict the final outcome of the FERC's
rulings on coniract prudency und cost recovery under Order No. 636 and is unable to determine the ultimate
liability and boss, if any, a1 this time, If Central does not prevail in these FERC rroceedings or any subscquent
appeals, and if Central is able 1o reach a settlement with the producers consistent with the $94 million accrued
liability, the loss could be the total of the regulatory asset and the $40 million of protested assets, Central
continues to believe that it entered into the gas purchase contracis in o pruden! manner under FERC rules in
place at the time. Central also believes that the future recovery of these costs would be in accordance with the
terms of Order No. 636,
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The foregoing accruals are in accordance with Williams' accounting policies regarding the establishment
of such accruals which take into consideration estimated total exposure, as discounted and risk-weighted, as
well as costs and other risks associated with the difference between the time costs are incurred and the time
such costs are recovered from customers. The estimated portion of such costs recoverable from customers is
deferred or recorded as a regulatory asset based on an estimate of expected recovery of the amounts allowed by
FERC policy. While Williams believes that these accruals arc adequate and the associated regulatory assels
arc appropriate, costs actually incurred and amounts actually recovered from customers will depend upon the
outcome of various court and FERC proceedings, the success of settlement negotiations and various other
factors, not all of which are presently foreseeable,

Environmental matters

Since 1989, Texas Gas and Transcontinental Gas Pipe Line have had studies under way to test certain of
their facilities for the presence of toxic and hazardous substances 1o determine to what cxtent, if any,
remediation may be necessary. Transcontinental Gas Pipe Line has responded 1o data requests regarding such
potential contamination of certain of its sites. The costs of any such remediation will depend upon the scope of
the remediation. At December 31, 1997, these subsidiarics had reserves totaling approximately $28 million for
these costs.

Certain Williams subsidiaries, including Texas Gas and Transcontinental Gas Pipe Line, have been
identified as potentially responsible parties (PRP) at various Superfund and state waste disposal sites. In
addition, these subsidiaries have incurred, or are alleged to have incurred, various other hazardous materials
removal or remediation obligations under environmental laws. Although no assurances can be given, Williams
does not believe that the PRP status of these subsidiaries will have a material adverse effect on its financial
position, results of operations or net cash flows.

Transcontinental Gas Pipe Line, Texas Gas and Central have identified polychlorinated bipheny! (PCB)
contamination in air compressor systems, soils and related properties al certain compressor station sites
Transcontinental Gas Pipe Line, Texas Gas and Central have also been involved in negotiations with the U.S.
Environmental Protection Agency (EPA) and state agencics to develop screening, sampling and cleanup
programs. In addition, negotiations with certain environmental authoritics and other programs concering
investigative and remedial actions relative to potential mercury contamination at certain gas melening sites
have been commenced by Central, Texas Gas and Transcontinental Gas Pipe Line. As of December 31, 1997,
Central had recorded a liability for approtimately $17 million, representing the current estimate of fulure
environmental cleanup costs to be incurred over the next six to ten years, The Field Services unit of Energy
Services had recorded an aggregate liability of approximately $12 million, representing the current estimate of
its future envimnmental and remediation costs, including approximately $5 million relating 1o former Central
facilities. Texas Gas and Transcontinental Gas Pipe Line likewise had recorded linbilities for these costs which
are included in the $28 million reserve mentioned above. Actual costs incurred will depend on the actual
number of contaminated sites identified, the actual amount and extent of contamination discovered, the final
cleanup standards mandated by the EPA and other governmental authorities and other factors. Texvas Gas,
Transcontinental Gas Pipe Line and Central have deferred these costs pending recovery as incurred through
future rates and other means.

In conncction with the 1987 sale of the assets of Agrico Chemical Company, Williams agreed to
indemnify the purchaser for environmental cleanup costs resulting from certain conditions at specificd
locations, to the extent such costs exceed a specified amount. Such costs have exceeded this amount. At
December 31, 1997, Williams had approximate’s $11 million accrued for such excess costs. The actual costs
incurred will depend on the actual amount and extent of contamination discovered, the final cleanup standards
mandated by the EPA or other governmental authorities, and other factors.

A lawsuit was filed in May 1993 in a state court in Colorado in which certain claims have been made
against various defendants, including Northwest Pipeline, contending that gas exploration and development
activities in portions of the San Juan Basin have caused air, water and other contamination. The plantifls in
the case sought certification of a plaintiff class. In June 1994, the lawsuit was dismissed for fuilure 10 join an
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indispensable party over which the state court had no jurisdiction. The Colorado court of appeals has affirmed
the dismissal and remanded the case 1o Colorado district court for action consistent with the appeals court’s
decision. Since June 1994, cight individual lawsuits have been filed against Northwest Pipeline and others in
U.S. district court in Colorado, making essentially the same claims. The distnict court has stayed all of the
cases involving Northwest Pipeline until the plaintiffs exhaust their remedics before the Southern Ute Indian
Trbal Court. Some plaintiffs filed cascs in the Tribal court, but none named Northwest Pipeline as a
deflendant.

(ther legal matters

Williams Communications owns one fiber, which is restricted to media content usage, on a portion of the
fiber optic network of WorldCom, Inc. (“WorddCom™). Williams Communications retained this fiber, along
with an option to purchase additional fiber from WorldCom in connection with WorldCom's subsequent fiber
builds, acquisitions, and expansions, when a predecessor of WorldCom purchased the Company’s network
scrvices operations in 1995, On March 20, 1998, Williams Communications filed suit in Oklahoma District
Coun in Tulsa County against WorldCom claiming that WorldCom had failed 1o fulfill its obligations
associated with the single fiber as well as a number of other obligations ansing from the agreements entered
into in 1995 in conjunction with the network services operations sale.

In 1991, the Southern Ute Indian Tribe (the Tribe) filed a lawsuit against Williams Production Company
(Williams Production ), a wholly-owned subsidiary of Williams, and other gas producers in the San Juan Basin
area, alleging that certain coal strata were reserved by the United States for the benefit of the Tribe and that
the extraction of coal-seam gas from the coal stratu was wrongful, The Tribe secks compensation for the value
of the coal-scam gas. The Tribe also secks an order transferring 1o the Tribe ownership of all of the defendants’
equipment and facilitics utilized in the extraction of the coal-scam gas. In September 1994, the court granted
summary judgment in favor of the defendants and the Tribe lodged an interlocutory appeal with the US.
Court of Appeals for the Tenth Circuit. Willinms Production agreed to indemnify the Williams Coal Scam
Gas Royalty Trust (Trust) against any losses that may anse in respect of certain properties subject to the
lawsuit. In addition, il the Tribe is successful in showing that Williams Production has no rights in the coal-
scam gas, Williams Production has agreed to pay 1o the Trust for distribution to then-current unitholders. an
amount representing a return of a portion of the original purchase price paid for the units. On July 16, 1997,
the U.S. Court of Appeals for the Tenth Circuit reversed the decision of the district court, held that the Trbe
owns the coal-scam gas produced from certain coal strata on fee lands within the extenior boundarnes of the
Tribe's reservation, and remanded the case to the district court for further proceedings. On September 16,
1997, Amoco Production Company, the class representative for the defendant class (of which Williams
Production is a part), filed its motion for rehearing en banc before the Court of Appeals. On December 4,
1997, the Tenth Circuit Court of Appeals agreed 1o rehear the appeal.

In connection with agreements to resolve take-or-pay and other contract cliums and to amend gas
purchase contracts, Transcontinental Gas Pipe Line and Texas Gas each entered into certain scitlements with
producers which may require the indemnification of certain claims for additional rayaltics which the producers
may be required to pay as a resull of such settlements. In one of the two remaining cases. u jury verdict found
that Transcontinental Gas Pipe Linc was required to pay to a producer damages of $23.3 million including
$38 million in attorneys’ lees. Transcontinental Gas Pipe Line is considering an appeal In the other
remaining case, a producer has asseried damages, including interest calculated through December 31, 1996, ol
approximately $6 million.

Summary

While no assurances may be given, Williams docs not believe that the ultimate resolution of the foregoing
matiers, taken as a whole and after consideration of amounts accrued, insurance coverage, recovery from
customers or other indemnification arrangements, will have a materially adverse effect upon Williams’ future
financial position, results of operations or cash flow requirenicnts
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Item 4. Submission of Matters to a Vote of Security Holders

Not applicable.

Executive Officers of Williams

The names, ages, positions and earliest election dates of the exccutive officers of Williams are:

Nome Age
Keith E. Bailey ........., 55
John C, Bumgamer, Jr. ... 55
Jumes R. Herbster. ... .... 56
Jack D. McCarthy......... 55
William G. von Glahn . ... 54
Gary R. Belitz ........... 48
Stephen L. Cropper....... 48
Howard E. Janzen . ....... 44
Brian E. O'Neill ......... 62

Pasitions and Officrs Held

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

Senior Vice President — Corporate Development
and Planning; President — Williams
International Company

Senior Vice President — Administration
Senior Vice President — Finance (Principal
Financial Officer)

Senior Vice President and General Counsel
Controller (Principal Accounting Officer)
President — Williams Erergy Group
President and Chiefl Operating Officer —
Williams Communications, Inc.

President — Williams Interstate Natural Gas
Systems, Inc.

01-01.79

0 -00-492
01-01-92

O8-01 -9
01-01-92
1001 56
02-11-97

O1-(H -k

All of the above officers have been employed by Williams or its subsidianies as officers or otherwise for
more than five years and have had no other employment during such period.
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PART 1l

ltem 5. Market for the Registrant’s Common Equity and Related Stockholder Matters

Williams' Common Stock is listed on the New York and Pacific Stock exchanges under the symbuol
"WMB." At the close of business on December 31, 1997, Williams had approximately 12,250 holders of
record of its Common Stock. The daily closing price ranges (composite transactions) and dividends declared
by quarner for each of the past two years (adjusted to reflect the December 29, 1997, wo-for-one commaon
stock split and distribution) are as follows:

1997 199

Quarter “High  low  Dividend  High  low  Diskbend
1 e R o e QW g P A Py $2138 S1819 $.13 51700 S1425 S04
. RS A SRl R e $23.50 $2000 $13  $17.71 S1SSK S11}
x . o - . = 7 3~y $24.59 $21.56 .13 $17.29 $1525  S01)
' L S W, .. (Y 2 Sl $28.50 $2309 815 51906 SI625 0§ 13

On December 29, 1997, the Company distributed one additional share of Common St~k of the
Company, $1 par value, for every share of Common Stock outstanding on December 5, 1997, pursuant to a
two-for-one stock split.
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ltem 6. Selected Financial Data

The following financial data are an integral part of. and should be read in conjunction with, the
consolidated financial statements and notes thereto, Information concerning significant trends in the financial
condition and results of operations is contained in Management's Discussion and Analysis of Financial
Condition and Results of Operations on pages F-1 through F-13 ol this report.

1997 199s 1995 v R
{ Millioas, rroept per-share amounis |
BEVENUEE. ... cvaiinrsisunbonnnaséessasess $ 44096 $ 35312 § 28557 SL.7511 S1.7934
Income from continuing operations(1) ....... 350.5 Jo2.3 2994 1649 I85.4
Income (rom discontinued opcrations(2) ... .. — - 10188 940 46.4
Extraordinary boss(3) ................. (79.1) - — (12.2) -
Diluted earnings per share:(4)
Income from continuing operations .. ...... 104 1.07 92 Sl 57
Income from discontinued operations . ... .. — — 325 11| A5
Extraordinary loss(3) ................. . (.24) s — (04 —
Cash dividends per common share(4) ... .. 54 A7 36 by 26
Total assets at December 3., ... ... ... ... 13,8790 124188 10,561.2 5.226.1 S020.4
Long-term obligations at December 31 ... .. 4,565.3 4,376.9 18740 1,307.8 16048
Stockholders’ equity at December 31 .. ...... 35717 14210 31871 1.505.% 17240

(1) See Notes 2 and 6 of Notes to Consolidated Financial Statements for discussion of the gain on sale of
interest in subsidiary, significant asset sales and write-offs in 1997, 1996 and 1995 lncome from
continuing operations in 1994 includes a $22.7 million pre-tax gain from the sale of a portion of Williams’
interest in Northern Border Partners, L.P. Income from continuing operations in 1993 includes a pre-tax
gain of $51.6 million as a result of the sale of 6.1 million units in the Williams Coal Seam Gas Royalty
Trust.

(2) See Note 3 of Notes to Consolidated Financial Statements for discussion of the gain from the 1995 sale
of discontinued operations. Amounts prior to 1995 reflect operating results of the network scrvices'
operations.

{3) See Noic § of Notes 1o Consolidates Financial Statements for discussion of the 1997 extraordinany loss
(4) Per-share amounts reflect the sdoption of Statement of Financial Accounting Standards No. 128,

“Earnings per Share,” and the effect of the December 29, 1997, commaon stock split and distribution as
discussed in Notes | and 15, respectively, of Notes 1o Consolidated Financial Statements.

Item 7. Management's Discussion & Analysis of Financial Conditions, and Results of Uperations
Results of Operations
1997 ve. 1996

Central's revenues increased $6 million, or 3 percent, due primanily to the net effect of adjustments to
certain mccruals in 1997, Total throughput decreased 4.2 TBtu, or | percent, due pnmanly to lower
interruplible volumes

Other (income) expense — net includes a $/ million gain from the sale-in-place of natural gas from a
decommissioned storage field.

Operating profit increased $12.2 million, or 27 percent, due primanly o the gain from the sale-in-place ul

natural gas, lower operating und maintenance expenscs, an increase in firm reserved capacity and lower general
and administrative cxpenses.

Kern River Gas Transmission’s (Kern River) revenues increased $6.5 million, or 4 percent. due primanly
to a full year of Willinms' ownership in 1997 as compared 1o 1996 and increased transporiation revenics.
Resulls for 1996 reflect operations from January 16, 1996, when Williams acquired the remaining interest in
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Kemn River. Total throughput increased 15.5 TBtu, or 6 percent, due primanly 1o the full vear of Williams’
ownership in 1997 and increased firm transportation volumes during the last half of 1997

Operating profit increased $7.3 million, or 6 percent, due primarily to the full year of Williams’ ownership
in 1997, higher transportation revenues and lower operations and maintenance expenses, partially offset by the
impact of Kerm River's levelized rate design.

Northwest Pipeline's revenucs increased $3.4 million, or | percent, due primarily to  new rate design,
effective Marchk 1, 1997, that enabled greater short-term firm and interruptible transportation volumes and a
$1.5 million gain on the sale of system balancing gas. Largely offsetting these increases were $7 million of
adjustments to rate refund accruals in 1997 and the effect of $9 million of revenue in 1996 associated with
rescrve reversals and favorable regulatory decisions. Total throughput decreased 120.3 TBiu, or 14 percent, s
a result of the 1996 sale of the south-end facilities.

Operating profit decreased $900,000, or 1 percent, due primanily to the combined impact of the increase
to rate rescrve accruals in 1997 and recognition in 1996 of favorable regulatory actions, significantly offsct by
the new transportation rates effective in 1997, lower operating and maintenance expenscs and the $3.5 million
gain on the sale of system balancing gas.

Texas Gas Transmisslon's revenues decreased $13.1 million, or 4 percent, and costs and operating
cxpenses decreased $13 million, or B percent, due primarily to lower reimbursable costs passed through to
customers as provided in Texas Gas’ rates including $6 million related 10 the suspension of gas supply
realignment cost recovery from firm transportation customers. Total throughput decreased 209 TBiu, or
3 percent. g

Operating profit increased $2.5 million, or 3 percent, due primarily to cost reductions and eflicicncy
cflorts and the favorable resolutions in 1997 of certain contractual and regulatory issucs, partially offset by
lower gas processing revenue and favornble 1996 adjusiments to rate refund accruals,

Transcontinental Gas Pipe Line’s (Transco) revenues increased $5.9 million, or | percent, due primarily
to the effects of @ mainline expansion placed into service in late 1996, new services begun in late 1997, new
rates effective May 1, 1997, to recover costs associated with increased capital expenditures, and the cffects of a
1996 downward adjustment (offset in cosis) of $14 million to reflect a rate case settlement, partially offset by
$23 million of lower reimbursable costs passed through to customers as provided in Transco's rates. Total
throughput decreased 21,1 TBtu, or | percent, due primanly to milder weather during 1997 as compared 1o
1996, which lowered firm long-baul and production arca interruptible transportation volumes.

Costs and operating expenses decreased $17.3 million, or 4 percent. duc primarily to the lower
reimbursable costs charged to Transco and passed through to customers, lower operation and maintenance
expenscs and a $5.4 million settlement related to a prior rate proceeding. partially offset by the effect of a 1996
downward adjustiment (offset in revenues) of $14 million to depreciation expense 1o reflect a rute case
scttlement and higher depreciation expense in 1997 associated with recent capital expenditures

Operating profil increased $30.7 million, or 16 percent, due primarily 1o lower operation and maintenance
cxpenses, the $5.4 million settlement and the effects of the mainline expansion, new scrvices and the new rates
effective May 1, 1997, slightly offset by higher depreciation cxpense

Energy Marketing & Trading's revenues decreased $125.3 million, or 48 percent, and costs and operating
cxpenscs decrcased $141 million, or 93 percent, due primarily 10 the 1997 reporting on a net margin basis of
certain natural gas and gas liquids marketing operations previously not considered 1o be included in trading
operations. Excluding this decrease, revenues increased $16 million due primarily 1o the initial income
recognition from long-term electric power contracts, increased physical and notional natural gas volumes of
12 percent and 44 percent, respectively, and higher petroleum trading volumes, partially offset by lower natural
gas trading margins as a result of decreased price volatility. Revenues also increased from project financing
services for energy prodvcers and the sale of cxccss transportation capacity.
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Operating profit increased $4.2 million, or 6 percent, due primarnily to the $16 million increase in net
revenues and a $6.3 million recovery of an account previously written off, largely offset by the expenses
associated with expansion of business growth platforms.

Exploration & Production’s revenucs increased $47.7 million, or 58 percent, due primarily to higher
average natural gas sales prices for company-owned production and from the marketing of Williams Coal
Seam Gas Royalty Trust (Royalty Trust) natural gas, and a 21 percent increase in company-owned
production volumes.

Costs and operating expenses increased $23 million, or 32 percent, due pnimarily to higher Royalty Trust
natural gas purchase prices, increased production activities and higher dry hole costs

Operating profit increased $27.5 million, from $2.8 million in 1996, due primarily to the increase in
average natural gas prices and company-owned production volumes, partially offsct by higher expenses
associated with increased activity levels.

Field Services' revenues increased $74 million. or 12 percent, due primanly to higher natural gas liquids
sales of $44 million, receipt of $8 million of business interruption insurance proceeds related 1o a 1996 clam,
and higher gathering, processing and condensate revenues of $7 million, §5 million and $11 mullion,
respectively. Natural gas liquids sales increased duc to a 37 percent increase in volumes, shghtly offset by
lower average sales prices,

Costs and operating expenses increased $79 million, or 20 percent, due primarily to $56 million higher
fucl and replacement gas purchases, o $9 million increase in operating and mainienance cxpenses, und
$8 million higher depreciation.

Other (income) expense — net for 1996 includes a $20 million gain (rom the property insurance coverage
associated with construction of replacement gathering facilitics and $6 million of gains from the sale of two
small gathening systems, partially offset by $5 million of environmental remediation accruals.

Operating profit decreased $24.4 million, or 13 percent, duc primarily to lower per-unit liquids margins,
the $12 million net effect of lower insurance recovenies between 1997 and 1996, higher operating and
muintenance expenses, increased depreciation, and higher gathering fuel and replacement gas purchase cosls,
partially offset by increased liquids and processing volumes.,

Petroleum Services' revenues increased $55.4 million, or 11 percent, due primarily to a $24 million
increase in product sales from transportation sctivities and a $27 million increase in cthanol sales. Ethanol
sales increased as a result of 22 percent higher sales volumes, partially offset by lower average ethanol sales
prices. Ethanol production was reduced during the second half of 1996 due to unfavorable market conditions.
Pipeline shipments and average rates were comparable 1o 1996.

Costs and operating expenscs increased $33 million, or 9 percent. due primurily 1o the increase in refined
product sales and ethanol production, partially offset by lower com costs.

Operating profit increased $21.3 million, or 28 percent, due pnmarly to increased ethanol sales volumes
and per-unit margins,

Communications' revenues increased $734 million, or 103 percent, due primanly to acquisitions which
contributed revenues of approximately $650 million, including $536 million from the acquisition of the
customer premise cquipment sales and services operations of Northern Telecom. Additionally, increased
business activity resulted in a $119 million revenue increase in new system sales, partially offset by a
$46 million decrease in system modification revenuc . The number of ports in service at December 31, 1997,
more than doubled a5 compared to December 31, 1996, due primarily to the Nortel acquisition. Fiber billable
minutes from occasional service increased 47 percent. Dedicaled service volce-grade equivalent miles al
December 31, 1997, increased 26 percent as compared with December 11, 1996.

Costs and operating expenses increased $550 million, or 102 percent, due primanly to acquired
operations, the overall increase in business activity, higher expenses for developing advanced nciwork
applications and increased depreciation associated with added capacity. Selling. general and administrative
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cxpenscs increased $198 million, or 121 percent, duc primarily 1o acquired operations, the overall increase in
business activity, higher expenses for developing advanced nctwork applications and expanding the infrastruc-
ture of this business for future growth.

Other (income) expense — net includes $49.8 million of charges in 1997 related 1o the decision 1o scll
the learning content business, and the write-down of asscts and the development expenses associated with
certun advanced applications.

Operating profit decreased $62.3 million from a $6.6 million operating profit in 1996 to a $55.7 million
operating loss in 1997, due primarily to the other expense charges of $49.8 million and the expense of
developing infrastructure while integrating the most recent acquisitions, partially offset by improved operating
profit from Communications Solutions including the impact of the Nortel acquisition

General corporate expenses increased $9.5 million, or 23 percent, due pnmarily 1o costs related 1 the
pending MAPCO acquisition and higher consulting fees. Interest accrued increased $44.6 million, or
12 percent, due primarily to higher borrowing levels including increased borrowing under the $1 billion hank-
credit facility and Williams Holdings’ commercial paper program, partially offset by a lower average interest
rate. The lower average interest rate reflects lower rates on new 1997 borrowings as compared 1o previoushy
outstanding borrowings. Interest capitalized increased $9 million, or 132 percent, due primarily to capital
expenditures for Communications® fiber-optic network. For information concerning the 1997 gain on sale of
interest in subsidiary, see Note 2. The 1996 gain on sales of assets results from the sale of certain
communication rights. The minority interest in income of consolidated subsidiaries in 1997 is related primanly
to the 30 percent interest held by Williams Communications Solutions, LLC’'s minonity sharcholders (see
Note 2). The $12 million unfavorable change in other income (expense) — net in 1997 is duc primarily to the
costs associated with expa.sion of the sale of receivables program in 1997 and the effect of $10 million of
reserve reversals in 1996, partially offset by lower environmental accruals in 1997,

The provision for income taxes on continuing operations decreased $5.1 million, or 3 percent. The
effecti ¢ income tax rate in 1997 is less than the federal statutory rate due primarily to the effect of the non-
taxable gain recognized in 1997 (sce Note 2) and income tax credits from coal-seam gas production, partially
offset by the effects of state income taxes. The effective tax rate in 1996 is less than the federal statutory rate
due primanly to income tax credits from rescarch activities and coal-seam gas production, partially offsct by
the cffects of stale income taxes. In addition, 1996 includes recognition of favorable adjustments totaling
$13 million related to previously provided deferred income taxes on certain regulated capital projects and state
income tax adjusiments,

The 1997 extraordinary loss results from the early extinguishment of debt (see Nuote K).

199G va. 1995

Central's revenucs increased $4.1 million, or 2 percent, due primarily 1o increased transportation revenue
resulting from new Lanifl rates that became effective August 1, 1995, Total throughput increased 6.9 TBiu. or
2 percent.

Operating profit was substantially the same as the prior year us the effect of a $4 million 1995 reversal of a
regulatory accrual was offset by new tanifl rates that became effective August 1, 1995,

Kern River's remaining interest was acquired by Williams on January 16, 1996, Revenues and operating
profit amounts for 1996 include the operating results of Kern River since the acquisition date. Kern River's
revenues were $160.6 million for 1996, while costs ard operating expenses were $35 million, selling, general
and administrative expenses were $13 million and operating profit was $113 million. Prior to the acquisition,
Williams accounted for its 50 percent ownership in Kern River using the equity method of accounting. with its
share of equity earings recorded in investing income. Throughput was 269.9 TBtu during 1996 (for the period
subsequent 1o the acquisition date). Throughput for 1996 is comparable 1o 1995

Northwest Plpeline’s revenues increased $14.5 million, or 6 percent, due primanly 1o increased
transportation rates, effective February 1, 1996, associated with the expansion of mainline capacity placed into
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service on December 1, 1995, In addition, $9 million of reveaue in 1996 associated with reserve reversals and
favorable regulatory decisions was more than offset by the effect of the 1995 reversal of approximately
$16 million of accrued labilities for estimated rate refund accruals. Total throughput increased ¥ TBiu, or
| percent.

Operating profit increased $9.2 million, or 8 percent, due primarily to increased transportation rates
associated with the expansion of mainline capacity, and the reserve reversals and favorable regulatony
decisions, Partially offsetting were higher depreciation expense associated with the mainline expansion and the
approximate $11 million net favorable effect of two 1995 reserve accrual adjustments. The 1995 reserve
accrual adjustments included a $16 million favorable adjustment of rate refund accruals based on a favorable
rate case order, partially offset by a loss accrual (included in other (income) expense — nct) in connection
with a lawsuit involving a former transportation customer.

Texas Gas Transmission's revenues and operating profit increased $29.8 million, or 11 percent, and $21.1
million, or 33 percent, respectively, duc primarily to new rates that became cffective Apnl 1. 1995, and an
adjustment to regulatory accruals based upon a recent rate case settlement. Also, 1995 reflected operations
from January 18, whea Williams acquired a majority interest in Transco Encrgy. Revenues associated with the
period January | through January 17, 1995, were $16 million. Total throughpul increased 1411 TBuw, or 22
percent, due primarily to a full year of Williams ownership in 1996 compared 10 a partial year in 1995 and the
impact of a colder winter in 1996.

Transco's revenuss increased $35.1 million, or $ percent, due primarily to higher natural gas transporta-
tion revenues and liguids and liquefiable transporiation revenues of $20 million and §9 million, respectively.
Additionally, revenue for 1996 reflects a full year of Williams' ownership as compared with 1995, which
reflecied operations from Japuary 18, 1995, when Willams acquired a majonty interest in Transco Encrgy.
Revenues associated with the period January | through January 17, 1995, were appronvimately $36 million
Offsctting these increases were lower revenues resulting from lower transporiation costs charged to Transco by
others and passed through to customers as provided in Transco’s rates. Transportation revenues increased duc
primarily to increased long-haul throughput, which benefitted from a two-phase system expansion placed in
service in late 1996 and late 1995, and new rates effective September 1, 1995, which allowed the passthrough
of increased costs. Total throughput increased 176.1 TBiw, or 12 percent, due primanly 1o a Tull year of
Williams" ownership in 1996 compared to a partial year in 1995,

Operating profit increased $29.6 million, or 18 percent, due pnmanly to increased transportation
revenucs. lower general and administrative expenses and a full year of Williams' ownership in 1996, partially
offsel by higher operation and maintenance expenses and higher taxes other than income taxes,

Energy Marketing & Trading's revenues increased $107.6 mullion, or 70 percent, due primanly to high.=»
natural gas and gas liquids marketing, price-nsk management activities and petroleum product marketing of
£77 million, $24 million and $18 million, respectively, partially ofTset by lower contract origination revenues of
$10 million. Natural gas and gas liquids markeling revenues increased due to higher marketing volumes and
prices. In addition, net physical trading revenues increased $3 million, due 1o o 19 percent increase in natural
gas physical trading volumes from 754 TBiu to 896 THuu, largely offset by lower physical trading margins.

Costs and operaling expenses increased $73 million, or 94 percent, due primarily to higher natural zas
purchase volumes and prices,

Operating profit increased $33.2 million, or 100 percent, due primanly 1o higher prce-risk management
revenues, a reduction of development costs associated with its information products business and increased
natural gas marketing volumes. Partially offsetting were higher selling, general and administrative expenses
and lower contract origination revenues resulting from the impact of profits realized from certain long-term
natural gas supply obligations in 1995.

Exploration & Production’s revenues increased $19.5 million, or 31 percent, due primarily to higher
revenues from the marketing of production from the Royalty Trust and increased production revenues ol
£9 million and $8 million, respectively. The increase in marketing revenues reflects both increased volumes
and higher average gas prices. The increase in production revenues reflects higher average gas prices.
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Costs and operating expenses increased $18 million due primarily to higher Royalty Trust natural gas
purchase costs. Other (income) expense — nel in 1995 includes an 38 mullion loss sccrual for a fulure
minimum price natural gas commitment.

Operating profit increased $8.7 million to $2.8 million in 1996 due primanly 1o the effect of the $X million
1995 loss accrual.

Field Services’ revenues increased $83.4 million, or 16 percent, due primanily 1o higher natural gas hguids
sales revenucs of $64 million combined with higher gathering and processing revenues of $6 million and
$13 million, respectively, Natural gas liquids sales revenues increased due 1o a 36 percent increase in volumes
combined with higher average prices. Gathering and processing volumes each increased 19 percent while
average gathering rates decreased.

Costs and operating expenscs increased $52 million, or 15 percent, duc primarily to higher fuel and
repluicement gas purchases, expanded facilitics and increased operations. Other (income) expense — net for
1996 includes a $20 million gain from the property insurance coverage associated with construction of
replacement gathering facilities and $6 million of gains from the sale of two small guthering systems, partially
offset by $5 million of environmental remediation accruals. Other (income) expense — net for 1995 includes
$20 million in operating profit from a favorable resolution of contingency issues involving previously regulated
gathering and processing asscts.

Operating profit increased $26.4 million, or 16 percent, due primarily to higher natural gas liquids
margins and higher gathering and processing revenues, partially offset by higher costs and operaling expenses
Operating profit was favorably impacted in both 1996 and 1995 by approximately $20 million of other income.

Petroleum Services' revenues increased $165.2 million, or S0 percent, due primarily to an increase in
transportation activities and ethanol sales of $31 million and $133 million, respectively. Revenues from
transportation activitics increased due primarily to a 10 percent increase in shipments and a $14 million
increase in product sales. Shipments increased as a result of new business and the 1995 impacts of unfavorable
weather conditions and a fire at a truck-loading rack. Average length of haul and transportation rate per harrel
were slightly below 1995 due primarily to shorter haul movements. Ethanol revenues increased following the
August 1995 acquisition of Pekin Encrgy and the fourth-quarter 1995 comipletion of the Aurora plant.

Costs and operating expenses increased $155 million. or 68 percent, due primarily to a full ye=- of ethanol
production activities,

Operating profit increased $6.5 million, or 9 percent, due pnmarily 1o increased shipments, partially offset
by lower ethanol margins and production levels as a result of record high com prices.

Communications’ revenues increased §172.4 million, or 32 percent, due primarily to the 1996 acquisitions
which contributed revenues of $95 million. Additionally, increased business activity resulted in a $36 million
fevenuc increase in new sysiems sales and a $16 million increase in digital fiber television services. The
number of ports in service at December 31, 1996, increased 8 percent and billable minutes from occasional
service increased 16 percent. Dedicated service voice-grade equivalent miles at December 31, 1996, decreased
6 percent as compared with December 31, 1995, which in part reflects a shift to occasional service,

Costs and operating expenses increased $126 million, or 31 percent, and selling, general and administra-
tive expenses increased $63 million, or 62 percent, due primarily to the overall increase in business activity and
higher expenses for developing additionul products and services, including the cost of integrating the most
recent acquisitions.

Operating profit decreased $18.4 million, or 74 per-enl, due primarily to the expenses of developing
additional products and services along with integrating the most recent acgulsitions

General corporate expenses incrcascd $3.7 million, or 10 percent, due pnmanly to higher employee
compensation expense and consulting fees, partially offset by the efect of a $5 million contnbution in 1995 1o
The Williams Companics Foundation. Interest accrued increased $82 million, or JO percent, due primanly to
higher borrowing levels including debt associated with the January 1996 acquisition of the remaining interest
in Kemn River (sce Note 2), slightly offset by lower average interest rales. Interest capitalired decreased
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£7.6 million, or 53 percent, due primarily to lower capital expenditures for gathering and processing facilities
and the 1995 completion of Northwest Pipeline’s mainline expansion. Investing income decreased §75.1 mal-
lion, or 80 percent, due primarily 1o the effect of interest carmed in 1995 on the invested portion of the cash
proceeds from the sale of Williams' network services operations, a $15 million dividend in 1995 1rom
Texasgull Inc. (sold in 1995), and $31 million lower equity camings from Williams' 50 percent ownership in
Kern River. Kern River's 1996 operating results are included in operating profit since the acquisition date (see
Note 2). The 1996 gain on sales of assets results from the sale of certain communication rights. The 1995 loss
on sales of assets results from the sale of the 15 percent interest in Texasgull Inc. The 1995 write-off of project
costs resulls from the cancellation of an underground coal gasification project in Wyoming (see Nole &).
Minority interest in income of consolidated subsidiaries in 1995 is associated with the Transco merger. The
52 million favorable change in other income (expensc) — nel in 1996 is due primarily to approximately
$10 million of reserve reversals in 1996, partially offsct by higher environmental accruals of $4 million and
additional expense of international activities.

The $81.1 million, or 79 percent, increase in the provision for income taxes on continuing operations is
primarily a result of higher pre-tax income and a higher effective income tax rate. The increase in the effective
income tax rate is the result of the 1995 recognition of $29.8 million of previously unrccognized tax benefils
realized as a result of the sale of Texasgull Inc. (sce Note 6). The effective income tax rate in 1996 is less than
the federal statutory rate due primarily to income tax credits from rescarch activitics and coal-seam gas
production, partially offset by the effects of state income taxes. In addition, 1996 includes recognition of
favorable adjustments totaling $13 million related to previously provided deferred income taxes on certain
regulated capital projects and state income tax adjustments related to 1995, The effective income tax rate in
1995 is less than the federal statutory rate due primarily to income tax credits from coal-scam gas production,
partially offset by the effects of stale income tanes and minority interest. In addition, 1995 includes the
previously unrecognized tax benefits related to the sale of Texasgull Inc. (see Note 6) and recognition of an
$% million income Lax benefit resulting from scttlements with taxing authorities (sce Note 7).

On January 5, 1995, Williams sold its network services operations 1o LDDS Commumicanions, Inc. for
$2.5 billion in cash. The sale yiclded an after-tax gain of approximately $1 billion, which is reported as income
from discontinued operations (see Note 3).

Preferred stock dividends decreased $4.9 million, or 12 percent, due pnmlrll} 1o the 1995 effect of a
difference in the fair value of subordinated debentures issued and the carrying value of the exchanged
§$2.21 cumulative preferred stock (sce Note 15).

Financial Condition and Liquidity

Debt Restruciuring

In September 1997, Williams initiated a restructuning of a portion of its debt portlolio (see Note 14), As
of December 31, 1997, Williams has paid approximately $1.4 billion to redeem approximately $1.3 billion of
deht with stated interest rates in excess of 8.8 percent, resulting in an extraordinary loss of $79.1 million (see
MNote 8). The restructuring is expecied to reduce interest expense by appronimately $25 million annually. The
restructuring was temporanly financed with a combination of borrowings under the $1 billion bank-credit
facility, commercial paper and new short-term bank agreements with commitments totaling $1.2 hillion
Registration statements were filed with the Securities and Exchange Commission in September 1997 by
Williams, Willlams Holdings of Delaware, Northwest Pipeline and Transcontinental Gas Pipe Line (cach a
wholly-owned subsidiary of Williams ). These additional filings brought the total shell financing availability 1o
£900 million, $820 million, $400 million and $500 willion, respectively, prior to the restructuning. During the
fourth quarter of 1997 and January 1998, $1.1 billion of debentures and notes with interest rates ranging from
591 percent to 6.625 percent were issued under these: registration stalemenis in conncciion with the
restructuring. The restructuring is expected to be completed during the first quarier of 1998 with the wsuance
of additional long-term debi securities.
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Liquidity

Williams considers its liguidity to come from two sources: internal liquidity, consisting of available cash
investments, and external liquidity, consisting of borrowing capacity from available bank-credit facilities and
Williams Holdings" commercial paper program, which can be utilized without limitation under existing loan
covenants. At December 31, 1997, Williams had access 1o $155 million of liquidity including $132 million
available under its $1 billion bank-credit facility. This compares with liyuidity of $550 million at December 31,
1996, and $656 million at December 31, 1995, The decrease in 1997 is due primarily to additional borrowings
under the bank-credit facility to finance increased capital expendilures and to provide intenm financing related
to the debt restructuring program.

During 1997, Williams Holdings entered into a commercial paper program backed by $650 million of new
short-term bank-credit facilities. At December 31, 1997, $645 million of commercial paper was outstanding
under the program. After completion of the debt restructuring, Williams expects approximately $1 billion of
shell availability to remain under outstanding registration stateinents. These registration statements may be
used to issue a variety of debt or equity securities. In addition, short-term uncommitted bank lines are utilized
in managing liquidity. Williams believes any additional financing armangements can be obtained on reasonable
terms if required.

Williams had a net working-capital deficit of $772 million at December 31, 1997, compared with
$309 million ul December 31, 1996. Williams manages its borrowings to keep cash and cash equivalents al a
minimum and has relied on bank-credit facilities to provide flexibility for its cash needs. As a resull, o
historically has reporied negative working capital. The increase in the vorking-capital deficit at December 11,
1997, as compared to prior year-end is primarily a result of short-term borrowings under the commercial paper

program.

Terms of certain borrowing agreements limit transfer of funds to Williams from its subsidiaries. The
restrictions have not impeded, nor arc they expected to impede, Williams' ability to meet its cash requirements
in the future,

During 1998, Williams expects 1o finance capilal expenditures, invesiments and working-capital require-
menis through cash generated from operations and the use of the available portion of its $1 billion bank-credit
facility, commercial paper, shori-term uncommitted bank lines and debt or equity public offerings.

Operating Activities

Cash provided by operating activities was: 1997 — $920 million; 1996 — $710 million; and 1995 —
$829 million. Receivables, inventories and accounts payable increased due pnmanly to the combination of
customer equipment sales and services operations with Nortel (see Nolc 2) and increased trading activities by
Energy Marketing & Trading.

Financing Activities

Net cash provided (used) by financing activities was: 1997 — $317 million; 1996 — $734 million; and
1995 — ($1.4) billion. Long-term debt principal payments, net of debt proceeds, were $161 million dunng
1997, and noles payable proceeds, net of notes payable payments, were $615 million during 1997. The increase
in notes payable al December 31, 1997, reflects borrowings under the new commercial paper program to fund
capital expenditures, investiments and acquisition of businesses. Long-term debt proceeds, net of principal
payments, were $609 million during 1996, The increase in net new borrowings duning 1996 was primarily to
fund capital expenditures, investments and acquisitions of businesses. Long-term debt principal payments, net
of dett proceeds, were $610 million during 1995, The net payments in [995 were primanly a resuli of
payments Williams made to retire and/or terminate approximately $700 million of Transco Energy’s
borrowings, preferred stock, interest-rate swaps and sale of receivable facilities in connection with the
acguisition of Transco Encrgy.
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The proceeds from issuance of common stock in 1997, 1996 and 1995 include Williams' benclit plan
stock purchases and exercise of stock options under Williams® stock plan. The 1995 proceeds from issuance of
common stock also includes $46.2 million from the sale of 3.6 million shares of Williams commaon stock.

The 1996 purchases of Williams' treasury stock include 1.9 million shares of common stock on the open
market for $31 million. The Williams' board of directors authorized up to $800 million of such purchases. No
additiona! shares were purchased during 1997, and Williams' board of directors izrminated the repurchase
program during the fourth quarter of 1997.

Long-term debt at December 31, 1997, was $4.6 billion, compared with $4.4 billion at December 31,
1996, and $2.9 billion a1 December 31, 1995. At December 31, 1997 and 1996, $560 million und $200 million,
respectively, in current debt obligations have been classified as non-current obligations based on Williams’
intent and abilily to refinance on a long-term basis. The 1996 increase in long-term debt is due primarily to the
$643 million outstanding debt assumed with the acquisition of Kern River (sec Note 2), $300 million in
additional borrowings under the $1 billion bank-credit facility and $250 million of debt issued by Williams
Holdings. The long-term debt to debt-plus-equity ratio was 56.1 percent for 1997 and 1996 compared to 47.4
percent at December 31, 1995, If short-term notes payable and long-term debt duec within one ycar arc
included in the calculations, these ratios would be 59.7 percent, 57.9 percent and 50.1 percent, respectively.

Investing Activities

Net cash provided (used) by investing activities was: 1997 — ($1.3) billion; 1996 — ($1.4) billion; and
1995 — $58% million. Capital expenditures of gas pipeline subsidiaries, primarily to expand and modernize
systems, were $419 million in 1997, $441 million in 1996, and $445 million in 1995. Expenditures in 1997 and
1996 include Transcontinental Gas Pipe Line's expansion; expenditures in 1995 include Transcontinental Gas
Pipe Linc and Northwest Pipeline’s expansions. Capital expenditures of Energy Services, primanily to cxpand
and modernize gathering and processing facilities, were $305 million in 1997, $292 million in 1996, and $136
million in 1995, Capital expenditures of Communications were $276 million in 1997, $67 million in 1996, and
$32 million 1995. The 1997 expenditures include the fiber-optic network. Budgeted capital expenditures and
investments for 1998 are estimated to be approximately $2.5 billion, primarily to expand and modernize
pipeline systems, gathering and processing facilitics and the fiber-optic network. If the pending MAPCO
acquisition is completed, budgeted capital expenditures will increase an estimated $400 million

On Apnl 30, 1997, Williams and Northern Telecom (Nortel) combined their customer-premise
cquipment sales and services operations into a limited Lability company, Williams Communications Solutions,
LLC (LLC). In addition, Williams paid $68 million to Nortel. Williams has accounted for its 70 percent
interest in the operations that Nortel contributed to the LLC as a purchase business combination. Williams
recorded the M) perceny reduction in its operations contributed 1o the LLC as a sale 10 the minonty
sharcholders of the LLC (see Note 2). During 1997, Williams also purchased a 20 percent interest in a
forcign telecommunications business for $65 million in cash. During 1996, Williams acquired the remaining
interest in Kemn River for $206 million cash (see Note 2). In addition, during 1996 Williams scquired various
communications technology businesses totaling $165 million in cash. In 1995, Williams acquired all of
Transco Energy's outstanding common stock for cash of $430.5 million and 31.2 million sharcs of Williams
common stock valued at $334 million (see Note 2). During 1995, Williams also acquired the Gas Company of
New Mexico's natural gas gathering and processing assets in the San Juan and Permian basins for
$154 million and Pekin Energy Co., the nation's sccond largest cthanol producer, for $167 million in cash

During 1995, Williams received proceeds of $2.5 hillion i~ cash from the sale of its network services
aperations (sce Note 3) and proceeds of $124 million from the sale of its 15 percent interest in Texasgull Inc
{see Nole 6.

New Accounting Standards

See Note | for the effects of Statement of Financial Accounting Standards (SFAS) No. 130, " Reporting
Comprehensive Income,” and SFAS No. 131, “Disclosures about Segments of an Enterpnise and Related
Information,”
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MAPCO Acquisition

On November 24, 1997, Williams and MAPCO Inc. announced that they had entered into a definitive
merger agreement whereby Williams would acquire MAPCO by exchanging 1.665 share of Williams comimon
stock for cach outstanding share of MAPCO common stock. In addition, outstanding MAPCO employee
stock options would be converted into Williams common stock. Based on the closing markeit price of Williams
common stock on December 31, 1997, approximately 96 8 million shares of Williams common stock valued at
approximately $2.8 billion would be issued in the transaction (sece Note 19). The transaction closed on
March 28, 1998.

Effects of inflation

Williams has experienced increased costs in recent years due to the effects of inflation. However,
approximately 66 percent of Williams' property, plant and equipment has been acquired or constructed since
1995, a period of relatively low inflation. A substantial portion of Williams' property, plant and equipment is
subject 1o regulation, which limits recovery 1o historical cost. While Williams believes it will be ailowed the
opportunity to camn a return based on the actual cost incurred to replace existing assets, competition or other
market factors may limit the ability to recover such increased costs.

Environmental

Williams is a participant in certain environmental activitics in various stages involving assessment studies,
cleanup operations and/or remedial processes. The sites, some of which are not currently owned by Williams
(see Note 18), are being monitored by Williams, other potentially respunsible parties, the U.S. Environmental
Protection Agency (EPA), or other governmental authoritics in a coordinated effort. In addition. Williams
maintains an active monitoring program for its continued remediation und cleanup of certain sites connected
with its refined products pipeline activities. Williams has both joint and several liability in some of these
activities and sole responsibility in others. Current estimates of the most likely costs of such cleanup activities,
after payments by other partics, are approximately $73 million, all of which is accrued at December 31, 1997,
Williams expects 1o seck recovery of approximately $41 million of the accrued costs through future natural gas
transmission rates. Williams will fund these costs from operations and/or available bank-credit faciliies. The
actual costs incurred will depend on the final amount, type and extent of contamination discovered al these
sites, the final cleanup standards mandated by the EPA or other governmental authoritics, and other fuctors.

Year 2000 Complinnce

Williams has initiated an enterprisc-wide project to address the year 2000 compliance issuc for all
technology hardware and sofiware, external interfaces with customers and supplicrs, opcrations process
control, automation and instrumentation systems, and facility items. The assessment phase of this project as it
relates to traditional information technology arcas should be substantially complete by the end of the first
quarter of 1998, Completion of the assessment phase for non-traditional information technology arcas s
eapected in mid-1998, Necessary conversion and replacement activities will begin in 1998 and continuc
through mid-1999. Testing of systems has begun and will continuc throughout the process. Williams has
initiated a formal communications process with other companies with which Williams® systems interface or
rely on to determine the extent to which those companies are addressing their year 200 compliance, and
where necessary, Williams will be working with those companics to mitigate any material adverse cflect on
Williams.

Williams expects to utilize both internal and external resources to complete this process. Existing
resources will be redeployed and previously planned system replacements will be accelerated during this time,
For example, implementation of previously planned financial and human resources systers is currently in
process. These systems will address the year 2000 compliance insues in certain areas, Costs incurred for new
software and hardware purchases will be capitalized and other costs will be expensed as incurred. For the
regulated pipelines, Williams considers costs associated with the year 2000 compliance to be prudent costs
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incurred in the ordinary course of business, and, therefore, recoverable through rates. While the total cost of
this project is still being evaluated, Williams estimates that external costs, excluding previously planned
system rcplacements, necessary to complete the project within the schedule described will total a1 least
$15 million. Williams will update this estimate as additional information becomes available, The costs of the
project and the completion dates arc based on mansgement’s best estimates, which were derived utlizing
numerous assumptions of future events, including the continued availability of certain resources, third party
year 2000 compliance modification plans and other factors. There can be no guarantee that these estimates
will be achieved and actual results could differ materially from these estimaies.

Market Risk Disclosures

Interest Rate Risk

Williams® interest rate risk exposure results from short-term rates, primarily LIBOR based borrowings
from commercial banks and the issuance of commercial paper, and long-teim U.S. Treasury rates. To mitigate
the impact of fluctuations in interest rates, Williams targets to maintain a significant portion of its debt
portfolio in fixed rate debt. At December 31, 1997, the amount of Williams' fixed and variable rate debi was
approximately the same as a result of a debt restructuring program begun in 1997 where Williams
extinguished higher cost long-term debl. During early 1998, the percent of fixed rate debt will increase to
targeted levels as Williams completes issuing long-term debt under the restructuring program and repays its
interim financings. The maturity of Williams' long-term debt porifolio is influenced by the life of its operating
assets. Williams also utilizes interest rate swaps to change the ratio of its fixed and variable rate debt portfolio
based on management's assessment of future interest rates, volatility of the yield curve and Williams' ability to
access the capital markets in a timely manner, Williams has entered into interest rate forward contracts 1o
cstablish an cffective borrowing rate for anticipated long-1erm debt issuances.




The following table provides information about Williams' notes payable, long-term debt, interest rate
swaps and interest rate forward contracts that are subject 1o interest rate risk. For notes payable and long-1erm
debt, the table presents principal cash flows and weighted average interest rates by expected matunty dates.
For interest rate swaps and interest rate forward contracts, the table presents notional amounts and weighted
average interest rates by contractual maturity dates. Notional amounts are used 1o calculate the contractual
cash flows 1o be exchanged under the interest rate swaps and the seltlement amounts under the interest rale
fuorward contracts.

Fair Valee
ecrmber 31,
(L] 19 o0 01 Joa} Thereafter Total 1997
{ Dallars in millioas)
Motes payable - Fawaaaes &9 3 - 5 — i P = § - L §
IBtcrest Fade ....cncuvnsnnmsas H6%
Long-1erm deb, including currem
portion:
Finod fai ... .coonsrnsassanas .. 3 40 5219 125 7% § 41 $1.27) $£3,100 $3, 18
IROErest BB0E .. ..cvconmrvunssanmnus T4% T4% T4% T4% TA% TA%
Variahle rate ...... iivaesiecees 3= 3130 3 — $XW S1OTI $ & S1.80% $1.50%
Imterest rate{l) .. ....
Interest rate weaps
Pay variable/recehve flaed. .. ..., ... $ b $42 S41 B0l 3 — § 40 3103 s 9
Pay rl2l2) osonnsraponssizsnsnsons
ROCCIR TRIE i sornsnrrminnsgrans s 6% 6% A% 4% bNE 6%
Pay fined/receive variable(3)........ § ¥ 5172 §47 5§83 § %W § a9 § Tin % (%)
ot A A R ey e B % TR TER L0 0% K%
Receive rute{d) .. ...ccocavveounns.
Interest rate forward contracts purchased
related to asticipased long-term debst
iskuances . . . . b bl eres FILISD % = $ — $— 3 - I — $1,15%0 i)

Average locked in rate of 5.9 percent referenced 1o underlying Treasury securities having a weighted-average
maturity of 6 years.

i1) LIBOR plus .33 percent,

(2) LIBOR, except $250 million notional amount maturing after 2002 is at LIBOR less 1.04 percent.
(3) Counterparties have an option to cancel all outstanding swaps in 2001,

(4) LIBOR.

Commaodity Price Risk

Encrgy Marketing & Trading has trading operations that provide price risk management services to third-
party customers. The trading operations have commodity price nsk exposure associated with the crude oil,
natural gas, refined products, natural gas liquids and electricity energy markets in the United States and the
natural gas markets in Canada. Toe trading operations enter into encrgy-related financial instruments
{forward contracts, futures contracts, option contracts and swap agreements) and have commaodity inventories
and purchase and sale commitments which involve the physical delivery of an cnergy commaodity. These
finuncial instruments and physical positions and commitments are valued at market value and unrealized gains
and losses from changes in market value are recognized in income. The trading operations are subject to nsk
from changes in energy commodity market prices, the portfolio position of its financial instruments and
physical commitments, the liguidity of the market in which the contract is transacted, changes in inicrest rates
and credit risk. Encrgy Marketing & Trading manages risk by maintaining its portfolio within established
trading policy guidelines. A Risk Control Group, independent of the trading operations, monitors compliance
with established trading policy guidelines and measures the risk associated with the trading portlolio.

Energy Marketing & Trading uses a value at risk methodology to estimate the potential one day loss from
adverse changes in the market value of its trading operations, At December 31, 1997, the value at risk for the
trading operations is $4 million. This reflects a 97.5 percent probability that as a result of changes in
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commodity prices, the onc day loss in the market value of the trading portfolio will not exceed the value at
risk. The value at risk includes all the financial instruments and physical positions and commitments that
expose the trading opcrations to market risk. The value-at-nisk model estimates assume normal market
conditions based upon historical market prices. Value at risk docs not purport to represent actual losses in
market value that could be incurred from the trading portfolio, nor does it consider that changing our trading
portfolio in response to markel conditions could affect market prices and could take longer to execute than the
onc-day holding period assumed in our value at risk model.

Forelgn Currency Risk

Williams has investments in companies whose operations are located in foreign countnies, of which
€87 million are accounted for using the cost method. Fair value for the cost method investments is deemed 1o
approximate their carrying amount, because estimating cash flows by year is not practicable given that the
time frame for selling these investments is uncertain, Williams' financial results could be affected if the
invesiments incur a permanent decline in value as a result of changes in foreign currency exchange rates and
the economic conditions in foreign countries. Williams attempts to mitigate these nsks by investing in
different countries and business segments. Approximalely 80 percent of the cost method investments are in
Asian countrics and 20 percent in South American countries. Of the Asian investmenis, approximalely 50
percent are in countries whose currencies have recently sulfered significant devaluations and volatility. The
ultimate duration and severity of the conditions in Asia remains uncertain as does the long-term Iimpact on
Williams® investments,
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RESORT OF INDEPENDENT AUDITORS

To the Stockholders of
The Williams Companies, Inc.

We have audited the accompanying consolidated balance sheet of The Williams Companies. Inc. as of
December 31, 1997 and 1996, and the related consolidated statements of income, stockholdens’ equity, and
cash flows for cach of the three years in the period ended December 31, 1997, Our audits also included the
financial statement schedule listed in the Index at Item 14(a). These financial statements and schedule are
the responsibility of the Company's management. Our responsibility is 10 express an opinion on these financial
statements and schedule based on our audits

We conducted our sudits in accordance with gencrally accepted auditing standards. Those standards
require that we plan and perform the audit to obtain reasonable assurance about whether the financial
statements are free of material misstatement. An audit includes examining, on a test basis, evidence
supporting the amounts and disclosures in the financial statements. An audit also includes assessing the
accounting principles used and significant estimates made by management, as well as evaluating the overall
financial statement presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all matenal
respects, the consolidated financial position of The Williams Companies, Inc. at December 31, 1997 and 1996,
und the consolidated results of its operations and its cash flows for each of the three years in the penod ended
December 31, 1997, in conformity with generally accepted accounting principles. Also, in our opinion, the
related financial statement schedule, when considered in relation to the basic financial statements taken as a
whole, presents fairly in all material respects the information sct forth thercin.

ERNST & YOUNG LLP

Tulsa, Oklahoma
February 13, 1998
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THE WILLIAMS COMPANIES, INC.
CONSOLIDATED STATEMENT OF INCOME

Yoears Ended Decomber M,

1997 1% 1995
{Millions, except per-share amounts)
Revenues:
Gas Plpelines (MNOB 4) ... cceivivicinnirrernsrsisisorssranss . $1.6839 $1.675.2 $1.431.10
Energy Services [INole @) ..o ivrvrressrsrrrrrrrnsranmsrsrrens 1,5049 14531 10774
Communications (Note 2) ...ocvviiinirmssssirrsasionsisanssns 1.445.3 T11.3 5389
L5177 VS RS A A e S A s e e B4 45.0 174
Intercompany eliminations (Note 17)....ovveveinivionninen... (2629) (156.4) {209.1)
TORR] T VO o s e T s a e o ke s i s o b o 4,409.6 3.51).2 2R857
Profit-center costs and expenses:
Costs and operati ns e 2,664.5 2,064, 1,700.7
Sclling. general and administrative expenses .. ..........000 000 780.1 585.5 485 K
Other (income) expense—net (Note 6) .. ........ooooiiiiiniin IR.6 (19.5) (45)
Total profit-center costs and expenses . . .................. 1.483.2 2,698 185.0
Operating profit:
Cias Pipelines [Nole d) ... cuviiiiiiesiorsssrnnisrscrrarenses 614.2 624 K97
Energy Services (Notle 4).......coivviniinnionnecsnnrenas : 3609 EXb 257.5
Communications (Notes 2and 6) . ......ooiiviiiniiinninan. (55.7) 6.6 250
8 R 1.0 i | (1.5)
TOU) OPETuting PWOBE ¢ o5+ v onanavane v smsensansaies 9264 901.4 6707
General Compomie CXPEnSeS. . ..vuoieavrnaiosnrassasssns e A (50.9) (41.4) (32,7}
IIMEIESL ACCTUEH v o ooss s oees oo oo e oo UL aas)  (3399) (719 |
Imterest capitalized . ..o vvvvrvsrvsossnncsscesnanrsnanseansnnss 159 6.9 14.5
Investing income (Note §) ..o iinnisnsnunacsisranans 19.2 IE8 919
Gain on sale of interest in subsidiary (Note 2) ............0oniunns 44.5 - -
Gain (loss) on sales of assets (Note 6) .......... ..cooiiinnninne, _ 15.7 (12.6) ]
Write-ofl of project costs (Note 6) ... ... oo - — (41.4)
Minority interest in income of consolidated subsidiaries [Nute 21 . (14.0) - i10.0y
Other income (EXPENSE)—Nel ... .iveenuirnaansrionnsn. - (K1) 19 LA
Income from continuing operations before income taxes . ........... S28.5 5454 401.4
Provision for income taxes (Note 7) ... i o . 178.0 183.1 10240
Income from continuing operations . TR 150.5 2.1 299.4
Income from discontinued operations (Note 1) . T T LDIKK
Income before extraordinary boss . ............ ... 0ouunann, 150.5 3623 1,382
Extraordinary Joss (Note B) ..o iiiiiniieiniinnss (79.1) = =
s L Sl ol A S N 2714 3623 13182
Preferred stock dividends (Note 15)......... e e e . 9.8 10.4 15.3
Income applicable to common stock ... $ 2616 0§ 1519 $1,3029 |
Basic carnings per common share (Nulcs | and '5”
Income from conlinuing operations .. ............oevvuunennn. $ L06 $ L0 s W
Income from discontinued operations (Note 3).............. i - - 1L
Income before extruordinary boss .. ... ... ..o i \ 1.06 1.10 i.!ﬂ
Extraordinary loss (Note B) ...... . ...oioiin i . (.25) - -
MNet income . Lt L - - | $ L1I0 $ -:H_{.'
Diluted carnings per common lhll'l'.‘ lhlm:s I und 'ilj
Income from continuing operations . - T 1 - $ 1Ly s v
Income from discontinued up:ml.inm {Hmr. 3] ................. — - 2
Income belore extraordinary loss ., .. ... ... ... ... . ... 104 1.7 417
Extraondinary loss (Note B) ... .0vtinnininrnns s i.24) —a =
Metdneome. .. .oiviiiiiiiciiiiiiarenniinieaiinieeae. § 80§ 1Y $ 417
— = e = - =

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

Current asscls:

Cash and cash equivalents .........c..ociveiuiaiiannnnns
Receivables Il:u allowance of $19.3 ($9.7 iR 1996). ......ocvviivivniiiinnn,
Transportation and exchange gas receivable .. ... ..
Inventories (Note 11) . ...vcvnennrrssnincncsscnannnas VT e
Commodity trading assetS . . ....cccineienioiisancnsiasianssrsnssinsss :
Deferred income taxnes (NOET) o .ovvvvnniniiivnonrrrssssrinnsssnnannas
7L N o~ W Py 3 SN = F e ey

Investments (NOLE 8) s c.c v e saees i s aiessas desn e saes i
Property, plant and equipment—net (Note 12) ... oo oo
Goodwill and other intangible assets—net (Notes 1 and 2) ... ... ... ... ..
Other assets and defe G s e R s e S A e b

LIABILITIES AND STOCKHOLDERS' EQUITY

Current liabilities:
MNotes pavable (Note 1) ... ..cceviisantrnrsasassrssassssreanssannsss
Accounts payable (Note 13) ....uoiiiiiiiiarinrinasasssiissssnssas
Transportation and exchange gas payable . . R B AT WA
Accrued labilities (Note 13) .. ... .0 iiiniiinnnas
Commaodity trading liabilities . ! L
Long-term debt due within one year (Note 14) .

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

Long-term debt (Note 14) ........covviiriinarnaiacnnnns
Deferred income taxes (Note 7) ... ... ooiiiinnnins o
Other liabilities. . . . ..
Minority inlerest in consolidated subsidiaries (Hnlt 2]
Contingent liabilities and commitments (Note |1§)
Swoeckholders’ e n¥ (Note 15):
Preferred nnc%. | par value, 30,000,000 shares authorized, 2,497,472 shares
issued in 1997 nnd 3,241,552 shares issued in 1996. :
Common stock, $1 par value, 480,000,000 shares authorized,
125,005,668 shares issued in 1997 and 320,428,326 shares issued in 1996 .
Cupital in excess of par value . . ...oiiiieeriiasianinaaas
Rclum:d nmmp ...................................

Less treasury stock (at cost), 4,879,127 shares of common stock in 1997 and
5474674 shares of common stock in 1996 ............ by e

Total stockholders’ equity ...........cccuvnnninna...
Total liabilities and stockholders” equity . ...........

See accompanying notes.
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December V1,

1997 1994
(Dallsrs in milllons, evoept

per-shiare amounts)

$ K1) $ 118
1.200.5 9519
1304 17.7
o0 s 26
1803 147.2
M6 199.5
1383 1529
22559 14901
291.4 1.6
10,055.6 9. 386.3
435.2 19%.1
840.9 753.7
SI3879.0  SI241KK

$ 6930 $ 2695

KRG 3 HR1.2
6717 717
1,187 9751
1820 1379
4l1.1 9.6
3.027.4 2193
4.565.1 41769
1,718 9 16266
KTH 6 INT.5
117.1 1.5
142.2 1610
3251 1204
957.6 HET.5
2,94 21195
___AS) (22)
1629 % 1,486 2
(58.1) _  (632)
1.571.7 34210
S13879.0  SI124iKK




THE WILLIAMS COMPANIES, INC.
CONSOLIDATED STATEMENT OF STOCKHOLDERS' EQUITY

Preferred  Commen l}“u:lull Hetained Treasury
Stock Stock  Par Value FEarminps  Other  Stock Total
(Dollars in milllons, except per-share amounts )
Balance, December 30, 1994, .. ............. . S1000  $3132  $7E22 0§ TI6S S(1.3) S(405.1) $1.5055
Met Income — 1998 | .. iiverariricacncaninte -— -_— — L3R — - 1,Mn2
Cush dividends —

Common stock (836 per share) ..., -— - (107.2) - (107.2)

Prelerred stock (Mote 15) . ...cvvnrninunns — — - (e - — (1.9
Issuance of shares —

8,639,762 cOMMON . ...coveeees . o A — 28 6.9 -- (L.7) 3527 4107

2,500,000 preferred . ...... i 1425 — - e = - 1425
Exchange of shares lor debentures —

2,760,548 preferred (Nowe 18y ... ........ (69.0) — (1.5) - — — (72.5)
Purchase of treasury stock —

142,800 prefemed .. .......ovitenh. Slarltine - — - = -— {37 (17)
Tuax benelit of stock-based awards . .. .. e - — 48 - - - 4%
Amortization of deferred compensation ... ... .. — — - - J _ 7
Balance, December 3, 1995 .. ... . cieievenes 1715 60 Rd40.4 19156 (23) (5%6.1) 31871
Nel income — 1996 .., ... e T el - — - 3623y — — 3623
Cash dividends —

Common stock ($.47 per share)............ - — - (1480) — — (148.0)

Preferred stock (Note 15) .. ..veeinnnnn e — - - (104) — == (14)
Issuance of shares — 5574916 common .. ..... - 44 14 _ (.6} 120 472
Purchase of treasury stock —

15500 common o...couvriininiinnnrnss — - - — - {31.3) I

96,300 preferred < ovviivinrmiviiinia s s — — - - - (26) (26)
Retirement of treasury stock —

497,900 prelerred . ..vviiii e iiaes (12.5) — 1.4 - -- 12K
Tax benelit of stock-hased awards - -— 6.0 — = — 160
Amortization of deferred compensation . ... .. . - _— _— .7 — i )
Balance, December 31, 1996, ................ $1610  $3204  SKRTS  S2019.5 $(22) § (6%.2) 34210
Netincome — 1997 ... .. .iiiiiann.. - — — M4 - — M4
Cash dividends —

Common stock (3,54 per share) .. ..., i - - - (177 = — (1717

Preferred stock (Nole 15) .. oovvninne.. : .- - — (98) — — (94)
Issuance of shares — 5.221.039 common . ... ... - 4.7 487 - (.7 7.1 40N
Conversion of preferred stock — 2,528 shares . . ()] — A — — =
Redemption of preferred stock — 741,552 shares

(Note 15) . Ty R (18.5) - - - - — {185}
Tax benclin Df!u'lll.i.l-*h-.lbﬂ.l uu.mh Hecare i - - 2. - - - 211
Amortization of deferred compensation .. ... .. o= . - — X — §
Unrealized loss on marketable equity

RETUTITIER. «.v o cibine wn giomoa s b vt s w4 — — - e 1X4) {24}
Balanee, December 31, I'H? $142.2 §3251 $UAT0 22M4 $(4.5) § (5h.1) $AAT1T

b= — =] = e o S L

Note: Certain amounts have been restated to reflect the December 29, 1997, two-for-one stock split and

distnbution.

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

Years Ended December 1,

1997 1996 1995
1 Millisay)
Operuling Activities:
N e - o s e o i R B e e R R A el 5 2714 § 3623 § 13182
Adjustmenis to reconcile to cash provided from operations:
iscontinued Operations .........cc0cecannii it rianranassns — — {1OIBR)
ExtraofdiBhry 1088 ... ...vuesiosonsansssnassagasssasssnninites 79.1 — —
Premium on ecarly extinguishment of debt .................... ... (171.2) - -
Depreciation, depletion and amortization ...............o.ooonns 499.5 4210 3755
Provision lor deferred income 1AXES . . ..ovovviiiicniiiiienniass LI N 124 1254
PE:visioT for !NEI! on pmpm;rr and other .:::u ......... Sarzom b ;g: “: 414
(Gain) loss on dispositions of propent interest in subsidiary .. .. (56.8) 4) 10.5
Minority interest in income of namal‘zllted subsidiaries ....:...... 14.0 - 10.0
Changes in receivables sold ., ....vvirainsnniiiiniiiiiniisanians 188.6 (13.1) 55.9
Changes inreceivables .........ccciiiiiiinissisniaansnsass is (180.6) {214.2) 3.2
Changes in Ientories. ..o oo qaamre s invepe s saanesnsesns . (73.7) {16.1) 11.9
Changes in other current assels .. ... .......covemrmorinneoonn- : 25.5 18 1.1
Changes in accounts payable ........ ...l 1958 204.0 (6.5)
Changes in accrued Nabilities . ... vovicivssssssssiesssansrsaraas (7.9) (24.9) (334)
Changes in current commodity trading assets and liabilities .... .. .. 1.0 (29.7) 28.1
Changes in non-current commodity trading assets and liabilities .. .. (47.7) (37.7) (82.1)
Other, including changes in non-current assets and liabilities .. .. ... 41.0 290  (41.7)
Net cash provided by operating activities .................. 919.6 T10.4 $28.7
Financing Activitics:
Proceeds from notes payable .. ... ..ooiiiiiiiiiiiiiiiianiiiiiins 1,860.4 3568 1168
Payments of notes payable .. ...oiieiciiiiisaiaasaninancssissria (1,2459) (R7.3) (621.8)
Proceeds from Jong-term debt ... .. .ot iaiiiiiiani 2,001.7 1.996.7 9.0
Payments of Jong-lemm debd . o ... eiiiiniionaioirinaraianaiinis (2,0690) (1,387.7) (1,009.4)
Proceeds from issuance of common stock . . ................. 629 54.3 TH.I
Purchases of treasury stock. ... .. L DL — (33.9) (37)
Dividends pald ... o0cccisnsssiotosansarasssnsanansisasinssares (181.5) (158.4) (1wel)
Subsidiary preferred stock redemptions . . . ..........oiiiiiiien -— - {19L.7)
DT == Y v s v vinwmivs wr o v 0 €5 OB RS S : (17.7) (6.3) (1%)
Net cash provided (used) by financing activities ... ... .. 1169 7342 (1.359.3)
Investing Activities:
Property, plant and equipment:

‘?:piiil CRPEMILUIEE . o vvnvnnsrsuanamsraassrsnatosssnasssansss (1.162.1) (R18.9) (¥27.5)
Proceeds from dispositions ... ... ... o iiiiiiiiiiiiianiianin. 100.3 60.2 28.2
Acguisition of businesses, nel of cash acquired . ................. : (87.0) (36H2)  (BSR9)
Proceeds from sales of businesses .. ...........ccoieiiiiiiiianain, — — 2.558.3
Income tax and nth:;!paymr.nu related to discontinued operations . . (9.7)  (261.7)  (3504)
Proceeds from sales of assets ...............cciiiiniiineninniean.. d 230 1251
Purchase of investments/advances to affiliates . . .................... (134.2) (76.9) (49.7)
Purchasc of note receivable ... ... ... ieeioiiiannuroniansnianns - —_ (75.1)
oL e e Y PR A S P O [ P e 170 08 49

Net cash provided (used) by investing activities . .. . , (1,270.5) (14197) 5849

Increase (decrease) in cash and cash equivalemts . ... ... .. (34.0) 249 54,1

Cash and cash equivalents al beginning of year. ......oooooiiioi .o, 115.3 G4 36.1
Cash and cash equivalents atend of year . ........0conrveinnrnnnnes $ ®13 § 1153 § 904
f——— p o — . _ o Sy

Sce accompanying noles.




THE WILLIAMS COMPANIES, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Note 1. Summary of significant accounting policies
Nature of Operations

Operations of The Williams Companies, Inc, { Williams) are located principally in the United States and
arc organized into three operating groups as follows: (1) Gas Pipelines, which s comprised of five interstate
natural gas pipelines located in the casiern, midsouth, Gulf Coast, midwest and northwes! regions: (2) Encrgy
Services, which is comprised of natural gas guthering and processing facilitics in the Rocky Mountain,
midwest and Gulfl Coast regions, energy trading and price-nisk management activities throughout the United
States, a petroleum products pipeline and cthanol production/ marketing operations in the midwest region, and
hydrocarbon exploration and production activities in the Rocky Mountain and Gulf Coast regions; and
{3} Communications, which includes network integration and management services, video and other
multimedia transmission services for the broadcast industry; business audio and video conferencing services,
and installation and maintenance of customer-premise voice and data equipment. Additional information
ahout these bysinesses is contained throughout the following notes.

Basis of Presentation

Hevenues and operating profit amounts previously reported as Williams Natural Gas and Merchant
Services are now reported as Central and Energy Marketing & Trading, respectively.

On April 30, 1997, Williams and Northern Telecom (Nottel) combined their customer-premise
equipment sales and service operations into a limited liability company, Williams Commumications Solutions,
LLC (LLC), formerly WilTel Communications, LLC (see Note ). Communications” revenues and
operating profit amounts for 1997 include the operating results of the LLC beginning May 1, 1997,

Revenues and operating profit amounts include the operating results of Kern River Gas Transmission
Company {Kemn River) since the January 16, 1996. acquisition by Williams of the remaining interest (sce
Note 2). Prior to this acquisition, Williams accounted for its S0 percent ownership in Kern River using the
equity method of accounting, with its share of equity earnings recorded in investing income,

Revenues and operating profit amounts include the operating results of Trunsco Energy Company
{Transco Encrgy) since its January 18, 1995, acquisition by Williams (see Nole 2). The transporiation
operations from Transco Energy's two intersts e natural gas pipelines are reported separately within the Gas
Pipelines group. Transco Energy's pus gathering operations are included in Field Services, and its gas
marketing operations are included in Energy Murketing & Trading

Principles of Consolidation

The consolidated financial statements include the accounts of Williams and its majority -owned subsidiar-
ies. Companies in which Williams and its subsidianries own 20 percent to 50 percent ol the voling common
stock, or otherwise excreise sullicient influence over operating and financial policies of the company, arc
nccounted for under the equity method.

Use of Estimates
The preparation of financial statements in conformity with generally accepted accounting prnciples
requires management to make estimates and assumptior s that alfect the amounts reported in the consolidated
linancial statements and accompanying notes. Actual results could differ from those estimaltes.
Cash and Cash Equivalents
Cash and cash equivalents include demand and time deposits, certificates of deposit and other marketable
securities with matunties of three months or less when acquired.
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THE WILLIAMS COMPANIES, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued )

Transportation and Exchange Gas Imbalances

In the course of providing transportation services to customers, the natural gas pipelines may receive
different quantities of gas from shippers than the quantities delivered on b=half of those shippers. Additionally,
the pipelines and other Williams subsidiaries transport gas on various pipeline systems which may delver
different guantitics of gas on their behalf than the quantities of gas received. These transactions result in gas
transportation and exchange imbalance receivables and payables which are recovered or repaid in cash or
through tie receipt or delivery of gas in the future. Settlement of imbalances requires agreement between the
pipelines and shippers as to allocations of volumes to specific transportation contracts and timing of delivery of
gas based on operational conditions.

Invenitory Valuation

Inventories are staled at cost, which is not in excess of market, except for those held by Energy
Marketing & Trading, which arc primanly stated at market. The cost of inventories is pnmarily determined
using the average-cost method, except for certain inventonies held by Transcontinental Gas Pipe Linc, which
are determined using the last-in, first-out (L1FO) method.

Property. Plant and Equipment

Property, plant and equipment is recorded at cost. Depreciation is provided primarily on the straight-line
method over estimated useful lives. Gains or losses from the ordinary sale or retirement of property, plant and
equipment for regulated pipeline subsidiaries are credited or charged 10 accumulated depreciation, other gains
or |osses are recorded in nel income,

Gioodwill and Other Intangible Assets

Goodwill, which represents the excess of cost over fair value of assets of businesses acquired. is amortized
on 4 straight-line basis over periods not exceeding 25 years. Other intangible asscis are amortized on a
straight-line basis over periods not exceeding 11 years. Accumulated amortization at December 11, 1997 and
1996 was $56 million and $31.8 million, respectively. Amortization of intangible asscts was $24.2 million,
$9.6 million and $6.2 million in 1997, 1996 and 1995, respectively.

Treasury Stock

Treasury stock purchases are accounted for under the cost method whereby the entire cost of the acquired
stock is recorded as treasury stock. Gains and losses on the subsequent reissuance of shares are credited or
charged to capital in excess of par value using the average-cost method

Revenue Recognition

Revenues gencrally are recorded when services have been performed or products have been delivered
Petroleum Services bills customers when products ar. shipped and defers the estimated revenues for
shipments in transit. The Gas Pipelines recognize revenues based upon contractual terms and the related
transportation volumes through month-end. These pipelines are subject to Federal Encrgy Regulatory
Commission (FERC) regulations and, accordingly, certain revenues are subject to possible refunds pending
final FERC orders. Williams records rate refund accruals based on management’s estimate of the expected
outcome of these proceedings. Communications' customer-premise equipment sales and service husiness
primarily uses the percentage of completion method of recognizing revenues for services provided

F-21




THE WILLIAMS COMPANIES, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

Commodity Price-Risk Management Activities

Energy Marketing & Trading has trading operations that enter into energy-related denivative financial
instruments and derivative commodity instruments (forward contracts, futures contracts, option contracts and
swap agreemenis) to provide price-risk management services to its third-party customers. This trading
operation also has commodity inventories and enters into short- and long-term encrgy-related purchase and
sale commitments which involve physical delivery of an energy commaodity. These financial instruments,
physical inventonics and commitments are valued at market and are recorded in commodity trading assets,
other assets and deferred charges, commaodity trading liabilities and other liabilities in the Consolidated
Balance Sheet. The change in unrealized market gains and losses is recognized in income currently and i
recorded as revenues in the Consolidated Statement of Income. Such market values are subject to change in
the near term and reflect management’s best estimate of market prices considering various factors including
closing exchange and over-the-counter quotations, liquidity of the market in which the contract is transacted,
the terms of the contract, credit considerations, time value and volatility factors underlying the positions.
Encrgy Marketing & Trading reports its trading operations® physical sales transactions net of the related
purchase costs, consistent with market value accounting for such trading activitizs,

Certain Energy Marketing & Trading's revenues were not considered 1o be trading operations in 1996 and
1995 and, therefore, were nol reporied net of related costs 1o purchase such items.

Williams' operations also enter into energy-related derivative financial instruments and derivative
commadity instruments (primarily futures contracts, option contracts and swap agreements) to hedge against
market price fluctuations of certain commodity inventories and sales and purchase commitments. Unrealized
and realized gains and losscs on these hedge contracts are deferred and recognized in income when the related
hedged item is recognized and recorded with the related hedged item. These contracts are initially and
regularly evaluated to determine that there is a high correlation between changes in the market value of the
hedge contract and market value of the hedged item.

Interest-Rate Derivatives

Williams enters into interest-rate swap agreements (o modily the interest charactenstics of its long-term
debl. These agreements are designated with all or a portion of the principal balance and term of specific deht
obligations, These agreements involve the exchange of amounts based on a fixed-interest rate for amounts
based on variable interest rates without an exchange of the notional amount upon which the payments are
based. The difference to be paid or received is accrued and recognized as an adjustment of interest expense
CGiains and losses from terminations of interest-rate swap agreements are deferred and amortized as an
udjustment to interest expense over the original term of the terminated swap agreement.

Kern River specifically has interest-rate swap agreements that are not designated with long-term debt
that are recorded in other liabilities at market value, Changes in market value are recorded as adjustments to a
regulatory asset which is expected to be recovered in transportation rates.

Williams enters into interesi-rate forward contracts to lock-in underlying treasury rates on anticipated
long-term debt issuances. The settlement amounts upon lermination of the contracts are deferred and
amortized as an adjustment to interest expense of the issued long-term debt over the term of the settled
forward contract.

Cupitalization uf Interest

Williams capitalizes interest on major projécts duning construction. Interest is capitalized on borrowed
funds and, where regulation by the FERC exists, on internally gencrated funds. The rates used by regulated
companics are calculated in accordance with FERC rules. Rates used by unregulated companies approximale
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THE WILLIAMS COMPANIES, INC,
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

the average interest rate on related debt. Interest capitalized on internally gencrated funds is included in non-
operating other income (expense) — nel.

Emplayee Stock-Based Awards

Employee stock-based awards arc accounted for under Accounting Principles Board Opinion No. 25,
“Accounting for Stock lssued 1o Employees™ and related interpretations. Williams® fixed plan common stock
options do not result in compensation expense, because the exercise price of the stock options equals the
markel price of the underlying stock on the date of grant.

Income Taxes

Williams includes the operations of its subsidiaries in its consolidated federal income tax return. Deferred
income taxes are computed using the lability method and are provided on all temporary differences between
the financial basis and the tax basis of Williams' assets and liabilities.

Earnings Per Share

Basic camings per share are based on the sum of the uverage number of common shares outstunding and
issuable restricted and deferred shares. Diluted camings per share assumes ssuance of common stock from
il]el‘mhn stock options and conversion of the $3.50 cumulative convertible preferred stock into common stock
cffective May 1, 1995. The carnings per share amounts and number of shares for 1996 and 1995 have been
restuted to reflect the effect of the two-for-one stock split and distribution (see Note 15) and the adoption of

ment of Financial Accounting Standards (SFAS) No. 12K, “Eamnings Per Share™ (sce Note 9).

New Accounting Standards

In Junc 1997, the Financial Accounting Standards Board issued two new accounting standards,
SFAS No. 130, “Reporting Comprehensive Income,” and SFAS No. 111, “Disclosures about Segments of an
Enterprise and Related Information.” Both standards, effective for fiscal years beginning aficr December 15,
1997, are disclosure-oriented standards, Therefore, neither standard will alfect Williams' reported consolidated
net income or cash flows.

Note 2. Acquisitions
Nowrtel

On April 30, 1997, Williams and Nortel combined their customer-premise equipment sales and service
operations into a limited liability company, Williams Communications Solutions, LLC. In addition, Williams
paid $68 million 10 Nornel. Williams has accounted for its 70 percent interest in the operations that Noricl
contributed to the LLC as a purchase business combination, and beginning May 1, 1997, has included the
results of operations of the acquired company in Williams' Consolidated Statement of Income, Accordingly,
the acquired asscts and liabilities, including $168 million in accounts reccivable, $68 million in accounts
payable and accrued liabilities and $150 million in debt obligations, have been recorded based on an allocation
of the purchase price, with substantially all of the cost in excess of historical carrying values allscated 1o
goodwill.

Williams recorded the 30 percent reduction in its operutions contributed to the LLC as a sale to the
minonity sharcholders of the LLC. Williams recognized a gain of $44.5 million based on the excess of the fair
value over the net book value (approximately $71 million) of its operations conveyed 1o the LLOC minonty
interest. Income taxes were nol provided on the gain, because the transaction did not aflect the dilference
between the financial and tax bases of identifiable asscts and labilines.
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THE WILLIAMS COMPANIES, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Conlinued)

IT the transaction had occurred on January 1, 1996, Williams' unaudited pro forma revenues for the years
ended 1997 and 1996 would have been $4,658 million and $4.268 million, respectively. The pro forma effect of
the transaction on Williams® nel income is not significant. Pro forma financial information is not necessanly
indicative of results of operations that would have occurred if the transaction had occurred on January 1, 1996,
or of future results of operations of the combined companies.

Kern River

On Janvary 16, 1996, Williams acquired the remaining interest in Kern River for $206 million in cash,
The acquisition was accounted for as a purchase, and the acquired asscts and liabilitics have been recorded
based on an allocation of the purchas: price, with substantially all of the cost in excess of Kern River's
historical carryving value allocated to property, plant and equipment.

Transco

On January 18, 1995, Williams acquired 60 percent of Transco Energy’s outstanding common stock in a
cash tender offer for $430.5 million. Williams scquired the remaining 40 percent of Transco Encrgy's
outstanding common stock on May 1, 1995, through a merger by exchanging the remaining Transco Encrgy
common stock for approximately 31.2 million shares of Williams common stock valued at $334 million. The
acquisition was accounted for as a purchase with 60 percent of Transco Energy’s results of operations included
in Williams' Consolidated Statement of Income for the period January 18, 1995, through Apnl 30, 1995, and
100 percent included beginning May 1, 1995. The purchase price, including transaction fees and other related
costs, was approximately $800 million, excluding $2.3 billion in preferned stock and debt nhliptioﬁ#
Transco Encrgy.

Note 3. Discontinued operations

On January 5, 1995, Williams sold its network services operations to LDDS Communications, Inc. for
$2.5 billion in cash, The sale yiclded a gain of $1 billion (net of income taxes of approximately $732 million)
which is reporied as income from discontinued operations,

Note 4. Revenues and operating profit

Revenues and operating profit of Gas Pipelines and Energy Services for the years ended December 11,
1997, 1996 and 1995, are as follows:

1997 199 1995
i Milkisns )
Revenues:
Gias Pipelines:
0 £ 1844 £ 1784 $ 1741
Kern River Gas Transmission . . ................. 167.1 L6 s -
Northwest Pipeline. .. ...... T SR .| 2710 209.7 255.2
Texas Gas Transmission ... ....ccovveivnneianeans, 29310 o) 276.3
Transcontinental Gas Pipe Line . ....o0vveiunnn . T66.3 760.4 725.3
SI6K39  $1,6752  $1.431)
f ==y e ___—— fo s o wrys
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THE WILLIAMS COMPANIES, INC,
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued )

17 199 Lo
(Milliams)
Energy Services:
Encrgy Marketing & Trading . ... .....co0vcvnen.., $ 1358 $ 2ol $ 1538
Exploration & Production . .............cccuivennan, 130.1 K24 629
Field: Borvies |, iee’ss s o ivin o seen s nsidea v virsin sns 690.3 6l6.3 5329
Petroleum Services . .ccuuvrirvinrsiranssssrnsssss 548.7 493.3 3281

$1.5049  $1.4531  $1.0774

Operating Profit;
Gas Pipelines:
5 T7 T R | oy B T A o N S E $ 570 $ 448 $ 450
Kern River Gas Transmission. ... .............0..0. 120.3 1o -
Northwest Pipeline. .. .....o00iineniiiiiiiiiananns 124.0 1249 115.7
Texas Gas Transmission .. ......coovviiiininiana.. 87.6 B5.1 6400
Transcontinental Gas Pipe Line...........c.000vunn 225.3 194.6 165.0
$ 6142 5 S624 S W
Enecrgy Services:
Encrgy Marketing & Trading . ..........coc0vviennn.. $ 706 $ 664 0§ 312
Exploration & Production ..........ccc0vuveuus 3 A 30.3 28 (59)
Flold Sorvices . i imiti g it sanas situnadie s s 163.0 187.4 161.0
Potroleum SevIees 100 Lo ac i i vian s e hue i nis oaiie 97.0 75.7 69.2

609§ INY§ 2878

Note 5. Investing activities
Investing income lor the years ended December 31, 1997, 1996 and 1995, is as follows:

17 199 1995

(Millions )
LT T R g e S e TR e P S F DRt $ 9% s 1LI s 12
DRI < o i e i S B SR S e p i i 1.4 1.6 6.1
Equily esfimgs. ... ..o iiiuiiesiosinsnansionsnnasaiis 19 6.1 4006
s 192 5 KK 5 919
= —— -4 — —— . = —

Dividends and distributions received from companies carricd on an cquity basis were §7 million in 1997
and 1996, and $44 million in 1995,

Al December 31, 1997, certain equity investments, with a carrying value of $46 million, have a market
value of $175 million.
Note 6. Asset sales and write-offs

In the fourth quarter of 1997, Communications incurred charges totaling $49.8 million related to the
decision 1o sell the learning content business, and the write-down ol assets and the development costs
associated with certain sdvanced applications.

In 1996, Willlams recognleed a pre-tax gain of $157 million from the sale of certmin communication
nights for approximately $38 million.
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In 1995, the development of a commercial coal gasification venture in south-central Wyoming was
canceled, resulting in a $41.4 million pre-tax charge,

In 1995, Williams sold its 15 percent interest in Texssgull Inc. for approximately $124 million in cash,
which resulted in an afier-tax gain of approximately $16 million bocause of previously unrecognized tax
benefits included in the provision for income taxes.

Note 7. Provision for income taxes
The provision (credit) for income taxes from continuing operations includes:

1997 pérn 1998
{ Millions )
Current:
POUOTRY . ionvinnvoe s te s et s B s e i S g $759 5963  $(26.5)
S e i L R A SR U PES - e 184 144 1l
FOTBUER i a0 0 R e T 1.9 - .
96.2 107 i214)
Deferred:
ity | e el 'y A SN e e S gt T D 70.4 61.9 114.2
ot T el LI RSN e NG, o W 114 10.5 11.2
1.8 72.4 125.4
TTORE PUOVIEION & 10 v n e win s mm w00 w00 0 W o 00 A0 0 AL 51780  S$183.1 slu2o

Reconciliations from the provision for income taxes from continuing operations at the statutory rate 1o
the provision for income taxes are as follows:

1997 199 1994
(Millisss)
Provision al SUILIONY FRLE . ... ..o inrnriinmneriarinnnns $185.0 $190.9 $140.5
Increases (reductions) in taxes resu’ling from:

SHate INCOME LARES .. ...t iesiionnroannnnnis . 19.3 6.1 115
Incomec lax eredits ........oconvvnconmoionnnnss (16.5) { 19.0) (18.7)
Non-taxable gain from sale of interest in subsidiary (Note "j (156) - -
Decrease in valuation allowance for deferred tax assets | —_ - (29.8)
Reversal of pnm' tax accruals . — - (8.0)
Other — nel . . SK i49) 458
Fmviiianfurinmnului:s........_... e T ... $1780 SIK11 s102.0
- = R e
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Significant components of deferred tax liabilitics and assets as of December 31 arc as follows:

197 199"
I Millions )

Deferred tax liabilitics:
Property, plant and equipment . ...........ooiiuiiinia,, v $1,E394 $1.755.8
DR Il . o 0 o aale i o ae b i a % o e AT W T W e 120.9 933
ENBIEE ooy v o o e e W M T T R TR T L 1165 1203
Toltal deferred tax Habilities . ... . ... ... 207710 1.969.4

Delerred tax assels:

Deferred revenues . ... ..cvinnnieiiisrasernsensoninssesnnnns 849 315
Rate refunds . .. ..vieinenis et asrsassaansrnnnasmrnnsnssns 1199 111.4
Accrued Habilithes . ......ccvvviirerrcrnesrorerssnsassensnanen 144.5 171.7
Minimum tax crediE . . .ocovvvviinreriiiinnirrinmrssarssnensnns 131.1 6.8
ONIET 5.0 s 6100018 0 6 SRR B 4 4108 4 ol S D 0 00 102 1409
Total deferred tax assets .. ......... ........... . phuiien SE28 5423
Netdeferred tax Habilities ..........coviviivciininenns e $1.4941 $1.427.1
——T ————

* Reclassified to conform to current classifications,

Cash payments for income taxes (net of refunds) were $48 million, $395 million and $339 millon in
1997, 1996 and 1995, respectively.

Note 8. Extraordinary loss

In September 1997, Williams initiated a restructuring of its debt portfolio {(see Note 14). During 1997,
Williams paid approximately $1.4 billion to redeem approximately $1.3 billion of debt with stated interest
rates in excess of 8.8 percent, resulting in an extraordinary loss of $79.1 million (net of a $46.6 million benelit
for income taxes). In addition, approximately $30 million of costs to redeem have been deferred as a
regulatory asset for rale recovery.
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THE WILLIAMS COMPANIES, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

Basic and diluted camings per commeon share are computed for the years ended December 31, 1997, 1996

and 1995, as follows:

Income from continuing operations. . ......................

Preferred stock dividends . . .

Income from continuing operations available 1o common
stockholders for basic ecamings pershare .. ... .. .......

Effect of dilutive securities:

Convertible preferred siock dividends . . . .................

Income from continuing operations available 1o common
stockholders for diluted carnings pershare. ..............

Basic weighted-average shares. .. .. .............cooo0o...

Effect of dilutive securities:

Convertible preferred stock

Stock options . .. ........

----------------------------

.............................

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

I:.ammp per share from conlinuing operations:

Basic .
Diluted . . . ..

.............................

1997 L] 1995
Dollars in millbons, rvcepi per-share
' amuunts; sharrs in I.'hn:;ll
$350.5 $362.1 $299.4
(9.8) (10.4) (15.3)
340.7 LRI R 1841
8.7 KK 8
$149.4 $360.7 $289.9
f- e —— e =
121,184 319,048 302 807
11,717 11,718 7866
4,618 5,232 3,370
16,355 16,950 11,236
317,539 335,998 gl.ﬂ-ﬂ
$1.06 $1.10 $94
e r————— ——
$1.04 $1.07 $.92
1 —— e r——ar—4

Options to purchase approximately 3.1 million shares of common stock at @ weighted-average exercise
price of $27.93 were outstanding at December 31, 1997, but were not included in the computation of diluted
carnings per common share. Inclusion of these shares would be antidilutive, as the exercise prices of the
options exceed the average market prive of the common shares

Mote 10. Employee benefit plans
Pensions

Williams maintains non-contributory defined-benefit pension plans covering substantially all of its
employees. Benefits are based on years of service and average final compensation. Pension costs are funded 1o
salisfy minimum requirements prescribed by the Employec Retirement Income Sccunty Act of 1974,

Net pension expense conaists of the following:

Service cost for benclits carned during the year |
Interest cost on projected benefit obligation . . .

Actual return on plan assels ... ... ..

Amortization and deferrals. .

Mel pension expense . ........00. ..

F-2%

il L /8

$ 309
49.8
(94.1)

.

$ 30.7

[ —_]

]

(Milfioms )

$ a2
419

(100.6)

__6113
§ 4y
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THE WILLIAMS COMPANIES, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continurd)

Net pension expense increased in 1996 from 1995 as a result of a decrease in the discount rate from
#% percent to T% pereent and an increase in the number of plan participants.

The lollowing table presents the funded status of the plans:

L LA o
{ Millions
Actuarnial present value of benefit obligations:
Vested benelils ... oo ioinnaiisivisiiinusivarans e : 507 S407
Non-vested benefits .\ i. . iviiviiireninararianeissianinesnsivesnass . 42 . N
Accumulated benefit obligations ... .. .. A B e . 549 444
Effect of projected salary inCrEases ... .. ..vivvvmirenonensionsaneniions 2% 167
Projected benefit obligations ... .............oocciiiiiiiiiin i 757 ol
Asscts al market value ........... v e 716 617
Assets less than (in excess of) pl'ﬂjtﬂﬂ! bendn uhhpnum ........ 21 (26)
Unumpu:dncl[hu];un R R e P 112 1
Unrecognized prior-servics €OBL .. ......coeviioanisssiassananasnsass . (6 (%)
Unrecognized transition @8861 . .. .. ....oueenetineioaiaosanisansssiieassns 3y 3
Ponslon BabIHEY <. .cooimansinsveipsisasennsatnssbuessasistseeronssdin ;_h S 6

The discount rate used to measure the present value of benefit obligations is 7% percent (T4 percent in
1996); the assumed rate of increase in future compensation levels is 5 percent; and the expecied long-term
rate of retum on assels is 10 percent. Plan asscts consist primarily of commingled funds and asseis held in a
master trust. The master trust is comprised primarily of domestic and foreign commaon and preferred stocks,
corporate bonds, United States government securities and commercial paper.

Subsequent 1o December 31, 1997, Williams offered an early relirement incentive program o a certain
group of employees. This program will not have a material impact on the funded status of the plans or
Williams” financial position.

Postretirement Benefits Other Than Pensions

Williams sponsors health care plans that provide postretirement medical bencfits to retired Willsams
cmployees who were employed full time, hired prior to January 1, 1992 (January 1, 1996, for Transco Encrgy
employces) and have met cortain other requirements.

The plans provide for retiree contributions and contain other cost-sharing features such as deductibles
and coinsurance. The accounting for the phm anticipates future cost-sharing changes 1o the written plans that
are consistent with Williams' expressed intent to increase the retiree contribution rate annually, generally in
line with health care cost increases, except for certain retirees whose premiums are fived. A portion of the cost
has been funded in trusts by Williams' FERC-regulated natural gas pipeline subsidiarics 1o the extent recovery
from customers can be achieved. Plan assets consist of assets held in two master trusts and moncy markel
funds. One of the master trusts was previously described, and (he other consists primanly of domestic and
foreign common stocks, government bonds and commercial paper.
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Net postretirement benefit expense consists of the following:

197 1994 1995
{ Milkioms )
Service cost for benefits carned during the year . . L T A $ 64 S T4
Interest cost on accumulated postretirement bmm nblipllun v a4 223 219
Actual return on plan 883615 . ........c0cuviiiniiiriiiiiiiiins (194) i16.4) (17.9)
Amortization of unrecognized transition obligation. . . ........... 4.1 50 50
Amortization and deferrals. . ....... ..ol _2A0 197 2.
Net postretirement benefitexpense. . ...................o..n $37.2 $314 S48
The following table presents the funded status of the plans:
1.7 199
T (Milllons)
Actuarial present value of postretirement benefit obligation:

Retiret s . i i i s s A L R e e e ciawisr 0 $200
Fully cligible active plan participants ...........ccoviiiiieiiiiiiaasees : 14 26
Other active plan participants. . .....oooiiiiiiiiiiiiiiiiiiiiainniaas . 116 8
Accumulated postretirement benefit obligation ... ... ... ... L) s

e Assat alMArKEr AII i) siiisn i nan e atissisrnasa e narn ey anes IB5 155
Assels less than accumulated postretirement benefit obligation ... ........... 198 160
LnrecopniPed] DEY BRI - v o« o v a8 50 0a ws o0 et bedfiosssssssvidesssssbnnsis 18 6l
Unrecognized prior-service eredit. .. ..........000000n P L S-S A 4 I
Unrecognized transition obligation ... .............ocooiiiiiiiin o _(61)  (65)
Postretirement benefit liability ...... ..o . §159 3156

The amount of postretirement benefit costs deferred as a regulatory asset at December 31, 1997 and %46,
is $107 million and SIIB million, respectively, and is eapected to be recovered through rates over
approximately 15 years.

The discount rate used 1o measure the present value of benefit obligations is 7% percent (7Y: percent in
1996). The expected long-term rate of return on plan assets is 10 percent (6 percent after taxes). The annual
assumed rate of increase in the health care cost trend rate for 1998 is 8Y: 1o 9% percent, systematically
decreasing to 5 percent by 2006, The health care cost trend rate assumption has a significant effect on the
amounts reported. Increasing the assumed health care cost trend rate by | pereent in cach year would increase
the aggregate of the service und interest cost components of postretirement benefit expense for the year ended
December 31, 1997, by $5 million and the accumulated postretirement benefit obligation as of December 31,
1997, by $46 million.

Oither

Williams maintains vartous defined-contribution plans covering substantially all employees. Company
contributions are based on employees’ compensation and, in part, match employee contributions. Company
contributions are invested primarily in Williams common stock, Willinms® contributions to these plans were
529 million in 1997, $23 million in 1996 and $19 million in 1995,
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Note 11. Inventories

e P
(Millions)
Natural gas in underground storage:
Transcontinental Gas Pipe Line (LIFO) ... ... connns . § K3 S Ixk
Encrgy Marketing & Trading ........oo0 i iiiiiiiiiiiiiaiaiin. ¥ 10 1.5
I i S T e s n pa s sy Sl i P e L s et s s e Al il 165 -
Petroleum products;
Encrgy Marketing & Trading ... ........... ..., T Aty 6N 1.7
L M e e A i RN 37
Matcrials and supplies . . .............covivrnrnnn.. SR N 140.1 1
o7, A S B A | . 37 5.9

$I005 82040

If inventories valued on the LIFO method at D cember 31, 1997, were valued at current average cost, the
amount would increase by approximately $13 million. Ioventories valued on the LIFO method w
December 31, 1996, approximate current average cosl,

Note 1L Property, plant and equipment

197 199
(Millions )
Cost:
Gus Pipelines:
B 1 | A T o - T T ¥ $ 74
Kern River Gas Transmission. . ................. 10039 )5
Northwest Pipeline. .. ........ ... ....... o LATRG 14479
Tenas Gas Transmission ... ... ... .. . d 10227 95K.9
Transcontinental Gas Pipe Line .. ............ . SN LR ] L0987
Energy Services:
Energy Marketing & Trading . ............. i T 410 5.4
Exploration & Production .. ... ........... ... e VK5 285.1
Field ServitmE ., ;o ooiii s v enissinasiye sy s 21524 21883
Petroleum Services .. ......... R R R i 100852 1.071.)
Communications ....... R R R e T T Ie Fe et 5150 2511
IR i v i e e o e e N e R 20,1 152.7

12.2684.4 11,2123
Accumulated depreciation and depletion : (2,220.K) (1,8260)
$1005856 % 9. 3K6 )

Commitments for construction and acquisition of property, plant and equipment are approximately
$510 million at December 11, 1997.
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Note 13. Accounts payable and accrued lisbilities

Under Williams® cash-management system, certain subsidiaries’ cash accounts reflect credit balances 1o
the extent checks writien have not been presented for payment. The amounts of these credit balances included
in accounts payable are $92 million at December 31, 1997, and $95 million at December 11, 1996,

19% 1997
{Miltioms |
‘ccrued liahilities:
T = | T R JO R S WL T PUR S o R S $ 1715 L3051
RO DORIE v a s 3 ala g e i e w10 6 AR R o TR R AT B B G 0 W 191.5 178.1
FORCPEIN o cois o vava s A RS R R B e A e AR T A T N TR R 79.4 95.2
Income taxes payable . ............. o T B R B 76.0 77.6
Taxcs other than iNCOME LAXES .. ...t oreresrirsssnsrsnsssssannssnsassssass 724 6.2
Other ..... B T e e i a eV S e v 400.5 2511
$1.157.3 $975.3
—_ _=

Note 14. Debt, leases and banking arrangements
Nuotes Payable

During 1997, Williams Holdings of Delaware, Inc. (Willilams Holdings) entered into a commercial paper
program backed by new short-term bank-credit facilities totaling $650 million. At December 31, 1997,
$645 million of commercial paper was outstanding under the program. In addition, Williams has entered into
various other short-term credit agreements with amounts outstanding totaling $48 million and $269.5 million
at December 31, 1997 and 1996, respectively. The weighted-average interest rate on the outstanding short-
term borrowings at December 31, 1997 and 1996, wits 6.56 percent and 7.85 percent, respectively.
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Debt

The Willams Companies, Inc.
Revolving eredit loans . . oo oiiiaiiiiiinniniaiinriiinnssnns
Debentures, 8.875% — 10.25%, payable 2012, 2020, 2021 and
B | oo J R SR (AP I P RN . S 24 T e e
Notes, 6.365% — 9.625%, payable through 2004 ... ............

Williams Gas Pipelines Ceniral
Variable rate notes, payable 1999 ........ccovvivinnncnnnnns
Kern River Gas Transmission

Notes, 6.42% and 6.72%, payable through 2001................

Morthwest Pipeline
Debentures, 7.125% — 10.65%, payable through 2025 ..........
Notes, 6.625%. payable 2007 ... ...vueonnnreraseessssenssnns
Adjustable rate notes, payable through 2002 ..................

Texas Gas Transmission
Debentures, 7.25%, payable 2027, ... it seranaasaiiinianss
Notes, 9.625% and 8.625%, payable 1997 and 2004 ............

Transcontinental Gas Pipe Line
Revolving credit JoMRE .« 4 i iavsisiiiisansorsdinnssisanseedi
Debentures, 7.25% and 9.125%, payable through 2026 ..........
Debentures, 7.08%, payable 2026 (subject to debtholder
redemplion in 2000) .......covirniinnnnrioranranrrsianas
MNotes, 8.125% and 8.875%, payable 1997 and 2002 ............
Adjustable rate note, payable 2002 ........ . o enriiiiiieanan

Williams Holdings of Delaware
Revolving credit boans . . ........c.ocvivivvinnrnssrernnnrnnns
Debentures, 6.25%, payable 2000. .. ......ccvviiiniaiiininnns
MNotes, 6.365% — 6.91%, payable through 2002 ................

Williams Pipe Line
Notes, 8.95% and 9.78%, payable through 2000................

Williams Encrgy Ventures
Adjustable rate nOlEE. . . .vovv i iiniiisincraanranrrsvarssnnss

Williams Communications Solutions, LLC
Revolving credit loans . . ............

Other, payable through 2000

Current portion of Jong-term debl ... .......coiiimmiiiiinaians

* Al December 31, 1997, including the effects of interest-rale swaps.
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interest rate® 197 (R
{ Mlillions )
7.1% $ 110 § —
H.6 137.0 £87.5
7.0 994.7 K175
8.2 130.0 130.0
6.6 586.4 617.7
5% ] 151.6 160.0
6.6 2500 -
9.0 8.3 10.0
7.3 .0 —_
K6 1524 2836
(] 160.0 -
73 199.7 3524
71 200.0 2000
K9 128.2 221.7
58 1500 -
[ 2000 S00.0
4K K9 2488
6.7 258.6 _—
90 40.0 1 (0.0
— - 25.6
h2 1250 _
7K Lo - _'HI
4,606.4 44165
[-l 1.1) ;ﬁ‘l.ﬁi
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In September 1997, Williams initiated a restructuring of its debt portfolio. As of December 31, 1997,
Williams has redecmed approximately $1.3 billion of debt with stated interest rates in excess of 8.8 percent. In
Junuary 1998, Williams redeemed $40 million of additional debt obligations. The restructuring was tempora-
rly financed with the combination of short-term bank agreements, commercial paper and Williams' existing
oank-credit agreement, until new long-term debt securitics were issued. During the fourth quarter of 1597,
Williams issued $550 million of new long-term debt obligations. In January 1998, Williams issued approxi-
mately $700 million in additional debt obligations.

In July 1997, Williams entered into a new $1 billion bank-credit agreement, replacing the previous
agreement. Under the new credit agreement, Northwest Pipeline, Transcontinental Gas Pipe Line, Texas Gas
Transmission, and Williams Communications Solutions, LLC have access to various amounts of the facility,
while Williams (parent) and Williams Holdings have access to all unborrowed amounts. Interest rates vary
with current market conditions.

For financial stalcment reporting purposes at December 31, 1997, $560 million in notes payable and
current debt obligations, primarily related to the restructuring noted above, have been classified as non-current
obligations based on Williams' intent and ability to refinance on a long-term basis. Williams' subsequent
issuance of $700 million of long-term debt obligations in January 1998 is sufficient to compicte these
refinancings.

Interest-rate swaps with a notional value of $450 million are currently being utilized 1o convert certain
fixed rate debt obligations resulting in an cffective weighted-average floating rate of $.24 percent at
December 31, 1997, Interest-rate swaps with a notional valuc of $130 million are cusz=ntly being utilized 1o
converl certain variable rate debt obligations resulting in an effeztive weighted-average fixed rate of 7.7%
percent at December 31, 1997,

Certain interest-rale swap agreements relating to Kern River which preceded the January 1996 purchase
of Kem River by Williams and the subsequent Kern River debit refinancing, remain outstanding. In 1996,
Kem River entered into additional interest-rate swap agreements 1o manage the exposure from the original
interest-rate swap agreements. As described in Note 1, these interesi-rale swap agreements are not designated
with the Kem River debt, but when combined with interest on the debt obligations, Kern River's effective ‘
interest rate is 8.5 percent.

Aggregate minimum maturities and sinking-fund requirements, excluding lease payments and consider-
ing the reclassification of current obligations as previously described., for each of the next five yEars arc as
follows:

i Millisas )
[, S e CTT T T
B e s e T e g . 49
-1 | TR i AR A R A e A 251
202 ....0000:.4. R ; 1,512
eI

Cash payments for interest (net of amounts capitalized) arc as lollows: 1997 — $3196 wullion: 1996 —
$347 million; and 1995 — $266 million.

Leases

Future minimum annual rentals under non-cancelable operating leases are $113 mullion in 1998,
$99 million in 1999, $84 million in 2000, $59 million in 2001, $55 million in 2002 and $176 million thereafter

Total rent expense was $126 million in 1997 and $78 million in 1996 and 1995

|




THE WILLIAMS COMPANIES, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

Note 15, Stockholders’ equity

On November 20, 1997, the board of directors of Williams declared a two-for-one common stock split
and distribution; 160.1 million shares were issued on December 29, 1997, All references in the financial
statements and notes to the number of common shares outstanding and per-share amounts reflect the cffect of
the split.

In the third quarter of 1996, the board of directors authorized the open-markel purchase of up 10
$800 million of Williams common stock. During 1996, 1.9 million shares were purchased at a total cost of
approximately $31 million. No shares were purchased during 1997. In the fourth quarter of 1997, Williams’
board of directors terminated the repurchase program.

In connection with the 1995 merger with Transco Encrgy, Willams exchanged all of Transco Encrgy’s
outstanding $3.50 cumulative convertible preferred stock for 2.5 million shares of Williams® $3.50 cumulative
convertible preferred stock. These shares are redecmable by Williams beginning in November 1999, at an
initial price of $51.40 per share, Each share of $3.50 preferred stock is convertible at the option of the holder
into 4.6875 shares of Williams common stock. Dividends per share of $3.50 were recorded in 1997 and 1996,
and $2.33 in 1995,

During 1995, Williams exchanged 2.8 million shares of its $2.21 cumulative preferred stock with a
carrying value of $69 million for 9.6 percent debentures with a fair value of $72.5 million, The difference in the
fair value of the new securities and the carrying value of the preferred stock exchanged was recorded as o
decrease in capital in excess of par value. This amount did not impact net income, but is included in preferred
stock dividends on the Consolidated Statement of Income and in the computation of earnings per share. The
remaining shares of $2.21 cumulative preferred stock were redeemed by Williams at par ($25) in
September 1997 for a total of $18.5 million. Dividends per share of $1.47 were recorded in 1997, and $2.21 in
1996 and 1995,

In 1996, the board of dircctors adopted a Stockholder Rights Plan (the Rights Plan). Under the Rights
Plan, each outstanding share of common stock has one-third of a preferred stock purchase nght attached.
Under cenain conditions, each right may be exercised to purchase, at an exercise price of $140 (subject o
adjustment), one two-hundredth of a share of junior participating preferred stock. The rights may be exercised
only if an Acquiring Person acquires (or obtains *he right to acquire) 15 percent or more of Williams comman
stock; or commences an ofTer for 15 percent or more of Williams common stock; or the board ol directon
determines an Adverse Person has become the owner of 10 percent or more of Williams commaon stock. The
rights, which do not have voting rights, expire in 2006 and may be redeemed at a price of $.01 per right prior to
their expiration, or within a specified period of time after the occurrence of certain events. In the event a
person becomes the owner of more than 15 percent of Williams common stock or the board of directors
determines that a person is an Adverse Person, each holder of a right (excepl an Acquining Person or an
Adverse Person) shall have the right to receive, upon exercise, common stock having a value equal to two
times the exercise price of the right. In the event Williams is engaged in a merger, business combination or
50 percent or more of Williams® assets, cash flow or carnings power is sold or transferred, each holder of a nghi
{except an Acquiring Person or an Adverse Person) shall have the right to receive, upon exercise, common
stock of the acquiring company having a value equal 1o two times the exercise price of the right,

Williams has several plans providing for common-siock-based awards 1o employees and 1o non-employee
directors. The plans permit the granting of vanous types of awards including. bui not limited 1o, stock oplions,
stock-appreciation rights. restricted stock and deferred stock. Awards may be granted lor no consideration
other than prior and future services. The purchase price per share for stock options and the grant price for
stock-appreciation rights may not be less than the market price of the underlying stock on the date of grant.
Stock options gencrally become cacrcisable afier five years, subject 1o accclerated vesting iff centain future
stock prices are achieved. Stock options expire 10 years after grant. At December 11, 1997, 46.7 million shares
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of common stock were reserved for issuance pursuant to existing and future stock awards, of which
21.4 million shares were available for future grants (15,6 million at December 31; 1996).

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

17 19540
ﬂ#ﬂl- H:Iﬂd-
E Exercite
Optloas Price Diptinas Price
(Owptions in millions)
Outstanding — beginning of year .. ................. 19.7 $12.85 15.7 $10.02
A4 T R pe T Pt o S PR s L Ty e 6.7 2481 8.2 16.71
Exercisold .ol v e s U e e e e e b sy e e (18 1113 (4.0) 9.14
Cancolod iy o iivvissrrssrnissbdiasivons ves il .. (3 1982 (2) .0
Ouistanding —end of year . .........ooviinanannan. 223 $16.66 19.7  $1245
Execrcisablc atendof year...........ccocvvnvinnnns 15.7 $13.21 109 $10.29
Weighted-average grant date fair value of options
granted during the year .. ........covivvvinieannes $ 598 $ 392

The following summary provides information about stock oplions oulstanding and exercisable ul
December 31, 1997

Stock Optioas
(hatstanding Stach Dpthans
W orighted- Eaercinable __
Range of VAvenge  Momaisieg Vv
Fuercise t:: Centractual Fuer
Prices UOptboas Priee Life Options _ Priee
tmillioas } {millieas )
S4A2 0 8I732 ... 154 $1291 7.5 years 15.4 51291
SIBO010SIM ..oooiiniiniinin 69 2498 9.6 years 3 28.14
TR i 5ol iva e viarin stk it 3_;':2 $16.66 K.l years g $13121

The fair value of the stock options was estimated at the date of grant using a Black-Scholes option pricing
model with the following weighted-average assumptions: expected life of the stock options of five years,
volatility of the expected market price of Williams common stock of 23 percent (24 percent in 1996 and
149495 ); risk-free interest rale of 6.1 percent (6.2 percent in 1996 and 1995); and a dividend yield of 2.4 percent
(3 percent in 1996 and 1995).

Pro forma net income and carnings per share, assuming Williams had applied the fair-value method of
Financial Accounting Standards No. 123, “Accounting for Stock-Based Compensation™ in measurning
compensation cost beginning with 1995 employee stock-based awards, are as follows:

1997 199 1
Pre P P
Net income (millions) . ........ $252.8 S$271.4 $§3599 $3623 51,3060 $1.31K2
Eamings per share:
T T RS PO Y R IRB $ 76 § 81 $010 $0L10 % 42 0§ 4N
Diluted ......co0000000002.. 3 .74 § B0 $107 5107 § 413 § 417
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Pro forma amounts for 1997 include the remaining total compensation expense from the awards made in
1996, as these awards fully vested in 1997 as a result of the accelerated vesting provisions, Pro forma amounts
for 1995 include total compensation expense from the awards made in 1995, as these awards fully vested in
1995 as a result of the accelerated vesting provisions. Since compensation expense from stock options is
recognized over the future years' vesting period, and additional awards gencally are made each year, pro
foima amounts may not be representative of future years' amounts.

MNote 16. Financial instruments
Fair-Value Methods

The following methods and assumptions were used by Williams in estimating its fair-value disclosures for
financial instruments:

Cash and cash equivalents and notes payable: The carrying amounts reported in the balance shect
approximate fair value due to the short-term maturity of these instruments.

Notes and other non-current receivables: For those noles with interest rates approximating markel or
maturitics of less than three years, fair value is estimated to approximate historically recorded amounts.

Investments — cost: Fair value is estimated to approximate historically recorded amounts as the
operations underlying these investments are in their initial phascs.

Long-term debt: The [air value of Williams' long-term debt is valued using indicative year-end traded
bond market prices for publicly traded issucs, while private debt is valued based on the prices of similar
securitics with similar terms and credit ratings. At December 11, 1997 and 1996, 57 percent and 69 percent,
respectively, of Williams' long-term debt was publicly traded. Willlams used the expertise of an outside
investment banking firm to estimate the fair value of long-term debt.

Interest-rate swaps: Fair value is determined by discounting estimated future cash flows using lorward
interest rates derived from the year-end yield curve. Fair value was calculated by the financial institutions that

are the counlerparties to the swaps.

Interesi-rate locks: Fair value is determined using year-end traded market prices for the referenced
U.S. Treasury securities underlying the contracts. Fair value was calculated by the financial institutions that
arc parties to the locks.

Energy-related trading and hedging: Includes forwards, options, swaps and purchase and sales commit-
ments. Fair value reflects management's best estimate of market prices considering various factors including
closing exchange and over-the-counler quotations, liquidity of the market in which the contract is transacted,
the terms of the contract, credit considerations, time value and volatility factors underlying the positionz.
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, Carrying amounts and fair values of Williams® financial instruments

1997 1994,
Asset ( ) pocions O b Amount Vaine
‘ L (Millious)
Cash and cash equivalents .....,. Nienis . 38,3 3813 8% 153 % 153
Notes and other non-current receivables . . . s 2s 274 274
| IAVESIMENLS — COSL . ... \eversesseresns 102.8 102.8 71.2 .2
Notespayahle’ . .. .cvsisvs's s Phrensbnens (693.0) (693.0) (269.5) 1269.5)
| Long-term debt, including current portion (4,605.4) (4.693.0) (4,435.1) (4,594.4)
- Intcrest-rate sWBPS ... ...oovivenin onns / (51.1) (46.8) (54.8) (63.7)
Interest-rale bocks ......cocviennnnnnnas - (8.3) - -—
Encrgy-related trading:
ABIBEE v vne wm vind e bbb s b aLs 3249 3249 2536 2536 |
| BT TR o T, e bR i e (381.7) (381.7) (339.1) (339.1)
Encrgy-related hedging:
Assels .. ..0ineue RN A L L e -1 11.0 9 .2
Liabiliten . o b i e P s e R s - (1.6) (1.3) (12.2)

The preceding asset and liability amounts for cncrgr-mifllnd hedging represent unrealized gains or losses
and do not include the related deferred amounts.

The 1997 average fair valoe of the energy-related trading asscts and liabilities is $258 million and
$345 million, respectively. The 1996 average fair value of the cnergy-related trading assets and liabilities is
$196 million and $322 million, respectively.

Williams has recorded liabilities of $21 million und $18 million at December 31, 1997 and 1996,
respectively, for certain guarantces that represent the estimated fair value of these financial instruments.

Off-Balance-Sheet Credit and Market Risk

Williams is a participant in the following transactions and arrangements that involve financial instruments
that have off-balance-sheet risk of accounting loss. 1t is not practicable 1o estimate the fair value of these off-
balance-sheet financial instruments because of their unusual nature and unigue charactieristics.

In 1997, Williams entered into agreements 1o scll, on an ongoing basis, certain of their accounts
receivables. Williams also sold certain receivables in 1996 under another revolving reccivable sales program.
At December 11, 1997 and 1996, $343 million and $152 million have been sold, respectively.

In connection with the sale of Williams' network services operations, Williams has been indemnified by
LDDS against any losses related to retained guarantees of $135 million and $158 million at December 31,
1997 and 1996, respectively, for lease rental obligations.

Williams has issued other guarantees and letlers of credit with off-balance-sheel risk that total
approximately $56 million and $10 million at December 31, 1997 and 1996, respectively. Williams believes it
will pot have 1o perform under these agreements because the likelihood of default by the primary party is
remote and/or because of certain indemnifications received from other third parties.

Commuodity Price-Risk Management Services

Williams, through Energy Marketing & Trading, provides price-risk management services associated with
the energy industry 1o its customers. These services are provided through a variety of financial instruments,
including forward contracts, futures contracts, oplion contracts, swap agreements and purchase and sale
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commitments. See Note | for a description of the accounting for these trading activities. The net gain from
trading activitics was $125.8 million, $99.2 million and $65.8 million in 1997, 1996 and 1995, respectively.

Encrgy Marketing & Trading enters into forward contracts and purchase and sale commitments which
involve physical delivery of an encrgy commodity. Prices under these contracts are both fixed and vanable.
Swap agreements call for Energy Marketing & Trading to make payments to (or receive paymenis from)
counterparties based upon the differential between a fixed and variable price or variable prices for different
locations. The variable prices are gencrally based on either industry pricing publications or exchange
quotations. Encrgy ‘Marketing & Trading buys and sclls option contracts which give the buyer the nght 10
exercise the options and receive the difference between a predetermined strike price and a market price at the
date of exercise. The market prices used for option contracts are generally exchange quotations. Energy
Marketing & Trading also enters into futures contracts, which are commitments to cither purchase or sell a
commeodity at a future date for a specified price and are generally settled in cash, but may be settled through
delivery of the underlying commodity. The markel prices for futures contracts are based on exchange
quotations.

Energy Marketing & Trading is subject 1o market risk from changes in energy commodity market prices,
the portfolio position of its financial instruments and physical commitments, the liquidity of the market in
which the contract is transacted, and changes in interest rates and credit risk.

Encrgy Marketing & Trading manages market risk through established trading policy guidelines, which
are monitored on an ongoing basis. Encrgy Marketing & Trading attempts to minimize credit-risk exposure to
trading counterpartics and brokers through formal credit policies and monitoring procedures. In the normal
course of business, collateral is not required for financial instraments with credit risk.

The notional quantities for trading activities at December 31 are as follows:

197 1%
Payer  Reewiver  Papor Reoriver

Fixed price;
INntural gad TTBISY . o viinwain i sinis s s L2719 1L,702.5 106660 11968
Refined products and crude (MMBbls) . .......... a2 230.7 4.4 26.3
Power (Terawatt His) . ....oovvnvininiinninnniiin. 0.0 16,7 - -
Varable price:
BRI ETIINY <1 55 vooivs oo o niiawiiaiie sesa s 20911 15082 1,5849 11238
Refined products and crude (MMBbls) .. ........... 4.5 3.1 7 13
Power (Terawalt Hi) .. .oocvviviicniniiinnnninns 2 21 - -

The net cash flow requirement related to these contracts at December 31, 1997 and 1996, was $92 million
and $117 million, respectively. Al December 31, 1997, the cash flow requirements extend primarily through
2007,

Concentration of Credit Risk

Williams' cash equivalents consist of high quality securities placed with vanous major financial
institutions with high credit ratings. Williams' investment policy limits its credit exposure to any one financial
instilution.

At December 31, 1997 and 1996, approximately 57 percent and 69 percent, respectively, of receivables
are for the sale or transportation of natural gas «nd reluted products or services. Approximately 33 percent and
23 percent of reccivables at December 31, 1997 and 1996, respectively, are for communications and related
services. Natural gas customers include pipelines, distribution companies, producers, gas marketers and
industrial users primarily located in the castern, northwestern and midwestern United States. Communica-
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tions' customers include numerous corporations, As a gencral policy, collateral is not required for receivables,

but customers’ financial condition and credit worthiness are evaluated regularly.

Note 17. Other financial information

intercompany revenues (at prices that generally apply 1o sales to unaffiliated parties) are as follows:

197 1990
{Millioas)
Gas Pipelines:
Central ........ R R R R e R e § 4l s 92
Northwest PIDeline 2L, | e cicniiinisaadnonnssntansasionsanss 28 1.1
Tenas Gas TROamBSION .o o .toncarressniossacnsassonsnsansanse 16 20.5
Transcontinental Gas Pipe Line ............. 2 WA ] 40.5 36
Energy Services:
Encrgy Marketing & Trading® ..........ccicniminiinncnicnass (47.1) 130.7
Exploration & Production ............cc.cciveiiinrinnnsaiinss 126.5 51.1
Field Services .......coiiiiivsneriiiinincsas A R i 323 26.2
Petroloum Services ...t i s s s i e Bl.6 61.7
61 - SRt AR SR e A AT e R S e B e LR A o 12.6 9.1
$2629 $356.4

* Enecrgy Marketing & Trading intercompany cost of sales, which are netted
market-value accounting, exceed intercompany revenues in 1997,

Information for business segments is as follows:

5 95
1.8
na
342

62.2
4.9
140
4.6
.

$209.1

in revenues consistent with

1 1 19w
(Mlillboas |
Identifiable assets at December 31:
Gas Pipelines:
ESERRTRD 5 5o o 5 et e . T o = e W § H549 $§ TO4E $ TmW2
Kemn River Gas Transmission. ... .....coovveneervnnrisness 1,083.0 1,081.6 -
Northwest PIplIne. ... vicoviveannnnrivnas vannnssserarnss L1613 1,159 1.147.5
Texas Gas TranSIUBEION « v vovuvsnnsorsrssrrssssnrsrrsssas 1,162.1 1,132.2 1.151.8
Transcontinental Gas Pipe Line .. ......oovvinaninniiinians 34139 31,3054 3,159.5
Energy Services:
Encrgy Marketing & Trading .........ooovvvennrinnniinines 725.1 £39.1 438.2
Exploration & Production .........coviiinnsaniinsrieanina. 247.1 200.3 164.6
Field Servlogs . iimisssmins siaennm sy ie dn s bdaas i 2,038.4 1.995.0 19393
Petroleum ServiceE ... i insbanasnsnesaneiasenas 904.6 906.5 863.2
CommunleonEs .. ....oueivasarsionnsnniessressssisiines 1.M2.9 670.6 401.0
DOV I L s s b hinin i o ey 4 s m el m AT B e R 2914 19406 1076
General corporate and other . .. ... viiiiiniirrirsriniranas 684.3 2188 279.3
Consolidated . .......cooovnivenisorsnne snsansnsss $13.879.0 Sléﬂl.ﬂ §10,561.2
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Lot ] 1994
{Millions )
Additions to property, plant and equipment:
Gas Pipelines: ;
Centrad -, ..i00unian B a4 A G R N SR T § 604 $ 509 $ 415
Kemn River Gas Transmission. .....ocoooiiiiiinisasnsicinas 15 47 —
Northwest Plpeling. . 4. o iiiasaricisinsisssnesstaisasns 444 62.8 1)0.5
Texas Gas Tranamisslon ....cccvcuviuinuriuniinraiioasnnss 74.5 50.1 izl
Transcontinental Gas Pipe Lime . ...............ociviiiiann. 2248 272.1 238.7
Encrgy Services:
Encrgy Marketing & Trading . ..........ooveiiiiiaiiiiinnn. 36 6 4
Exploration & Production . ... ... ..evsisresssaessssinanssn 63.3 303 15.6
Ficld Services . .oivvuseinssboans A A0 B e AN 1588 208.7 2321
T T T T S e R A R DR e 45.0 55.8 879
om0t v Bas i s ans e tesanatlsesannneesesssn 276.) 66.9 124
Generalcorporate and other. .. ... . .oooiieiiiiiniieniiannnas 161.7 19.0 14.3
ConaoldBbod .t yaig i s sis mm sy o0 b e Wi e s ] litﬁz.l $ BIs9 $ B21S
Depreciation, depletion and amortization:
Gas Pipelines:
Cantnl .. i i civisaet fareraas panasvsns vses PR R $ 1280 $ 13 $ 213
Kemn River Gas Transmission. . ... ..o.oovuininaviniiiiannns 178 15.5 -
NOrtIwest PIIeTIng = oiuis Th s Fo st s s teae 34 baa s s raaniien 55.2 43.2 349
Texas Gas Transmisslomy .. ... 0 il il iiiaeiasanea 42.5 41.5 189
Transcontinental Gas Pipe Line .. .............ooiiiiiinnnn 129.5 1137 109.1
Encrgy Services:
Encrgy Marketing & Trading .. . ......ocovviininnaiiannaan. | 5 1.2
Exploration and Production ...............covecieeeiiiiin. 126 10.5 98
o TR o T e e A e U SS 102.7 94.7 100.4
Petroleum Bavioes .. ... cisiossrsrsssasnnrattsnnassenros 150 3 6.4
CommuniCRUONS ..., coneorisasossriraas bl N 668 0.9 20.}
General corporaste and other. . ......cooiiiiiianaceieaiannanas 8.7 BE 7.2
Consclidated . ... e ia s nriniiisasnnnmgresasssaisns § 4995 $ 4210 $§ 1755
=y e =

Identifiable assets are gross assets used by a business segment, including an allocated portion of asscts
used jointly by more than one business segment. Items such as invesiments are considered to be general
corporate assets rather than identifiable assets of individual business segments.

MNote 18. Contingent liabilities and commitments
Rate and regulatory matiers and related litigation

Williams' interstate pipeline subsidiaries, including Williams Pipe Line, have various regulatory procecd-
ings pending. As a result of rulings in certain of these proceedings, a portion of the revenues of these
subsidiaries has been collected subject to refund. As to Williams Pipe Line, revenues collected subject to
refund were $328 million at December 31, 1997; it is not expected that the amount of any refunds ordered
would be significant, Accordingly, no portion of these revenues has been reserved for refund. As (o the other
pipelines, $317 million of revenues has been reserved for potential refund as of December 31, 1997.

In 1997, the Federal Energy Regulatory Commission (FERC) issued orders addressing. amaong other
things, the authorized rates of return for three of Williams' intersiate natural gas pipeline subsidiaries. All of
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the orders involve rate cases that became effective between 1993 and 1995 and, in cach instance, these cases
have been superseded by more recently filed rate cases. In the three orders, the FERC continued its practice
of utilizing a methodology for calculating rates of return that incorporates a long-lerm growth rate component.
However, the long-term growth rate component used by the FERC is now a projection of LS. gross domestic
product growth rates. Generally, calculating rates of retumn utilizing a methodology which includes a long-term
growth rate component resulis in rates of return that are lower than they would be if the long-term growth rate
component were not included in the methodology. Each of the three pipeline subsidiaries challenged its
respective FERC order in an effort to have the FERC change its rate of return methodology with respect 1o
these and other rate cases. In October 1997, the FERC voted not 1o reconsider «n order issued in one of the
three pipeline proceedings, but convened a conference on January 30, 1998, to consider, on an industry-wide
basis, issues with respect to pipeline rates of return.

In 1992, the FERC issued Order 636, Order 636-A and Order 636-B. These orden, which were
challenged in vanous respects by various parties in proceedings ruled on by the U.S. Count of Appeals for the
D.C. Circuit, require interstate gas pipeline companies to change the manner in which they provide services.
Williams gas pipelines subsidiaries implemented restructurings in 1993. Cenain aspects of three of its pipeline
companies” restructurings are under appeal.

On July 16, 1996, the U.S, Court of Appeals for the D.C. Circuit issued an order which in part affirmed
and in part remanded Order 636. However, the court stated that Order 636 would remain in cffect until FERC
issued a final order on remand after considering the remanded issues. With the issuance of this decision, the
stay on the appeals of individual pipeline's restructuring cases was lified. The only appeal challenging
Northwest Pipeline’s restructuring has been dismissed. On February 27, 1997, the FERC issued Order
No. 636-C which dealt with the six issues remanded by the D.C. Circuit. In that order, the FERC reaffirmed
that pipelines should be exempt from sharing gas supply realignment “osts. Requests for rehearing have been
filed for the order.

Contract reformations and gas purchase deficiencies

As a result of FERC Order 636, which requires interstate gas pipelines to change the way they do
husiness, cach of the natural gas pipeline subsidiaries has undertaken the reformation or termination of i1
respective gas supply contracts. None of the pipelines has any significant pending supplicr take-or-pay, ratable
take or minimum take claimx

Current FERC policy associated with Orders 436 and 500 requires interstate gas pipelines to absorh some
of 1the cost of reforming gas supply contracts before allowing any recovery through direct bill or surcharges 1o
transportation as well as sales commodity rates. Under Orders 636, 636-A, 636-B and 636-C, costs incurred to
comply with these rules are permitied to be recovered in full, although a percentage of such costs must be
allocated to interruptible transportation service.

Pursuant to a stipulation and agreement approved by the FERC, Williams Gas Pipelines Central
{Central) has made 11 filings 1o direct bill take-or-pay and gas supply realignment costs. The total amount
approved for direct billing, net of certain amounts collected subject to refunds, is $67 million. An intervenor
has filed protests secking 1o have the FERC review the prudence and eligibility of approximately $40 million
of costs covered by thesc filings. On July 31, 1996, the administrative law judge issued an initial decision
rejecting the intervenor’s prudency challenge. On September 30, 1997, the FERC, by a two-to-one vote,
reversed the administrative law judge and determined that three life-ol-lease producer contricls were
imprudently entered into in 1982. Central has filed for rehearing, and management plans (o vigorously defend
the prudency of thesc contracts. An intervenor has also filed a protest seeking 1o huve the FERC decide
whether non-settlement costs are eligible for recovery under Order No. 636. In January 1997, the FERC held
that none of the non-scitlement costs could be -recovered by Central il these costs were not eligible for
recovery under Order No. 636. This order was allirmed on rehearing in Apal 1997 An initial decision ™om
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the administrative law judge is cxpected in the first quarter of 1998, If the FERC’s final ruling on eligibility is
unfavorable, Central will appeal these orders to the courts. Central will make additional filings under the
applicable FERC orders to recover such additional costs as may be incurred in the future.

Because of the ummdntiu pertaining to the outcome of these issues currently pending at the FERC and
the status of settlement negotiation and various other factors, Central cannot reasonably estimale the cosls
that may be incurred nor the related amounts that could be recovered from customers. Central is actively
pursuing ncgotiations with the producers 1o resolve all outstanding obligations under the contracts. Based oo
the terms of what Central believes would be a reasonable settlement, $94 million has been accrued as a
liability at December 31, 1997, including a $5 million fourth-quarter 1997 charge 10 expensce for -ddmum]
absorption of future costs. Central alsp has an $88 million regulatory assel at December 31, 1997,
estimated recovery of fulure costs from customers. Central cannot predict the final outcome ol the FEHC*:
rulings on contract prudency and cost recovery under Order No. 636 and is unable to determine the ultimate
liability and loss, if any, at this time. If Central docs not prevail in these FERC proceedings or any subsequeni
appeals, and if Central is able to reach a settlement with the prodycers consistent with the $94 million accrued
liability, the loss could be the total of the regulatory asset and the $40 million of protested assets. Central
continues to believe that it entered into the gas purchase contracts in a prudent manner under FERC rules in
place at the time. Central also believes that the future recovery of these costs would be in accordance with the
terms of Order No. 636,

In September 1995, Texas Gas received FERC approval of a settlement regarding Texas Gas’ recovery of
gas supply realignment costs, Through December 31, 1997, Texas Gas has paid approximately $76 million and
cxpects (o pay no more than $80 million for gas supply realignment costs, primarily as a result of contract
terminations. Texas Gas has recovered approximately $66 million, plus interest, in gas supply realignment
cosls.

The loregoing accruals are in accordance with Williams® accounting policies regarding the establishment
of such accruals which take into consideration estimated total exposure, as discounted and nisk-weighted, as
well as costs and other risks associated with the difference between the time costs are incurred and the time
such costs are recovered from customers. The estimated portion of such costs recoverable from customers is
deferred or recorded as a regulatory nsset based on an estimate of expected recovery of the amounts allowed hy
FERC policy, While Williams believes that thes: accruals are adequate and the associated regulatory assets
are appropriaie, costs aciually incurred and amounts actually recovered from customers will depend upon the
outcome of various court and FERC proceedings, the success of settlement negotiations and various other
factors, not all of which are presently foresecable,

Environmental matters

Since 1989, Texas Gas and Transcontinental Gas Pipe Line have had studies under way to test certain of
their facilities for the presence of toxic and hazardous substances 1o determine to what extent, if any.
remediation may be necessary. Transcontinental Gas Pipe Line has responded to data requests regarding such
potential contamination of certain of its sites, The costs of any such remediation will depend upon the scope of
the remediation. At December 31, 1997, these subsidiarics had rescrves totaling approximately $28 million for
these cosis.

Certain Williams subsidiaries, including Texss Gas and Transcontinenial Gas Pipe Line, have been
identified as polentially responsible partics (PRF) ai various Superfund and stale waste disposal sites. In
addition, these subsidiaries have incurred, or are alleged 1o have incurred, various other hazardous materials
removil or remediation obligations under enviroamental laws, Although no assurances ean be given, Williama
does pot belicve that the PRP status of these subsidiaries will have a material adverse ¢ffect on its financial
position, results of operations or net cash flows,
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Transcontinental Gas Pipe Line, Texas Gas and Central have identified polychlorinated biphenyl (PCB)
contamination in air compressor systems, soils and related properties at certain compressor station sites.
Transcontinental Gas Pipe Line, Texas Gas and Central have also been involved in negotiations with the US.
Environmental Protection Agency (EPA) and state agencies to develop screening, sampling and cleanup
programs. In addition, negotiations with certain environmental authorities and other programs concerning
investigative and remedial actions relative 1o potential mercury contamination at certain gas metering sifes
have been commenced by Central, Texas Gas and Transcontinental Gas Pipe Line. As of December 31, 1997,
Central had recorded a Hability for approximately $17 million, representing the current estisate of future
environmental cleanup costs to be incurred over the next six to ten years. The Field Services unit of Encrgy
Services had recorded an aggregate liability of approximately $12 million, representing the current estimate of
its future environmental and remediation costs, including approximately $5 million relating to former Central
facilities. Texas Gas and Transcontinental Gas Pipe Line likewise had recorded liabilities for these costs which
are included in the $28 million reserve mentioned above. Actual costs incurred will depend on the actual
number of contaminated sites identified, the actual amount and extent of contamination discovered, the final
cleanup standards mandated by the EPA and other governmental authorities and other factors. Texas Gas,
Transcontinental Gas Pipe Line and Central have deferred these costs pending recovery as incurred through
future rates and other means.

In connection with the 1987 sale of the assets of Agrico Chemical Company, Willlams agreed to
indemnify the purchaser for environmental cleanup costs resulting from certain conditions at specified
locations, 10 the exlent such costs exceed a specified amount. Such costs have exceeded this amount. At
December 31, 1997, Williams had approximately $11 million accrued for such excess costs. The actuz! costs
incurred will depend on the actual amount and extent of contamination discovered, the final cleanup standards
mandated by the EPA or other governmental authoritics, and other factors.

A lawsuit was filed in May 1991 in a state court in Colorado in which certain claims have been made
against various defendants, including Northwest Pipeline, contending that gas exploration and development
activities in portions of the San Juan Basin have caused air, water and other contamination, The plaintiffs in
the case sought certification of & plaintifl class. In June 1994, the lawsuit was dismissed for failure 1o join an
indispensable party over which the stale court had no jurisdiction. The Colorado court of appeals has affirmed
the dismissal and remanded the case 1o Colorado district count for action consistent with the appeals coun's
decision. Since June 1994, cight individual lawsuits have been filed against Northwest Pipeline and others in
U.S. district court in Colorado, making essentially the same claims. The district court has stayed all of the
cases involving Northwest Pipeline until the plaintiffs exhaust their remedies befure the Southern Ute Indian
Tribal Court. Some plaintiffs filed cases in the Tribal court, but none named Northwest Pipeline as a
defendant

Other legal matters

In 1991, the Southern Ute Indian Tribe (the Tribe) filed a lawsuit against Williams Production Company
(Williams Production ), a wholly-owned subsidiary of Williams, and other gas producers in the San Juan Basin
arca, alleging that certain coal strata were reserved by the United States for the benefit of the Tribe and that
the extraction of coal-scam gas from the coal strata was wrongful. The Tribe secks compensation for the value
of the coal-scam gas. The Tribe also secks an order transferring 1o the Tribe ownership of all of the defendants’
equipment and facilities utilized in the extraction of the coal-scam gas. In Seplember 1994, the court granted
summary judgment In favor of the defendants and the Tribe lodged an intedocutory appeal with the US,
Court of Appeals for the Tenth Circuit. Williams Produetion agreed to indemnify the Willlams Coal Seam
Gas Royalty Trust (Trust) against any losses that may anse in respect of certain properties subject 1o the
lawsuit. In addition, if the Tribe is successful in showing that Williams Production has no rights in the coal-
seam gas, Williams Production has agreed to pay to the Trust for distribution to then-current unitholders, an
amount representing a return of a portion of the original purchase price paid for the units. On July 16, 1997,
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the U.5. Court of Appeals for the Tenth Circuit reversed the decision of the district court, held that the Tribe
owns the coal-scam gas produced from certain coal strata on fee lands within the exterior boundaries of the
Tribe's reservation, and remanded the case to the district court for funther proceedings. On September 16,
1997, Amoco Production Company, the class representative for the defendant class (of which Williams
Production is a part), filed its motion for rehearing en ban> before the Court of Appeals. On December 4,
1997, the Tenth Circuit Court of Appeals agreed to rehear the appeal.

In connection with agreements 1o resolve take-or-pay and other contract claims and 10 amend gas
purchase contracts, Transcontinental Gas Pipe Line and Texas Gas each entered into certain settlements with
producers which may require the indemnification of certain claims for additional rovalties which the producers
may be required 1o pay as a result of such settlemenis. In one of the two remaining cases. a jury verdict found
that Transcontinental Gas Pipe Line was required 10 pay 1o a producer damages of $23.1 million including
$3.8 million in attorneys’ fees. Transcontinental Gas Pipe Line is considering an appeal. In the other
remaining case, a producer has asserted damages, including interest calculated through December 31, 1996, of
approximately $6 million.

Producers have received and may receive other demands, which could result in additional claims
Indemnification for royalties will depend on, among other things, the specific lease provisions between the
producer and the lessor and the terms of the settlement between the producer and either Transcontinental Gas
Pipe Linc or Teaas Gas, Texas Gas may file to recover 75 percent of any such additional amounts it may be
required 1o pay pursuant to indemnities for royalties under the provisions of Order 528,

In November 1994, Continental Encrgy Associates Limited Partnership (the Pantnenship) filed a
voluntary petition under Chapter 11 of the Bankruptcy Code with the US, Bankruptcy Count, Middle Distnct
of Pennsylvania, The Partnership owned a cogeneration facility in Hazleton, Pennsylvama (the Facility).
Hazleton Fuel Management Company (HFMC), a subsidiary of Transco Energy, formerly supplied natural
gas and fuel oil to the Facility. Pursuant to a court-approved Plan of Reorganization, all litigation involving
HFMC has been fully settled, and HFMC reccived $6.3 million from the bankruptey estate, leaving it with
approaimately $14 million of outstanding reccivables, all of which have been fully reserved

In addition to the foregoing, various other procecdings are pending against Williams or 11s subsidianes
which are incidental to their operations.

Summary

While no assurances may be given, Williams does not believe that the ulumate resolution of the foregoing
matters, laken as a whole and after consideration of amounts accrued, insurance coverage, recovery from
customers of other indemnification arrangements, will have a materially adverse cffect upon Williams" future
financial position, results of operations or cash flow requirements

19. MAPCO acquisition

On November 24, 1997, Williams and MAPCO Inc. announced thal they had entered into a detimitive
merger agreement whereby Williams would acquire MAPCO by exchanging 1.665 shares of Williams
common stock for each outstanding share of MAPCO common stock. In addinon, vutstanding MAPCO
employee stock options would be converted into Williams common stock. Approximately 96.8 million shares
ol Williams common stock valued at approximately $2.8 billion, based on the closing market price of Williams
common stock on December 31, 1997, would be issued in the trinsaction. The transaction, subject o approval
by both Williams and MAPCO stockholders and 1o review under federal anti-trust laws, is expecied to close
during the first quarter of 1998, MAPCO is enguged in the NGL pipeline, petroleum refining and marketing
and propane marketing businesses, and will become part of the Energy Services business unit.
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The merger will be accounted for as a pooling of interests. Anticipated changes in accounting methods as
a result of the merger are not expected to have a material impact on the financial position or results of
operations of the combined entity.

The following unaudited pro forma information combines the results of operations of Williams and
MAYCO as if the companies had been combined throughout the periods presented.

Yoears Ended Decomber 10,

1997 1994 1994
i (Millions, except per-share amounts )
REVERBEE. < '+ v o sriniigingaaiidosanassesssessnsesniias .. 582416 368429  $5.6550
Income from continuing operations . . ..............oo0.es 4586 492.5 I6d.6
T ) e oy 3732 449.8 1,3929
Basic earnings per common share:
Income from continuing operations .. . ... il N AL, 1.09 116 X7
[ (B e T i o 6 A e T e, G B8 1.08 14
Diluted earnings per common share:
Income from continuing OPErations ...........c.ooueeens 1.06 .14 M6
INET AICOMIE o v wmrisinwa v s s saaces /s b sasls o niian sma B H6 1.06 135

Pro forma financial information is not necessarily indicative of results of operations that would have
occurred if the companies had been combined throughout the periods presented or of future results of
operations of the combined companies.
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Summarized quarterly financial data are as follows (millions, except per-share amounts). Per-share
amounts reflect the effect of the two-for-one common stock split and distribution (see Note 15) and the
adoption of SFAS No. 128,

Flest Secand Thied Fourth
Quarter Quarter {uarter Quarter
1997
o R e T TR YRy $1,001.4  $10206  SLI2ZIO 51,2666
Costs and operating expenses ... ..................... 581.3 625.1 705.3 7528
Income before extraordinary loss ., . .............. ..., 105.9 1078 65.3 7.5
Mot Income (1oB8) v, i s arassnnnsensnesansesns 105.9 107.8 iR.4) faiy. |
Basic carnings per common share:
Income before extraordinary loss ., ................. A2 33 .20 21
Nt oomE, (JOmMB) o s 'ss s o' rasnnsesssnnsseisssins 32 k] (03] A9
Diluted earnings per common share:
Income before extraordinary loss . ... ........ ... .. Al 32 19 2
Nel oomb (Bom) & 2t ' o iivas s vssvinaisai v v 31 32 {.03) 19
1996
T RSO - i T I ) S $ B937 S BX1S S 8422 S 9578
Costs and operating expenses ... ..................... 499.4 4919 509.3 561.5
er g N K SR A SN S O Doy 104.9 B4 7.0 106.0
Basic earnings per common share .................... 12 ] 21 A2
Diluted carnings per common share .................. & 1| 24 20 R

The sum of carnings per share for the four quarters may not equal the 1otal carnings per share for the year
due 1o changes in the average number of common shares outstanding.

Second-quarier 1997 net income includes a $44.5 million gain related 1o the combination of Williams'
and Nortel's customer-premise equipment sales and service business (see Note 2 of Notes 1o Consolidated
Financial Statements). Third-quarter 1997 net income includes an extraordinary loss of $74 million related 1o
the restructuring of Williams' debt portfolio (see Note § of Notes to Consolidated Financial Statements),

Second-quarter 1996 net income includes recognition of favorable income tax adjustments totaling
$10 million related to research credits and previously provided deferred income taxes on cenain regulated
capital projects. Third-quarter 1996 nct income includes approximately $6 million, net of federal iscome tax
effect, from the effects of state income tax adjusiments related 1o 1995,
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Selected comparative fourth-guarier data are as follows (millions, excepl per-share amounts )

197 1%
Operating profit:
Gas Pipelines:
Central ......... | gl T L I AN A LR il oy A "o SN, 1 S $ 56 %109
Kern River Gas Transmission. . . ...ccovuriosccnirinsmmsrirssasissasnnssss 29.7 94
Norhwest PIpeline. .. vsv v camprrassnsssssaesrssssnnsissrnssnitonississss 29.5 218
Texas Gos TransmBBlon . coo.vsmnersrsnsarnssasssarsestparerssassspnesness 1 29.5
Transcontinental Gas Pipe Line ... ....cvviiiviiiniiicniiiinniisisnnronans 634 6l.0
Energy Services:
Encry Marketing & Trading . oo coceeiiiiurioinisassniinssssisssssnannss 20 116
Exploration & Production ....... A TR L DT, (RPN, S Py 4 PN S 10.2 3.7
Field Sarviens . i s i s e e e AT s e e e e e e a e Y RRK 56.3
Peiroloum Services ..o o i ianie i n e s i e s e e E A R KRR 18.3
COMDUENTORUNNE & ool s e s s n s we waes avials st o e e R (51.%) [
g e AN TR Bl i ¥ L R D L H P PR TR~ 2K (2.9)
Total-oporating Profit . .. &k sa il caiiusass b basas o sissnravintssssbessseqnmes 2309 2421
GenCral COTPOIBIC CRTIEIIEE i+ s v vnissisapansbs s sassinassssssinesiosssnssnsas (18.7) (11.6)
InMeres] CXPEREE DEL. .. iis o sisiiaasnndies sesiassniaisatsassnsioseinsgasevases (97.4}) (91.9)
INVCELING IMCOMIC . s v v ovacaiaayniasaneseassnsnnssssisrsansnassasssasnsnnsees 74 4.1
Gainon sale OF B8B0L . .. . o) o iiven i ppasasass s soninsuinisssnsessshonnssnsnss - 157
Minority interest in income of consolidated subsidiaries . ... .........cooiiiiiin i4.5) -
Other incomic (EXPENSE) MEL. .\ i i vuurcas it iiiussasaisnsarrsrasrrrsssnrasrss i1.8) K0
Income belore iNCOME LAXES . ... covvivanrrsassrassnissans 1159 1664
Provision for income 1ames .. ........c.covuucnsensncnns o ==inl 0| I - 444 i) 4
Income before extraordinary Joss .. ......oovveiiiiiiiiianinias R AT AT e T T1.5 106.0
Extraondinary JOBS . ...ivveansrsrassrsssitoensirasrsivnasnrrnssssrnnsanronses (5.4) —_
Nel income . ....-.. A ey S R e e A R CaeEee s e L 1060
=T e
Basic carnings per common share .. ......0 00000 sara s ramnnepradtt | FkP E‘J
Diluted camings per common Share .........ccocavieniiianerciississsssiiisnnns 5 .19 s .M

Communications’ fourth-quarter 1997 opera’ing profit includes charges totaling approximately $49.5 mil-
lion, related to the decision 1o sell the learning content business, the write-down of asscts and the development
costs associated with advanced applications. In addition, 1997 gencral corporate expenses include approi-
mately $5 million in costs related 1o the MAPCO acquisition (sce Note 19 of Notes to Consolidated Financial
Statemenis),

Field Services” fourth-quarter 1996 operating profit includes o gain of approximately $20 million from the
property insurance coverage associated with construction of replacement gathening facilities. In addition, 1996
scgment operating profit and general corporate expenses together include approximately $10 million related to
an all-employee bonus that was linked to achieving record financial performance. In fourth-quarter 1996,
Williams recognized a pre-tax gain of $15.7 million from the sale of certain communication nghts.

ltem 9. Changes in and Disagreements With Accountants on Accounting and Financial Disclosure.

MNone.
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Item 14(a) 1 and 2

Poge
Covered by report of independent auditors:
Consolidated statement of income for the three years :nded December 31, 1997 ... ............ F-16
Consolidated balance sheet at December 31, 1997 and 1996 ... ... vvv e iennss F-17
Consolidated statement of stockholders’ equity for the three years ended December 31, 1997 .. . F-18
Consolidated statement of cash flows for the three years ended December 31, 1997 N L
Notes to consolidated financial statements .. ............ o e S ks s F-20
Schedule for the three years ended December 31, 1997:
11 — Valuation and qualifying SCOOUDLS .. ... ...uvuvuiivmeririvensrioersvrsrrsansesens F-50
Not covered by report of independent auditors:
Quarterly financial data (URAUAIIE) .. .o v v vuuueenr i oon e ivenneeioranresasinnstinnnin F-47

All other schedules have been omitied since the required information is not present or is not present in
amounts sufficient to require submission of the schedule, or because the information required is included in
the financial statements and notes thereto,
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SCHEDULE Il — YALUATION AND QUALIFYING ACCOUNTS(a)

Additions
Charged
l--“t.-lu !
Halance Fapemsrs Oher(c) Deductionsi b Halance
{Millboas )
Allowance for doubtful accounts: '
L s I ety o5 By e ¢ LAY $97 S8R L8 ] $1.0 $19.3
B, R A Aty e ) s ok o e 11.3 4.1 1.3 70 9.7
b o T, SRS ki e o e R el 19 8 1.6 20 11.3

{a) Deducted from related assets.

{b) Represcnts balances writien ofl, net of recoveries and reclassifications.

(¢) Primarily relales to acquisitions of businesses.
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PART 111

Item 10. Directors and Executive Officers of the Registrant

The information regarding the Directors and nominees for Director of Williams required by Item 401 of
Regulation S-K is presented under the heading “Election of Dircctors™ in Williams' Proay Stalement
preparcd for the solicitation of proxies in conncction with the Annual Mecting of Stockholders of the
Company for 1998 (the “Proxy Statement™ ), which information is incorporated by relerence berein. A copy of
the Proxy Statement is filed as an exhibit to the Form 10-K. Information regarding the exccutive officers of
Williams is presented following ltem 4 herein, us permitted by General Instruction G(3) 1o Form 10-K and
Instruction 3 to ltem 401(b) of Regulation S-K. Information required by ltem 405 of Regulation S-K is
included under the heading “Compliance with Section 16(a) of the Secunties Exchange Act of 1934” in the
Proxy Statement, which information is incorporated by reference herein.

Item 1), Executive Compeasation

The information required by liem 402 of Regulation S-K regarding executive compensation is presented
under the headings “Election of Directors™ and “Executive Compensation and Other Information™ in the
Proxy Stalement, which information is incorporated by reference herein. Notwithstanding the forcgoing, the
information provided under the headings “Compensation Committee Report on Exccutive Compensation”
and “Stockholder Return Performance Presentation” in the Proxy Statement are not incorporated by
relerence herein, A copy of the Proxy Statement is filed as an exhibit to the Form 10-K.

ltem 12. Secarity Ownership of Glrufl Bencficial Owners and Management

The information regarding the securily ownership of certain beneficial ownen and management required
by Item 403 of Regulation S-K is presented under the headings “Security Ownership of Cenain Bencficial
Owners and Management” in the Proxy Statement, which information is incorporated by reference herein. A
copy of the Proay Statement is filed as an eahibit 1o the Form 10-K.
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Item 13. Certain Relationships and Related Transactions

There is no information regarding certain relationships and related transactions required by Item 404 of
Regulation S-K to be reported.

PART IV

ltem 14. Exhibits, Financial Statement Schedules and Reports on Form 8-K

(a) | and 2. The financial statements and schedule listed in the accompanying index 1o consolidated
financial statements arc filed as part of this annual rcport.

(a) 3 and (c). The exhibits listed below are filed as part of this annual report.
Exhibit 2 —

*(a) Agreement and Plan of Merger, dated as of November 23, 1997, and us amended on
January 25, 1998, among The Williams Companics, Inc., MAPCO Inc. and TML Acquisition Corp
(filed as Exhibit 2.1 to the Company’s Registration Statement on Form S5-4, filed January 27, 199%)

Exhibit 3 —

*(a) Restated Certificate of Incorporation of Williams (filed as Exhibit 4(a) to Form 5-B
Registration Statement, filed August 20, 1987).

*(b) Certificate of Amendment of Restated Centificate of Incorporation, dated May 20, 1994 (filed
as Exhibit 3(d) to Form 10-K for the fiscal year ended December 31, 1994).

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

(d) Centificate of Amendment of Restated Centificate of Incorporation, dated February 26, 1998

*(¢) Certificate of Designation with respect to the $3.50 Cumulative Convertible Preferred Stock
(filed as Exhibit 3.1(c) to the Prospectus and Information Statement lo Amendment No. 2 to the
Registration Statement on Form S-4, filed March 30, 1995).

*(f) Certificate of Increase of Authorized Number of Shares of Series A Junior Participating
Preferred Stock (filed as Exhibit 3(f) to Form 10-K for the fiscal year ended December 31, 1995)

(g) Certificate of Increase of Authorized Number of Shares of Series A Junior Participating
Preferred Stock, dated December 31, 1997.

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

*(i) By-laws of Williams, as amended (filed, as amended, as Exhibit 3 to Form 10-0Q for the quarter
ended September 30, 1996).

Exhibit 4 —

*(a) Form of Scnior Debt Indenture between the Company and Chase Manhattan Bank (formerly
Chemical Bank), Trustee, relating to the 10%% Debentures, due 2020; the 9%% Debentures, due 2021
the 8% Notes, due 1998; Medium-Term Notes (9.10%-9.31%). Jue 2001; the 7%% Notes, duc 1999,
and the %% Debentures, due 2012 (filed as Exhibit 4.1 to Form S-3 Registration Statement No. 31-
13294, liled February 2, 1990).

*(b) Form of Subordinated Debt Indenture between the Company and Chase Manhattan Bank
(formerly Chemical Bank), Trustee, relating to 9.60% Quarterly Income Capital Securitics, due 2025
(filed as Exhibit 4.2 to Form S-3 Registration Statement No. 13-60397, filed Junc 20, 1995).
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(c) U.S. §1,000,000,000 Amended and Restated Credit Agreement, dated as of July 23, 1997,
among Williams and certain of its subsidiaries and the banks named therein and Citibank, N.A., as agent.

*(d) Form of Senior Debt Indenture between the Company and The First National Bank of
Chicago, Trustee, relating to 6.50% Notes due 2002; 6.625% Notes duc 2004; floating rate notes duc
2000; 6%% Notes due 2001; and 6% Mandatory Putable/Remarketable Securities due 2012 (filed as
Exhibit 4.1 to Registration Statement on Form S-3 filed September §, 1997).

*(¢) Form of Debenture representing $360,000,000 principal amount of 6% Convertible Subordi-
rated Debenture Due 2005 (filed as Exhibit 4.7 1o the Registration Statement on Form S-8, filed
August 30, 1996).

* (1) Form of Warrant to purchase 11,305,720 shares of the Common Stock of the Company (filed
as Exhibit 4.8 1o the Registration Statement on Form S-8, filed August 30, 1996).

Exhibit 10(iii) — Compensatory Plans and Management Contracts

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

*(b) Form of Employment Agreement, dated January |, 1990, between Williams and certain
exccutive officers (filed as Exhibit 10(iii) (d) to Form 10-K for the year ended December 31, 1989).

*(c) Form of The Williams Companics, Inc. Change in Control Protection Plan between Williams
and employees (filed as Exhibit 10(iii) (e) to Form 10-K for the year ended December 31, 1989).

*(d) The Williams Companies, Inc. 1985 Stock Option Plan (filed as Exhibit A 10 Williams® Proxy
Statement, dated March 13, 1985).

*({¢) The Williams Companies, Inc. 1988 Stock Option Plan for Non-Employee Directors (filed as
Exhibit A to Williams' Proxy Statement, dated March 14, 1988).

*(f) The Williams Companics, Inc. 1990 Stock Plan (filed as Exhibit A to Williams* Proxy
Statement, dated March 12, 1990).

*(g) The Williams Companies, Inc. Stock Plan for Non-Officer Employees (filed as Ex-
hibit 10(iii) (g) 10 Form 10-K for the fiscal year ended December 31, 1995).

*(h) The Williams Companies, Inc. 1996 Stock Plan (filed as Exhibit A to Williams' Proay
Statement, dated March 27, 1996).

*(i) The Williams Companies, Inc 1996 Siock Plan for Non-Employee Directors (filed as
Exhibit B 1o Williams® Proxy Statement, dated March 27. 1996).

*(j) Indemnification Agreement, effective as of August |, 1986, between Williams and members of
the Board of Directors and certain officers of Williams (filed as Exhibit 10(iii) (e) 1o Form 10-K for the
year ended December 31, 1986).

Exhibit 11 — Computation of Earnings Per Common and Common-equivalent Share,

Exhibit 12 — Computation of Ratio of Eamings to Combined Fixed Charges and Preferred Stock
Dividend Requirements,

Exhibit 20 — Definitive Proxy Statement of Williams for 1998 (as filed with the Commission on
March 27, 1998).

Exhibit 21 — Subsidiaries of the registrant.

Exhibit 23 — Consent of Independent Auditors.

LExhibit 24 — Power of Allorney together with centified resolution
Exhibit 27 — Financial Data Schedule.
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Exhibit 27.1 — Restaled Financial Data Schedule for the year ended December 31, 1996,
Exhibit 27.2 — Restated Financial Data Schedule for the year ended December 31, 1995
{(b) Reporis on Form 8-K.

On October 29, 1997, the Company filed a report on Form 8-K 1o repont the results of the Company’s
debt tender offer.

On November 15, 1997, the Company filed a report on Form B-K/A to report the results of the
Company's debt 1ender offer.

On November 27, 1997, the Company filed a report on Form 8-K tu report the Company’s execution of
an Agreement and Plan of Merger, dated November 23, 1997, among the Company, MAPCO Inc.. and TML
Acquisition Corp., providing for the Company to acquire MAPCO, Inc.

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

*  Each such exhibit has heretofore been filed with the Securities and Exchange Commission as part of the
filing indicated and is incorporated herein by reference.
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DELWIN L. BOTHOF

President
Williams Network Applications

Delwin L. Bothof (Del) leads multimedia applications acros: Williams' extensive fiber
and satellite communications networks. This includes Williams Vyvx Services to
broadcasters, advertisers, and production studios; Williams Global Access business
television and audio- and video-conferencing; ChoiceSeat in-stadium sports
entertainment network; Williams Leaming Network interactive training and distance
learning; and Williams Telemetry wireless telephony communications for the energy and
utility industrics.

From 1989-1997 he served as the first president of Vyvx, a leading international provider
of integrated fiber-optic, satellite and teleport video transmission services.

With more than 25 years of experience, Bothof is well known in the telecommunications
industry. Bothof joined Williams after holding a number of engineering, marketing and
executive management positions for in the industry. He had served as partner and
president of Atlanta-based Tritek Communications, Inc., a provider of integrated
communication networks. Before that, he was director of corporate planning and
development for BellSouth Corporation and later founded and served as president of
BellSouth Ventures Company.

Bothof also served as president of Deka Corporation, a provider of advanced
telecommunication systems, and vice president of marketing for Scientific-Atlanta, where
he was responsible for the management of all worldwide sales and marketing, corporate
strategies, joint ventures and acquisitions. He held numerous positions at the Delcon
Division of Hewlett-Packard. Initially, he was engineering project manager responsible
for the management and development of a product line which included software and
hardware for data commur ication test instrumentation. He was later promoted to
marketing manager and then to general manager.

Bothof holds a bachelor of science degree in Electrical Engineering from the University
of Minnesota and a master of science degree in Electrical Engincering from Stanford
University. He and his wife, Sally, reside in Tulsa.



EOWARD E. JANZEN

President & Chief Executive Officer
Williams Communications

Howard E. Janzen is chief executive officer of Williams Communications, a subsidiary of
Williams (NYSE: WMB). He has 18 years of experience in the telecommunications and
energy industries, holding a variety of management positions within Williams.

Janzen began his career at Williams as project engineer for Williams Pipe Line in 1979,
where he served in numerous management positions culminating as vice president of
operations in 1987. In 1991, he became vice president o operations at Williams Natural
Gas Company and became its senior vice president and general manager in 1993. He
assumed the presidency of the WilTech Group in 1995 and was named chairman of Vywvx,
Inc., an international provider of video transmission services via fiber optics, teleport
uplinks and satellites. He became president and chief operating officer of Williams
Communications in January 1997 and chief executive office in April 1997. Janzen also
assumed the role of WilTel chairman when it merged with Nortel Communications
Systems’ customer premise sales and service organization in April 1997. WilTel is now
known as Williams Communications Solutions.

Janzen eamned bachelor of science and master of science degrees in Metallurgical
Engineering from The Colorado School of Mines. He has also completed the Harvard
Business School Program for Management Development.

Janzen lives in Tulsa with his wife, Cherine, and three children. He is vice chair of the
Children's Medical Center Board of Trustees and serves on the Board of Trustees for the
Hillerest Healthcare System, where he is vice chair of the Physician Relations and
Service Company. He serves on the Gilcrease Museum Board of Directors and is
chairman for the National Annual Fund and President’s Council for The Colorado School
of Mines. He is also active in church related activities.



LAURA A. KENNY

President
Williams Vyvx Services

Laura Kenny leads the Williams Vyvx Services unit, a leading international provider of
integrated video, fiber-optic, satellite and teleport transmission services. Her
responsibilities include strategic planning, marketing, sales, opcrations and administration
for its worldwide presence with nearly 500 employees in 30 offices in the U.S., UK.,
Singapore and Australia.

Kenny joined Williams in 1996 as vice president of Marketing and received sales
responsibility in 1997. In December of 1997, Kenny assumed all management
responsibility for Vyvx. In addition, she chairs Williams Communications’ Customer
Intimacy Initiative and co-chairs Williams’ corporate-wide Chairman’s Council on
Workplace Diversity.

In more than 17 years as a leader in the telecommunications industry, Kenny has been
involved in the development and implementation of strategic sales, marketing and
management programs for domestic and international markets. Before joining Williams,
Ms. Kenny served as an executive with AT&T, where shz held numerous marketing and
operations positions. She developed national marketing plans for AT&T Communication
Services and the established a software development training institute in Singapore in
collaboration with Bell Labs and the Singapore government.

Kenny eamned a bachelor of arts degree from Lycoming College in 1978, and
subscquently received paralegal certification at Adelphi University. She has attended the
Master of Business Administration program at Seton Hall and completed executive
development programs at the University of Michigan and Columbia University. She
serves on the advisory board of The University of Tulsa College of Engineering.

Kenny resides in Tulsa with her husband, Larry Gordon, and two children.



S. MILLER WILLIAMS

Senior Vice President, Corporate Development and Planning
Williams Communications

S. Miller Williams is Senior Vice President of Corporate Development and Planning for
Williams Communications, a division of Williams (NYSE: WMB).

He has more than 20 years of diversified business experience. Prior to joining Williams,
he spent 10 years in real estate development and oil and gas syndications as president of
Harbour Group. He joined Williams Telecommunications Systems in 1992 as vice
president of corporate development. While there, he was responsible for exploning
potential strategic partnerships, acquisitions, investments and projects for enhancing
growth for Williams Communications Solutions (formerly WilTel). He has also served
as assistant treasurer for Williams, manager of special projects for Williams Pipe Line,
and director of international marketing for Agrico Chemical Company.

Williams earned a Master of Business Administration from The University of Tulsa and a
Bachelor of Science in Business Administration from the University of North Carolina.



FRANK M. SEMPLE

General Manager, Williams Network
Senior Vice President, Williams Communications

Frank Semple is general manager for the Williams Network as well as senior vice president
for Williams Communications, a subsidiary of The Williains Companies, Inc. (Williams).

He has nearly two decades of experience with Williams and brings to his office a track record
of proven leadership skills within several Williams business units.

Prior to his current position, Semple served as senior vice president and chief information
officer for Williams Communications. While serving as in numerous management positions
with Williams Pipe Line, Semple implemented innovative technology at Williams Pipe Line
that positioned that company as the industry leader in customer service and systems. He also
held operations and marketing roles at Northwest Pipeline before joining Williams Natural
Gas as senior vice president and general manager.

Semple received a bachelor's degree in mechanical engincering from the U.S. Naval
Academy and has also completed the Harvard University program for management
development.

He resides in Tulsa, Okla. with his wife and two children. Semple serves as a board member
for the Campfire Boys & Girls organization in Tulsa.




JOSEPH C. TURCOTTE

Vice President
Williams Communications Network

Joseph C. Turcotte is vice president of Williams Communications Network and has 13 years of
operations and engineering experience in the telecommunications and energy industries.

Turcotte was formerly vice president of Operations and Engineering for Vyvx. Prior o joining
Vyvx in 1995, he worked for Williams Pipe Line in supervisory and managerial engineering
positions, including director of Information Services.

Turcotte earned a bachelor of science degree in Mechanical Engineering from the University of
Minnesota. He also completed the Harvard Professional Management Development Program.
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FLORIDA PUBLIC SERVICE COMMISSION

Division of Communications
Bureau of Service Evaluation

Williams Communications, Inc. d/b/a
Vyvx, Inc.

Florida Tariff No. 1

INTEREXCHANGE
TELECOMMUNICATIONS SERVICE

Florida Public Service Commission
Division of Communications
Bureau of Service Evaluation
2540 Shumard Oak Boulevard

Gunter Building
Tallahassee, Florida 32399-0850




Williams Communications, Inc. Florida Public Service Commission No. |
d/b/a Vyvx, Inc. Original Sheet |

TITLE SHEET
ELORIDA TELECOMMUNICATIONS TARIFE

This tariff contains the descriptions, regulations, and rates applicable to the funishing of service and
!mhu:s for telecommunications services provided by Williams Communications, Inc. db/a Vyvx, Inc. ("Vyvx™
or e “Company”), with ipal offices at 111 Eauk 15t Sireet, Tulsa, Okiahoma. 741032808, This tariff
lies for services furnished within the state of Florida. This tarifl is on file with the Florida Public Service
ommmmn and copies may be inspected, during normal business hours, at the Company’s principal place of

business.

Issued: [ /98 Effective:

Issued by: Mickey 5. Moon
Director, Regulatory AfTairs
Williams Communications, Inc
One Williams Center
Tulsa, Oklahoma 74172




Williams Cﬂmmllﬂftﬂ'ﬂﬂns. Inc. Florida Public Service Commission No. |
d/b/a Vyvx, Inc. Original Sheet 2
CHECK SHEET (Page | of 1)

The title page and pages 1-67 inclusive of this TarifYf are effective as of the date shown. Orginal and revised
pages, as named below, compri uﬂl:h&:&nmﬂunn ginal TarifT in effect on the date indicated. A copy of
this tar 4.1;7 ||l_n?:n file at the Florida Public ice Commission. The Tarifl may be viewed at the Company’s
prircipal office.

PAGE REVISION PAGE REVISION PAGE REVISION
Title Original 23 Original 46 Oniginal
1 Original 24 Original 47 Original
2 Original 25 Original 48 Original
3 Original 26 Originai 49 Original
4 Original 27 Original 50 Original
5 Original 28 Original 51 Original
6 Original 29 Original 52 Original
7 Original k1] Original 53 Original
B Original 31 Original 54 Original
9 Original 32 Original 55 Original
10 Original 33 Original 56 Oniginal
1] Original 34 Original 57 Original
12 Original 15 Original 58 Original
13 Original 36 Original 59 Original
14 Original 7 Original 60 Original
15 Original 38 Original 6l Oniginal
16 Original 39 Original 62 Original
17 Original 40 Original 63 Original
18 Original 41 Original 64 Original
19 Original 42 Original 63 Original
20 Original 43 Original 66 Original
21 Original 44 Original 67 Original
22 Original 45 Original

*New or Revised Pages

Issued: / /98 Effective:

Issued by: Mickey 5. Moon
Director, Regulatory AfTairs
Williams Communications, Inc.
One Williams Center
Tulsa, Oklahoma 74172




Williams Communications, Inc. Florida Public Service Commission No. |

d/b/a Vyvx, Inc. Original Sheet 3
TABLE OF CONTENTS
PAGE

TITLE SHEET . ...........un. AR S s L AL P g2 By T 1
CHECKSHEET: -.oos o e s s m s ey wars gl gy 2
TABLE OF CONTENTE & i o i o oo s S ss wiale siedia 4500 A 0% RS . 56
PNBIEX corcvvsmimeeonvnh vs s mn e "W —

APPLICABILITY oottt i it ee et e enaneans o 2
CONCURRING, CONNECTING AND OTHER PARTICIPATING CARRIERS ... .. . 3
EXPEANATION OF SYMBOLE /50 o & o il aieis Gmsatind i v vastaiieva s 4
ARIEE POREAT BHEETS 1w oo sthiniolm & S s o b 0 8-9
SECTION | - TECHNICAL TERMS AND ABBREVIATIONS . ... ... .. . .17
SECTION 2 -- RULES AND REGULATIONS . ..... co. IB-d6
SECTION 3 -- TECHNICAL STANDARDS .. ............ R T A s 47-49
SECTION 4 - DEDICATED SERVICE OFFERINGS ........ T . . 50
SECTION § - OCCASIONAL SERVICE OFFERING ... ... .. .. . $1-60
SECTION 6 -- ADDITIONAL SERVICE OFFERINGS . . ... ovivivvnaiinennrirainiion., 6162
SECTION 7 - SPECIAL PROMOTIONAL OFFERINGS . ... .. Tt 63
SECTION 8 - OCCASIONAL SERVICE AVAILABILITY . ...................o0.. . 64
Issued: _/ /98 Effective

Issued by: Mickey 5. Moon
Director, Regulatory AfTairs
Williams Communications, Inc.
Ome Williams Center
Tulsa, Oklahoma 74172




Williams Communications, Inc. Florida Public Service Commission No. |
d/b/a Vyvx, Inc. Original Sheet 4
INDEX
PAGE
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Issued: _/ /98 Effective:

Issued by: Mickey S. Moon
Director, Regulatory Affairs
Williams Communications, Inc
One Williams Center
Tulsa, Oklahoma 74172



Williams Communications, Inc. Florida Public Service Commission No. |
d/b/a Vyvx, Inc. Onginal Sheet §
APPLICABILITY

This Tariff contains the Service offerings, rates, terms and conditions applicable to the fumishing of private line
Services used for transmission and video communications by Vyvx This tanfT applies only to Services subject to
regulation by the Florida Public Service Commission. This TanfT does not apply to the within described Services
that are provided by Vyvx: (a) as interstate or international services; or (b) pursuant to other Vyvx tanfTs urless
specifically stated therein,

Issued: _/_ /98 Effective

lssued by: Mickey 5. Moon
Director, Regulatory Affairs
Williams Communications, Inc
One Williams Center
Tulsa, Oklahoma 74172




Williams Communications, Inc. Florida Public Service Commission No. |
d/b/a V}'VI, Inc. Original Sheet 6

CONCURRING, CONNECTING AND OTHER PARTICIPATING CARRIERS

CONCURRING CARRIERS:

No Concurring Carriers

CONNECTING CARRIERS:

No Connecting Carriers

OTHER PARTICIPATING CARRIERS:
No Panicipating Carriers

Issued: _/ /98 . Effective

Issued by: Mickey 5. Moon
Director, Regulatory Affairs
Williams Communications, Inc.
One Williams Center
Tulsa, Oklahoma 74172
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Williams Communications, Inc. Florida Public Service Commission No. |
d/b/a Vyvx, Inc. Original Sheet 7

EXPLANATION OF SYMBOLS

The following are the only symbols used for the purposes indicated below:

(D) Dielete or Discontinue

i) Change Resulting in an Increase to a Customer's Bill
(M) Moved From Another Tariff Location

(N) New

(R) Change Resulting in a Reduction to a Customer’s Bill
(T) Change in Text or Regulation but No Change in Rate or Charge

lssued: _/_ /98 Effective;

Issued by: Mickey S. Moon
Director, Regulatory Affairs
Williams Communications, Inc.
One Williams Center
Tulsa, Oklahoma 74172




Williams Communications, Inc. Florida Public Service Commission No, |
d/b/a Vyvx, Inc. Onginal Sheet 8

JARIFF FORMAT SHEETS

A Shect Numbering - Sheel numbers ar in the u r right comer of the page. Sheets are numbered
sequentially. However, new sheets are ucwbuml added to ¢ When a new sheet is added between sheets
already in’effect, a decimal is added. For e:ump e, & new s-'ll:ct added b-tween sheets 14 and 15 would be 14.1.

B. Sheet Revision Numbers — Revision numbers also appear in the uppe |;sr‘l"g,lu comer of each pa These
numbers are used to determine the most current sheet version on file with the F For example, the 4th revised
Sheet 14 cancels ihc 3rd revised Sheet 14. Because of various suspension periods, deferrals, etc., thc FPSC follows

in their tnff approval the most current sheet number on file with the Commission is not always the tani(T
page in effect. Consult the Sheet for the sheet currently in effect.
C. Section Numbering Sequence — There are nine levels of section coding. Each level of coding is subservient
to its next higher level:

2

2.1,

2.1.1.

211LA.

21.LAL

2.1 LA L(a).

21 LA L(a)L,

2.1.LA(a J.{I{.

2 LA L (a)b(i)(D)
Issued: _/ /98 Effective

lssued by: Mickey 5. Moon
Directos, Regulatory AfTairs
Williams Communications, Inc.
One Williams Center
Tulsa, Oklshoma 74172




Williams Commum'cnrians, Inc. Flonida Public Service Commissive No. |
d/b/a Vyvx, Inc. Original Sheet 9

TARIFF FORMAT SHEETS

filing. The check sheet lists the sheets contained in the tariff, with a cross reference to the current revision number

new the check sheet is changed to reflect the revision. All revisions made in a given filing

(*). There will be no other symbols used on this page if these are the only changes

made 1o il (i.e., the fi eic. remains the same, just revised revision levels on some pages). The 1arifl user should
refer to the latest check t to find out if a panticular sheet is the most current on file with the FPSC

Issued: _/ /M8 Effective
Issued by: Mickey S. Moon
Director, Regulatory Affairs
Williams Communications, Inc
One Williams Center
Tulsa, Oklahoma 74172




Williams Communications, Inc.

Florida Public Service Commission No. |

d/b/a Vyvx, Inc, Original Sheet 10

SECTION | -- TECHNICAL TERMS AND ABBREVIATIONS
For the purposes of this Tarifl, the following definitions shall apply:
Acceptance/Accepled

The concurrence by Customer and Company that, following [nstallation, a Service meets the relevant
Technical . In any event, once Customer commences using the Service, Acceptance shall be
deemed 1o have occurred.

Access Service Request (ASR)

As:nr order placed with a First-Mile/Last-Mile Service Provider to provide First-Mile and/or Last-Mile
ice.

Analog Access
An analog First-Mile or Last-Mile Circuit used to transmit television signals between points.
Ancillary Charges

Charges for supplem Services as set forth in Sections 4 and 5§ which may consist of both nonrecurring
and monthly recurring c ;

Approximate-End/Approx-End

At the time of making a request for a Reservation Confirmation and subject 1o such Service being Available
in the Company's sole discretion, a Customer may reserve, on a right of first refusal basis, the relevam
Circuit past Transmission Time as follows: f(i fifteen (15) minutes, if the original reservation
is for less than one (1) hour, or (ii) t {30) minutes, i original reservation is for one hour or longer
(collectively the "Approx-End Period”).

Authorized User

A person, firm, corporation or other entity (including Customer) that either is authorized by the Customer
to act as Customer in matters of ordering, changing or canceling Service or is placed in a position by the
Customer, cither through acts or omissions, 10 act as Cusiomer in such matters. Such actions by an
Authorized User shall be binding on Customer and shall subject Customer to any associated charges.
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SECTION 1| -- TECHNICAL TERMS AND ABBREVIATIONS (Cont'd)
Available/Availability
Condition in which Company has on its network a Circuit between specific POPs (as may be requested by
Customer) and such Circuit and the related Customer First-Mile and Last-Mile Circuils are nol commiticd

to other parties or other Customers and are accessible for Service to Customer, as determined by the
Company, in its sole discretion.

Begioning Transmission Time

The date and time specified on a Reservation Confirmation or pursuant to an Early Acceptance, as the case
may be, agreed to by Company, as the beginning date and time for transmission of the relevant Occasional

Service.

Bill Date/Billing Date

The date on which billing information is compiled and sent to the Customer

Cancellation ’

A Customer initiated to discontinue processing a Service Order for Dedicated Service of a

Reservation Confirmation for Occasional Service or to discontinue Service, either in pan or in ity entirely
Cancellation charges shall be assessed as set forth in Sections 2.4, 4.7 and 5.4,

Channel(s) or Circuit(s)

A dedicated communications path between two or more poiits,
Commission

The Florida Public Service Commission or any successor agency
Company

Williams Communications, Inc. d'b/a Vywx, Inc.

Confirmed Reservation

A request for service which has been confirmed by the Company through the issuance of a Reservation
Confirmation

Issued: | /9B Effective
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SECTION | -- TECHNICAL TERMS AND ABBREVIATIONS (Cont'd)
Contribution Quality Television Transmission

A television transmission that is of a quality that permils essing of the signal and thar conforms
i o g e b e e e e

Cross Connect

Electrical connection within a POP or Hub of two Circuits in order to complete connectivity between such
Circuits, such as, l:uwr.tlh.l? IXC with First-Mile/Last-Mile Circuits, connecting two (2) IXC Circuits, or
connecting Iwo [1} First-Mile/Last-Mile Circuits,

Customer

The person, firm, corporat overnmental unit or other entity (including the successors and assigns of
such entities I.nd'l:heir A.mhmu‘d Users) which orders .."?u.-rlw’«:u.-E either for 1s own use or for its use as a
resale carmier - and which is responsible for the payment of charges and for compliance with Company
Tariff regulations. A Customer is considered to be an account for billing purposes

Customer Premise/Customer’s Premise

Locations designated by a Customer or Authorized User (regardless as to whether the designated premises
are :un'.rulltd or operated by such Customer) where Service is onginated terminated for Customer’s own
needs or for the use of third parties.

Dedicated Access

Dedicated First-Mile or Last-Mile Circuits between the Customer’s Premises and the Company ‘s POF for
origination or termination of Service.

Dedicated Service
.llpl:nmhlnl# Service provided from POP 1o POP by Company on a twenty-four hour a day basis for a
erm.

Digital Access
A digital First-Mile or Last-Mile Circuit used to transmit television signals between points
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SECTION | -- TECHNICAL TERMS AND ABBREVIATIONS (Cont'd)
Diversity
Customer-designated routi to by an authorized representative of Com which indicat
Customer designated depl:ﬁ‘mmdl Cu?nypmy Primary Route. The l;:nn:n-imi.men UF‘I'.;?HN:}' hlllh“;:s;:c.l
to Circuits may entail Circuits routed on physical facilities on a geugraphic or systems basis (10
the extent possible, ie, 100% route Diversity on a -10-POP or Customer Premise-to-Customer Premise
basis is not between the same city pair where the facilitics required to provide the relevant
Circuits are ined by Company to be Available. Dtvcmtr arrangemenis shall be developed on an
individual case basis, and each Circuit in such armangement shall be charged for separately
Domestic
Services penaining to Origination and Destination POPs within the contiguous United States
Drop-01T(s)
A POP(s), ified by Customer and 1o by C here, in addition to the final de
2y J“:nﬁ; lhl.llbzeliut mﬂﬁﬂi:fm by Company w in additon 10 inal destination
Due Date

The date on which payment is due as indicated on Company’s invoice to Customer. The Pue Date shall
be no earlier than thinty (30) days after the date the invoice is issued.

Duration/Reservation Duration

Th;fwﬂpf[i the time between the Beginning Transmission Time and the Ending Transmission Time
us set forth in a Reservation Confirmation, or (i1) the actual transmission time of Occasional Service relevant
to such Reservation Confirmation inclusive of Early Acceptance time, Extension time, and Overage, if any
Early Acceplance

The advancernent to an earlier time, at Customer’s request and subject 1o such Service being Available in
the Company's sole discretion. of the Beginning Transmission Time made after a Reservation Confirmation
has been sent to Customer. The Ending Transmission Time shall not be changed

Ending Transmission Time

The date and time specified on a Reservation Confirmation or pursuant to an Extension and agreed to by
Company as the ending date and time for transmission of the relevant Occasional Service

Issued: _/ /98 Effective
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SECTION | -- TECHNICAL TERMS AND ABBREVIATIONS (Cont'd)
Event

A reservation which consists of a or charge associated with the a e number of hours of services
provided in lieu ul'ln hmrly :h:? i

Ezemption Certificate

A written Customer designation which cerifies that its dedicated facility should be exempted from the
monthly special access surcharge because the Service:

(a) terminates on a device incapable of connecting Company’s network with the local exchange
network; or

{b) is associated with a switched access service that is subject to carrier common line charges; or
(c) constitutes a private line facility used for Telex Service or radio or television transmissions; or,
(d) is an open-end termination in a local exchange carrier’s switch of an FX line; or

(e) is a termination that could not make use of a local exchange carrier’s common lines.
Extension

The extension or prolong Rul‘ an Endln; Tnnsmmlm Time, at Customer’s request and subject to such
Service Available in le discretion, made after a Reservation Confirmation has been
sent and before such tnnmlum has :ummcnccd

Expedite

A Service Order processed at the request of the Customer in a time ﬁ-nad shorter than the Company
standard Service 1nl.enrll or an ASR pmcrmd by a Firsi-Mile or Last-Mile Service Provider in response
oa Cuin'mu request in a time period shorter than such First-Mile or Last-mile Service Provider's standard
interva

FCC

Federal Communications Commission.
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SECTION 1 - TECHNICAL TERMS AND ABBREVIATIONS (Cont'¢)
FCC w1
The Company's tarifT for interstate services.
FCC #4
The Company's tariff for international services.
First-Mile Service
The origination portion of the Service between a Customer Premise and a Company POP
First-Mile and Last-Mile Service Provider
An entity providing First-Mile and/or Last-Mile Service,
Hub

A facility or location where multiple First-Mile or Last-Mile circuits exist for the purpose of cross-
connecting to other First-Mile or Last-Mile circuits within the same facility,

Hub Circuit

A First-Mile or Last-Mile circuit interconnecting a Customer or Company to a Hub,

Hub Reservation

A reservation placed with a Hub for cross-connection of Hub circuits,

Individual Case Basis (ICB)

Determinations involving situations where nonstandard l_mnglr:mr.m: are required to satisfy specialized

needs. The nature of such Service requirements makes it difficult or impossible to establish general Tarid¥
visions for such circumstances. en it becomes possible to determine specific terms and conditions

or such offerings, they shall be offered pursuant to such terms and conditions when set forth in writing and

subscribed to by authorized representatives of Customer and Company

Inquiry Reservation

A request for service which has rot been confirmed.
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SECTION | -- TECHNICAL TERMS AND ABBREVIATIONS (Cont'd)
Installation
Establishment of Service.
Interexchange Service {"IXC™)

Service provided between POPs to Customer by Company as described in this TarifT.

Interruption

A condition \rhm:tz the Service or a portion thereof is i tive, beginning al the time of notice by the
Customer to the TOC that such Sm!gll: inoperative mﬁ'am. at the time of restoration.

Last-Mile Service

The terminating portion of the Service between a Company POP and a Customer Premise
Local Digital Switching

Reconfiguration of a digital 1XC Circuit Cross Connect within 8 Company POF.
Local Switch

An interconnection of a First-Mile and Last-Mile circuit.

Mbps

Megabits per second.

N/A

Not applicable,

N/C

No charge.
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SECTION | -- TECHNICAL TERMS AND ABBREVIATIONS (Cont'd)
Non-Preemptible

A ml of Szel;vaim in which the provision of Service is given prionty over Preemptible Service as set forth
in Section 2.18.

Non-Prime Occasional Service

Occasional Service offered under the terms defined in Section 5 of this Tanf¥ that applies a reduced rate

hw the In=rexchange Service portion of Vyvx'x Standard Occasional Interexchange Service between preset
ours.

Occasional Service

Interexchange Service provided from POP to POP by Company for the Duration. Such Service is billed
in arrears.

One-Way

Service provided from Point-to-Point in which the transmission of signals is in one direction only,
Overage

Al the request of Customer, a transmission may be extended beyond the Ending Transmission Time or
Approx-End Period, as the case may be, after the relevant transmission has commenced subject 1o such
Service being Available in the Company's sole discretion.

Payment Method

The manner in which the Customer is authorized by the Company to pay charges for Service

Physical Change

The modification of an existing Circuit, First-Mile/Last-Mile Circuit, Dedicated Access Channel or port, at
the request of the Customer, requiring some physical change or retermination.

Polat-to-Point
Service provided between two POP(s)'Customer Premise(s)

SECTION | -- TECHNICAL TERMS AND ABBREVIATIONS (Cont'd)
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Point to Mualti-Polat

Service prgn:id:d One-Way from one POP/Customer Premise to multiple POPw'Customer Premise, as the
case may be.

Point of Presence (POP)

A Com designated location where a facility is maintained for the purpose of providing access to
Interexc i: Sem where Available. 4

Preemptible

A level of Service in which Non-preemptible Service is given priority in the event of an Interruption as set
forth in Section 2.18. P il aed "

Primary Route

The route which Service is transmitted which, in the absence of a Diversity amangement, would be
solely determ and used by Company in the provision of Service

Redundant Routing

A second IXC path between the same origination and destination POPs of Point-*2-Point Service
Requested Service Date

The date requested by the Customer for commencement of Dedicated Service and agreed 1o by Company
Reservation Confirmation

Standard Company order confirmation form(s) for Occasional Service, in efTect from time to time, sent to
Customer which in total includes pertinent billing. technical and other descriptive information which shall
enable Company to provide Service.

Restore/Restored

To make Service operative following an Interruption by repair, reass enl, re-routing, substitution of
componenl pars, mhcrwiu. as dt‘!cnnuwd b]rp:ht 'CDI'I'tPrﬂ.)r of “mlc’::. involved
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SECTION | - TECHNICAL TERMS AND ABBREVIATIONS (Cont'd)
Secondary Drop-Off Service\PGAD
Delivery on a Preemptible One-Way IXC Occasional Service basis to one POP of the transmission relevant
to an independent Reservation ion for a Point-to-Point or Point to Multi-Point Occasional Service
transmission for all or part of such transmission. This Service may b= used uqu“l for separate ocderin,
and billing for a Customer receiving another Customer’s transmission prov h reception is authonize
by such other Customer.
Service

Any or all service(s) provided to or obtained by Custiomer, any Authorized U third f
Cotpany which B airiDod In tis Tarff e modified o timws 40 ten. BOT 00 SRt TRy o

Service Order

Standard Company order fwm{lt\. in effect fmm time to time, or Customer's forms accepted in wrmni;
an authorized ive of Company for Dedicated Service which in total includes pertinent bil
technical and cescriptive information which shall enable Company 1o provide Service,

Special Promotional Offerings

Authorized trial dumulé or modifications of Company's lar Service offerings, which may,
from time 1o time, be offered by mmrmCuﬂmmfﬂlplm ar Serize. Such offerings may be
limited to certain dates, times, and loc

Start of Service

The Requested Service Date or Beginning Transmission Time, as the case may be, or the date or time
Service first becomes available in accordance with the relevant Technical Standards, whichever is later

Tarill
TanfT Commission No. 1, and effective revisions thereto filed by the Company with the Commission
Technical Standards

T“ﬁ'ﬁ‘“’ sim for Interexchange Service are governed by the relevant Technical Standards descnibed
mn clion
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SECTION | -~ TECHNICAL TERMS AND ABBREVIATIONS (Cont'd)
Television Operation Center (TOC)
Company's designated facility for authorized reponting of Service Interruption.
Term

The period selected by the Customer, agreed to by Company and stated on the relevant Service Order during
which Company shall provide and Customer shall accept and pay for the Service described therein.

Two-Way

Service provided by means of two simplex Circuits transmitting in opposite directions between the same
two points which may not be synchronous.

Vyvx
Vyvx, Inc. (the Company).
Vyva Alliliates

é business organization or entity which controls, is controlled by, or is under common control with the
ompany.
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SECTION 2 - RULES AND REGULATIONS

Description and Limitations of Services

211

2.12

2.1.3.
214,

2.1.6.

member of the lic (including any natural person or legall ized entity such

ﬂmpum' i F:'h Wﬂnﬂﬂa‘ bud)'yd)ﬂl';l entitled 1o nhllir&’r'vm&t this Taniff,

vided that Company reserves the right to deny Service: (i) to any Customer that, in

's rx&nim}mmundumtofmpymunmduhuﬁm:mpiy with

the it requirements set forth in Section 2.7.5, (ii) in circumstances in which Cum‘prlny has

reason to believe that the use of the Service would violate the isions of this Tani¥ or any

icable law or if any applicable law restricts or prohibits ision of the Service, or (1) if, n
ompany's sole opinion, msufficient facilities are Avai to provide the Service

Customers reselling or rebilling Service to which this TarifT is applicable must have a Cenificate
on Public Convenience and Necessity as an interexchange carrier the Florida Public Service
ommission.

The applicability of this Tariff shall be as set forth in Applicability (page five).

Circuits for First-Mile/Last-Mile Service may be provided and billed by a First-Mile and Last-Mile
Service Provider that is a local exchange ::IE-?n}f (LEC). First-Mile/Last-Mile Service may be
urchased from carriers other than the LEC only in accordance with Florida Public Service
ommission rules unless such service ug_:lnp-ﬁ‘ interstate. C for the First-Mile/Last-
Mile Service are available from the re t First-Mile or Last-Mile Service Provider.
Company, when acting at the Customer’s request and/or as Customer’s authorized agent, shall make
ruumi:e efforts to arrange for special Service requirements such as Diversity, il"f! is legally able
to do so, Due to the specialized nature of such an arrangement, however, such Service may not

be available under this Tarifl and Company shall have no obligation 1o make any tanifT filings
required to provide such Service.

In addition to the cancellation procedures contained in Section 2.5, the Company may discontinue
service upon reasonable notice under the circumstances to the Customer n‘Pm

2.1.6.A. the Customer is using the Service in violation of this Tarifl; or
2.1.6.B. the Customer is using the Service in violation of any applicable law or regulation

Dedicated Service begins on the Stan of Service date and is provided through the Term relevant
to the Service in question. Customer shall pay for such Service for the Term.

At Company’s sole discretion, following the expiration of the Term relevant to a Dedicated
Service, g:u shall continue .0 in accordance with this TanlT and at the then current
month Term charge set forth in Section 4.4 in this Tarifl relevant to the Service in guestion
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SECTION 2 -- RULES AND REGULATIONS (Cont'd)

Description and Limitations of Services (Cont'd)

.19

2.1.10.

2.1.11. Fi

2.1.12,

2.1.13.

Occasional Service is provided for the Duration. Customer shall pay for such Service for the
Duration.

Eastern Time shall be used in scheduling Occasional Service transmissions, and such time shall be
determined &w WWV Time as established by the WWV Radio Station located in Fort
Collins, Co. Any Occasional Service scheduled for tnmph:tiun on the hour or half hour shall
terminate milj mlm# to such time (except when Overage occurs), and such Service shall
be deemed fully compl

ollowi npﬁ'lim the Ending Transmission Tima Com shall use reasonable effuns,

Service is Available (as determined solely I?' EE,;:};md un:mnmittcd to provide

upon the Customer's request at the charges set Overage is provided

in fifteen (15) minute increments subject to such Service bemg Aumhbl: as determined by the
Company, in its sole discretion.

Except as otherwise provided in this Tariff or as :.peclﬁad in writing by the party entitled to
rcmunmm notices between Customer and Company shall be given in writing to the

and business addresses appear on the relevant Reservation Confirmation or ice
&hmhdﬁuhﬂmmmﬂlhﬂumﬂhhwuhﬂh notice, not the date
of mailing. By written notice, Company or Customer may change the o receive mhcr.
and/or the address to which such notice is 1o be delivered. In the event no Customer or Com
address is provided in the relevant Reservation Confirmation of Service Order, notice shall bc
given to the last known business address of Customer or Company, as the case may be.

At Vyvx's option, any analog/ conversion necded to make the Customer's signal compatible
with lIu: Vywx n:twgrt may mluc at either the POP or at Customer's prcrmliﬂ o
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SECTION 2 - RULES AND REGULATIONS (Cont'd)
21.  Description and Limitations of Services (Cont'd)

2.1.14. Hub Reservation Management Service will be provided on a full-ume basis from the effective date

of the Customer's signed agreement for service throuzh the Cancellation date of Hub Reservation

Service by the Customer or Company. All Hub reservations for Company-bound |XC

traffic reserved by Hub Reservation Management Service Customers will be managed by the
Company on behalf of the Customer.

Company will not be responsible for diagnosing, troubleshooting or providing Allowance for any
Interruptions occwrring over Hub circuits to Customers who do not have an active Hub Reservation
Management Service Agreement with the Company.
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222

"
[
L™

2.2.1.

SECTION 2 -- RULES AND REGULATIONS (Cont'd)

Other Terms and Conditions

The name(s) of the C 3) desiring to obtain the Service must be set forth in the Reservation
Confirmation or Savmr

The Customer shall operate any Company provided equi t i» accordance with instructions of
the Company or the Company’s agent or designee. Failure to do so shall void any Company
liability for Interruption of ;:u and may make Customer responsible for damage to equipment
pursuant to Section 2.2.3 below.

Customer shall return to the Com all Company-provided equipment within five (5) days of
Nermination of fhe Sarvice for Whith the quipmen wis used. Said quipment shall be in the rame
condition as when delivered 1o Customer, normal wear and tear excepted. Customer shall
reimburse the Company. upon demand, for any costs incurred by the Company (e g., the cost of
the equipment) due to Customer's failure to comply with this section.

A Customer shall not use any service mark or trademark of the Company or refer to the Company
in connection with any equipment, promotion, or publication of the Customer wi
prior written approval of the Company,

In the event suit is or an attormey is retained by the Company to enforce the terms of this
Tariff, the Company shall be entitled to recover, in addition to any other remedy, reimbursement
for reasonable attomeys' fees, court costs, costs of investigation and other related expenses incurred
in connection therewith.
action or with respect to the collection of due under this Tan(T ma

mt in the Couns of the State of Oklahoma in and for the County of Tuluurlhel]‘mlcﬁ
States of America for the Northem District of Oklshoma. By Customer’s oblaining Service
pursuant to this Tariff, both Customer and Company shall be deemed to have subminted to such

isdicti j whatever rights may comespond to either of them by reason
of their present or future domicile. '

The provision of Service shall not create a parinership or joint venture between the Company and
Customer, nor result in joint service offerings Lo 1hf|r rélspcm\r: customers. i
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SECTION 2 -- RULES AND REGULATIONS (Cont'd)

Other Terms and Conditions (Cont'd)
.28,

©

The discount level, if any, applicable to a Customer for a tcull.r Service or Services shall be
the rate or volume discount level in eficct at the beginning of the monthly billing period applicable
to the Customer for the particular Service or Services.

Dedicated Service Customer and o be provided pursuant to this TanfT shall be
requested on Snvm byDc:uiuul Service I’W requested by Customer and to be provided
pursuant to this Tariff may be ordered ummuy by fmlmlle transmission, or any other
reasonable method Service Group and shall be confimed by a
Reservation £ Customer shall receive written confirmation from Company of
Occasional Service it has ed. The business records of Com 'panyshulcmtmlumlhe
contents of the Service s) (or other wwd o Custm :]J and/or Reservation
Cmﬂmmm(ﬂ. When Customer places a Service Order or places an order
for Occasional Service, the Customer must mwduhﬂ:umpmy withlhe{'mnmw;mund
address for Hll:apupmu and a contact name and phone number. Customer must also provide
the the contact name, ﬁqﬁmmh,uﬂmumhufﬂw ises where
Taniff W&h::ky‘;:d'mﬂu' e v e et viion o matten
H 15 [4] of a Reservation onfirmation
hmmtmmdhmdhpm:dh;r(:umer whhmtheeu!mnf (A) twenty-four (24)
to Customer or (B) the Wmim ime, relevant
Service Order or Reservation Confirmation shall the obligations between
and Cum the Services described therein to the extent that it specifies the
gr of originating and u:rmmatm; cities, IlrFuutcd Service Date or
ﬂminﬁ?.udh!d"rmmbﬁon i:mr Teim or Duration and other information necessary for
Company 1o provide the Service to Cusiomer.

. Hub Reservation Management Service shall w.ﬂeﬂ pursuant to & signcd Hub Reservation

Management Service Agreement and as de in :ommtmm; one (1) business day afier
Company receives a me ice A until one (1) business
day after Company receives a wrilten cancellation request fm ub Reservation Management
Service, or Company cancels service. Customers may provide to the Company telephone notice
of Customer’s intent to accept Hub Reservation Management Service, subject 1o Com y L
will thus be effective within 24 hours ﬁf such notice and will be prov
the that a signed Hub Reservation Managemeni Service Agreement is delivered 1o tht
Cmplny within‘ten (10) business days by the Customer,

Issued:

|

98

Effective:

Issued by: Mickey S. Moon
Director, Regulatory Allairs
Williams Communications, Inc.
One Williams Center
Tulsa, Oklahoma 74172




Williams Communications, Inc.

Florida Public Service Commission No |

d/b/a Vyvx, Inc. Original Sheet 26
SECTION 2 -- RULES AND REGULATIONS (Cont’d)
2.2 Other Terms and Conditions (Cont'd)
udﬂm.:ndnmdﬁuulhl P-pi or otherwise included in Service Ord
%m Confirmation, or other like Customer consent shall be deemed to be sole] y for
the convenience of the parties. No action by Company, including, without limitation, provision
of Service to Customer to such Service . Reservation Confirmation, or other like
form of Customer hmmd.bmdn‘m Company with respect to such

2.2.12,

2.2.13.

2.2.14,

mwmmmme onfirmation, or other like Customer
consent form containing said specific term of oondmun has been signed by an authonzed
representative of Company and Customer, Company shall have no obligation except those as sct
fh T i Tarf  confed n Sevice G, Reservaion Confimations. . other ke

consent oral or wrifien, ol no
effect. In the event any provisions set forth in Service Orders (or other agreed to like forms of
Customer consent) or Reservation Confirmations conflict with the provisions set forth in this Tanill,
the provisions set forth in this Tariff shall pmml.

Ul'llnl subject to a Hub Reservation greement, the terms of which services
shall control, for im Mllo lnd Lm Mile Service procured by Company
m of Customer shall be uctloldlﬁunullltmchiununfmn y shall determine,
nuwunudhm;:nmhnu relevant First-Mile or Last-Mile Service Provider
would otherwise be paid tﬂ:lly‘:{ uuuum for the relevant First-Mile or Last Mile Service,

phu the administrative surcharge sel forth in Section 2.19,

Upon the scheduled expiration of a Tarm for Dedmuad Service Service shall automatically be
extended subject to written notice of term I?G ror Customer; such termination
lhlll be effective as ofl date not I-eu than thi ) days ll’ttr delivery of said notice to the other

extension shall not exceed the then current month

erm chu't :‘ orth in this TII‘IH :miY applicable to such Dedicated Service

Following the of the Ending Transmission Time for Occasional Service, Company shall

use reasonable efforts, pmvided Service is Available (as determined solely by the Company) and
un:ummuud to provide Overage upon the Customer's request subject to the relevant charges
therefore set forth in this Tariff.
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2.2.

SECTION 2 — RULES AND REGULATIONS (Cont’d)
Other Terms and Conditions (Cont'd)

2.2.15. Customer shall be responsible for procuring any necessary consents (o use a third "s First-Mile
or Last-Mile Circuit. If a conflict occurs :?ﬂ: respect 1o the use of any First-Mile or Last-Mile
Cm:uu the party that leases or for whom Company inas procured such First-Mile or Last-Mile
Circuit shall have priority of use. If Customer is subject to a Reservation Confirmation tnd
cannot use a relevant First-Mile or Last-Mile Circuit due 1o the prionity of use _r
m Customer shall be liable for the relevant Cancellation charges set forth in Sections 1.4,
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SECTION 2 -- RULES AND REGULATIONS (Cont'd)
Liability

23.1  Except as otherwise ?eciﬂully provided for in this Tariff, the Company and/or Vyvx Affiliates
shall not be lisble to Customer or any other person, firm or entity for any failure of performance
hereunder if such failure is due 1o any cause or causes beyond the reasonable control of the
Cun;lny. Such causes shall mclude without limitation, acts of God, fire, explosion, vandalism,
sabotage, cable aﬁ m or other similar occurrence, any law, order, regulation, direction, action
ornqmtol'du pwmemwnfmymhﬁ;wmlwofmycmlarmnh

uudmulhn. strikes, lockouts or w

wauﬂu il‘l‘fil shortages, breaches or delays, or preemption
orﬂmn;mmhmm Ihmwithhrtﬂ Subpl.nD Appendix A, of the
FCC’s Rulclmdnuul.uicmwuhﬂ ws, regulations, or orders.

232 The Com is not liable for any act or omission of any other ludin
V}l'}rl: Acfﬁlmllyu] furnishing a F:Ym of the Service or f:ctlmc;nuﬁ{nﬂ: :rmuﬁg ml;
Wi su Service,

233, The Company and Vyvx Affiliates shall be indemnified and held harmless against and from any
mLVm ffﬁ?‘umm rvc of agency action, suit or similar proceeding brought against Company and/or
or:

2.3.3.A. :!muruquol‘au]udtothc:mmumimﬁvhm&ﬂm(wﬁmﬁcruvﬂ
the Company network or First-Mile and Last-Mile Circuits) including, but not limited to,
claims, actual or alleged, relating to any violation of copyright law, export control laws,
failure to procure necessary nuthorizations, clearances or consents, failure to meel
e Ry ot Lt S b o
con arc sl an invasion o vacy, . o otherwise
unsuthorized or illegal; PR

2.3.1.B. patent :nﬁ':r;ﬁnmenl claims arising from combining or connecting the Servi ith
E:ulmt systems of the Cuui?mer or Aur]milgd Users; - i

2.3.3.C. all other claims arising out of any act or omission of the Customer or Authorized Users
in connection with any Service provided by the Company;
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SECTION 2 -- KULES AND REGULATIONS (Comt'd)
23 Liability (Cont'd)

equipment and ed wiring on or from the Customer's Premises. No agents or
ﬁhm::mlﬂdlhdnmtdmhlmummphyusnﬂm
Company;

2.3.3.E. claims m'ti.n% out of the use of Services or associated equipment in an unsafe manner
(such as use in an explosive atmosphere) or the negligent or willful act of any person
other than the Company, its agents, or employees.

2.34. The Customer is responsible for taking all nnc:s:ua‘l:crl m%‘iﬂr interconnecting the Customer
provided mmﬂ ?;lignmt with the Ca;}pmy i H.ch Customer shall ensure that thr
signals emitted into 's network do not damage Com i injure personnel,
aarads Sarvice 10 Ol CMBROMIAES, OF OEherwise Cause & vclaliom of this Tari(Y of any spplicable

or regulation. The Customer is responsible for securing all licenses, its, rights-of-way,
necessary for such interconnection. In addition, the Customer shall comply
with applicable First-Mile or Last Mile Service Provider’s signal power limitations.

215, mMm%ﬁ on First-Mile and Last-Mile Service Providers for the performance of other

4]
|

such as -Mile and Last-Mile Service. Upon Customer request and execution and
delivery of l.pmnm mﬂﬂﬁmﬂm the Company may act as agent for Customer in
obtaining such First-Mile and Last-Mile Service. Customer’s liability for charges hereunder shall

g
g
|
g

nely installation or non-operation of First-Mile or Last-Mile Service or
Customer provided facilities and equipment.

2.3.6. The Customer indemnifies and holds the Compan; and V'i-ﬁ AfMliates harmless from any and all
m claims, demands, suits, or other action, or any liability whatsoever, whether suffered, made,
i wrmud by the Customer or rmy nlhalr plnm persons, for any pen-m:l'_ injury to,
or of, any person or persons, or any loss, or ion of an; ny,
whether nwmrb}r the Customer or others :ll.l;cd or :Iliml&em have been ;.uﬂ’&ﬂ% gr
indirectly by the installation, operation, failure to , maintenance, removal, presence,
condition, location or use of Service or equipment and lacilities of Company associated with the
Service, unless such installation, operation, failure 1o operate, maintenance, condition, location or

use is the direct result of the Company's knowing willful misconduct,
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23

SECTION 2 -- RULES AND REGULATIONS (Cont'd)

Liability (Cont'd)
237

THE COMPANY SHALL NOT BE LIABLE TO THE CUSTOMER OR ANY OTHER PERSON,
FIRM OR ENTITY IN ANY RESPECT WHATSOEVER AS A RESULT OF MISTAKES,
ACCIDENTS, ERRORS, OMISSIONS, INTERRUPTIONS, DELAYS, OR DEFECTS IN
SERVICE (COLLECTIVELY "DEFECTS" OR “DEFLCTIVE SERVICE"). DEFECTS CAUSED
BY OR cémmnmn TO, DIRECTLY OR INDIRECTLY, BY ACT OR OMISSION OF
CUSTOMER LUDING AUTHORIZED USERS) OR CUSTOMER'S CUSTOMERS,
amm*ras GENTS, REPRESENTATIVES, INVITEES, LICENSEES, SUCCESSORS OR
S OR wl-ucu ARISE FROM OR ARE CAUSED BY THE USE OF FACILITIES OR
EQUIPMENT OF CUSTOMER OR RELATED PARTIES SHALL NOT RESULT IN THE
ISI"JOSHTDN OF ANY LIABILITY WHATSOEVER UPON THE ‘COMPANY, AND
CUSTOMER SHALL PAY TO THE COMPANY ANY REASONABLE COSTS, EXPENSES,
DAMAGES, FEES OR PENALTIES INCURRED BY THE COMPANY AS A RESULT
INCLUDING COSTS OF FIRST- mua AND LAST-MILE SERVICE PROVIDERS'

LABOR AND MATERIALS. IN ADDITION, ALL OR A PORTION OF THE SERVICE MAY
BE PROVIDED OVER FACILITIES OF Tf-mtD PARTIES, AND THE COMPANY SHALL
NOT BE LIABLE TO CUSTOMER OR ANY OTHER PERSON, FIRM OR ENTITY IN ANY
RESPECT WHATSOEVER ARISING OUT OF DEFECTS CAUSED BY SUCH THIRD
punzs uzmusn COMPANY NOR VYVX AFFILIATES SHALL BE LIABLE FOR ANY
Wm ACTUAL, PUNITIVE OR ANY OTHER

mmaesk%n BUSINESS OR FOR ANY LOST PROFITS OF ANY KIND
OR NATURE WHATSOEVER ARISING OUT OF AH‘I' DEFECTIVE SERVICE OR ANY
OTHER CAUSE. THE WARRANTIES SET FORTH IN SECTION 2.!n2 AND THE
REMEDIES macmv SET FORTH IN THIS TARIFF ARE EXCLUSIVE AND IN LIEU
OF ALL OTHER WARRANTIES OR REMEDIES, WHETHER EXPRESS, IMPLIED OR
STATUTORY I'N('.'LUDING WITHOUT LIMITATION IMPLIED WARRANTIES OF
LITY AND FITNESS FOR A PARTICULAR PURPOSE. IN THE EVENT OF

AN INTERRUPTION IN SERVICE, ANY DEFECT IN THE SERVICE WHATSOEVER OR
FAILURE TO PERFORM THIS TARIFF, NEITHER muw.mr wvx AFFILIATES
NOR ANY THIRD PARTY PROVIDER OR OPERATOR OF FACILITIES EMPLOYED IN THE
PROVISION OF THE ssnwcs SHALL BE LIABLE FOR ANY DIRECT. INDIRECT.

msm |B PUNITIVE OR ANY OTHER DAMAGES, OR FOR
ANY LOST PROFITS OF Au’v KIND OR NATURE WHATSOEVER.

lssued:

-—va—-r

98

Effective

lssued by: Mickey 5. Moon
Director, Regulatory Affairs
Williams Communications, Inc.
One Williams Center
Tulsa, Oklahoma 74172




Williams Communications, Inc.

Flonda Public Service Commission No. |

d/b/a Vyvx, Inc. Original Sheet 31

SECTION 2 - RULES AND REGULATIONS (Cont'd)

Liability (Cont’d)
238

219,

2.3.10.

2310

2312

If at any time Service is subject to a Defect as specified in Section 2.3.7 above for thiny (30) days
or less, Service shall not be m::d:c: to Cancellation, but an te percentage of charges l{u
the directly affected Service shall be abated for the period of Interruption in accordance with
Section 2.10. If Defective Dedicated Service continues for more than thiny (30) days, then the
directly affected portion of Service may be canceled by either Company or Customer without
liability other than Customer’s hds-il:; for vent for the Dedicated Service in question provided
in prior to Cancellation.

5
¥

event parties other than Customer (e.g., Customer’s customers or Authorized Users) shall
have use of the Service directly or indirectly lgiwlh Customer, Customer shall forever indemmnify
and hold . Vyvx Affiliates and any Ihrd-m provider or operator of facilities employed
in provision of the Service harmless from and any and all claims, demands, suits, z<tions,
losses, damages, assessments wmum whi:.lf.m. be asserted by said parties arising out of or
relating to any Defects or any ¢ described in ion 2.3.3.

In the event that Company is r?:"l‘\d 1o orm a Circuit redesign due 1o inaccurate information

i pmypi?::dun costs and ex nsg under clircummnc_u in which
such costs and s are caused to be incurred by the Customc: or reasonably incurred by
Com for the fit of the Customer, the Customer is responsible for the payment of any
resu

costs incurred by Company.

Customer agrees 1o defend the Company against the claims as set forth in this Section 2.3 and 10
pay all reasonable litigation costs, mwner fees, coun costs, settlement payments, and any
damages awarded or resulting from any such claims

The failure 10 give notice of default, to enforce or insist upon compliance with lnig of the terms
of the waiver of any term ar conditions in, or the ling of an extension
of time for performance by the Company or the Customer shall not constitule the permanent waiver
of any term or condition herein. Each of the provisions shall remain at all times in full force and
effect until modified in writing.
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SECTION 2 - RULES AND REGULATIONS (Cont’d)

Cancellation of Service by Customer

24.1.

Exupt as uhuwm pmwdnd under Section 2.3 of this Tariff, if a Service Order for Installation
delayed for more ﬂl.:; 13" (30) d-l:n hewnd the Requested S;.-r;;cc Date,
or cuu.led I.'IIII:I'IH.’T may cancel 1 1on

of Dedknﬁ'sn'me E ected thereby without incurring Cw:ellum l:lmym:1II e

C‘m shall be subject 1o lhe I'ullnu'il!l Cancellation charges Cancellation of Service for

the convenlence of Customer, case, Customer is also liable for any :I'u.r!::‘n ses, fees,

ur p!nlhm incurred by Cvmlﬂ-;{ Vyv: AfTiliates or other third party provi of Service due

Cnulhim F ile and'or Last-Mile Smrlu any costs, expenses, or additional

:lm;u reasonably bze y on behalf of Customer as Customer's uqcm and an
administrative ﬂlrchlr;l shall Ipplem all such charges as set forth in Section 2

B atinton fioas Wi Tl 16 T ThE St o e Banviee, provid e S
L 0 rvice, provi [
g:ymiom!&rvmm mucmhdum venty-iwo T:jh‘:.un prior to the
Transmission Time. If Customer nl'u:lli a Hnenruiun ml"nmum Icss Ilun
seventy. 72) hours, but tunuy-fnr 4) 1o the Begi
Transmission Time, Customer shall mllnmn :hnm of Mifty percent ( Ld
the amount that Customer would have Reservation Confirmation
not been canceled. If Customer cancels kﬂ tunry-rw (24) hours prior to the
Bcginnin; Transmission Time, Customer shall F one hundred ent (1 ) of the
Ied. that Customer would have otherwise pmf" if the Occasional Service had not been
cance

2.4.2 8. Dedicated Service. Customer may cancel all or & ion of the Dedicated Service upon
writien notification thereofl to Company six'y ﬂl' s in advance of the effective date
of Cancellation. In the event of such Cancel ustomer shall pay to Company a
Cancellation charge in an amount equal to the prnrund monthly charge for such canceled
Dedicated Service times the number of months in the relevant Term, less the charges for
such Dedicated Service actually pmwdcd to Customer through the effective date of
Cancellation (but in no event less than zero)
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SECTION 2 — RULES AND REGULATIONS (Cont'd)

24, Cancellation of Service by Customer (Cont'd)
242, (Cont'd)

242.C. As Compmy : damages in the even! of a Cancellation are difficult or impossible to
ascertain, the i mm; provisions providing for a Cancellation charge are intended to
establish liqui es in the event of a Cancellation of a Service and do not
represent a penalty of any kind.

2.4.2.D. Cmumy cancel Hub Reservation Management Services upon receipt by Company
ol’ one I: ) business day advance written notice of cancellation. Such cancellation notice
dulwmd vu express mail, certified mail or facsimile. No Vyvx cancellation
dmu m for cancellation of Hub Reservation ement Service. However,
wil iable and billed for all Hub Reservation Management Service charges

accrued and owed to the Company, including any cancellation charges of the Hub ve

243, Nﬁwﬁmﬂh‘ the [t I:l l.pu'l Ihutﬁl(}ﬂ} days' prior written notice, either Customer or
Company shall the or other liability 10 the other, to cancel
the affected portion of S-em:c. if Company is pmltlhlud by govemmental authonity from
fumishing ori!'mymmﬂdrleum:mumedhc rein and relevant to the affected
Service is substantially changed by order of the hi Ehm court of competent jurisdiction 1o which
the matter is appealed, the Commission, the FCC, or other local, state or federal government

authority.
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SECTION 2 -- RULES AND REGULATIONS (Cont'd)
2.5. Cancellation for Cause by Company
2.5.1. Upun nonpayment of any sum owing to the Company, or upon a violation by Customer of any of

2352

m the furnishing of Service under this Tariff, the Company may, upon
untiﬂw?m tuu&ummrr. without incurring any liability, tmmedlmty discontinue the
furnishing of such Service. Customer shall be deemed to have cancelled Service as of the date of
such disconnection and shall be liable for any Cancellation charges set forth in this TanfT

any liability, the Company may discontinue the fumishing of Service(s) 1o
Customer and wi nnuu if the Company deems that such action is necessary lo

or o 1o otherwise ect its personnel, agents, facilin
mm l.lng?m ;! fuﬂwml l:trl:ummuw . e

2.5.2.A. if Customer refuses to fumish information to the Company regarding the Customer's
Mﬂhﬂhmwmwﬂmmmmmnmmﬂmdmut
Service(s);

2.5.2.B. if Customer false information to the Com| regardin Customer's identit
;dwm. wﬁmpﬁwmmnfﬂnwmhmduuufkmcc{ﬂ

2.5.2.C. if Customer gives Com umuhu cause to believe that Customer shall not :nm;’ﬂy
with a request of the pu.y for security for the payment for Service(s

2.5.2D. lf Customer has been given notice by the Com of an due amount (which
remains unpaid in whnh‘:w in pm} I'urymy of ﬂwp;negme m’Lﬁﬁ- the Customer either
subscribes or had subscribed or used

2.52E. giusum fails 10 pay Company any sum duc to Company within thinty (30) days of its
L

2.5.2.F. if Customer fails to comply with a request by the Company for reasonable security or the
payment of Service;

2520G.1If rothnm; seven (7) days after sending Customer written notice of any noncompliance
Customer with any terms (other than an unlawful use of the Service), and
if such terms and conditions of this TarilT is not corrected within
lh: lf?'fi (7) day period (Service may, however, be discontinued earlier pursuant to this
Tan
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2.5.

SECTION 2 - RULES AND REGULATIONS (Cont'd)

Cancellation for Cause by Company (Cont'd)
2.52.

254,

{Cont'd)
2.52.H. if such actions are reasonably appropriate 1o avoid violation of applicable law; or

2521 if there is a reasonable risk that criminal, civil or administrative proceedings or
investigations based upon the transmission coutents shall be instituted against Company
or Vyvx Affiliates.

If at anytime there is a material change in Customer’s credit-worthiness, then in addition to any
other remedies available to Company pursuant to this Taniff, Company may exercise one or more
of the following remedies without uwumnl Ihbihty {A} cause Start of Service for Service
described in a previously executed ing Transmission Time described
in a Reservation Cmﬂmnhnlnbewilhuld (B W Stmr.: (C!dﬂlummucrpi
B hC Y may uthw be ubli;md to nc:m lul:wu“[%l'?;té i
om ma ise or om
wmﬂiﬁhw&hdhﬁmmm’r nfpymmbytuﬂﬁrwhmhdniluimr
fm'n_ofldﬁmkummlnmwlmumafpl yment as ified by Com
provided that no such deposit or assurance shall exceed the applicable Insta mnr.hu;u gg

and/or up to two and If months of actual or estimated for the Service to
Eﬁd A nmmll in Cl.momu i :udjl-urnn.hm shall include, but not be limited 10:
ompan

i
g
;
22

Customer’s default under this Tan (T or lny other agreer:=nt with
\F Iiuu_ ) fljlure of Cuﬂmer to make full payment of charges due
hereunder on or l' the Due on three or more occasions during Bunnd of twelve or
fewer months or Customer’s failure to make such payment on or h.-l'ou the Date in any two
consecutive months; (C) acquisition of Cuﬂmtr {wluthcr in whole or by mn{mly or controlling
interest) by an is hwhﬂl. to bankruptcy of inso \-:ncy oceedings,
which owes past amounts 1o 'guqr ‘u x Aﬂilmu or any other entity affiliated with
or which is a pnt.ermdn ri ustomer; or, (ID'l Customer's being subject to or

having filed for bankruptcy or insolvency proceedings or the legal insolvency of Customer.

The dluantinumu of Service(s) by the Company pursuant 10 this Section does not relieve the
Customer obligations to pay the Company Tor charges accrued for Service(s) which isare
furnished u|:| m the time of d linuance nor does lt relieve the Customer of applicable
Cancellation charges. The set forth herein shall not be exclusive and the Company shall
at all times be entitled to all n;hu available to it under either law or equity.
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26.

SECTION 2 - RULES AND REGULATIONS (Cont'd)

Use of Service

2.6.1.

2.6.2.

2.6.3.

The Services offered herein may be used for any lawful pu?ou including residential, business,
govemmental, or other use, including joint use or resale by Customer. Noiwithstanding the joint
use, sharing or resale of Service by Customer and regardless of the Com_lw ‘s knowledge of same,
the Customer remains liable for all obligations under this TarifT. ompany shall have no
liability wmpum or entity other than the Customer and only as set forth in Section 2.3, The
Customer not use nor permit others to use the Service in @ manner that could interfere with
Services provided to others or that could harm the facilities of the Company or others.

The Customer is responsible for the placement of Service Orders or requests for Reservation
Confirmations for the Service described herein as well as complying with the provisions of this
Tariff. Customer may be ired to execute written Service or other documents relating
1o the Service, but Customer | be obli under the terms of this TarifT even if such Service
Orders or other documentation have not executed.

Service i the C ma; authorization by the Company be arranged for joint
use by mb{lm W shall be pu-mh?tmd to use ngh Stﬂ'iugln the same
manner as the Customer, but subject 1o the following:

2.6.3.A. One Authorized User must be designated as the Customer. The designated Customer does
not y have to have transmission requirements of its own. The Cusiomer must
mjfwﬂiy name all Authorized Users in the application for joint use Service. Service
rs may be accepted from and Reservation Confirmations may be sent to such

Authorized Users and shall be subject to all regulations of this Tariff.
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26

SECTION 2 - RULES AND REGULATIONS (Cont'd)

Use of Service (Cont’d)

2.64.

265,

2.6.3.B. All charges [or the Service shall be computed as if the Service were to be billed 1o one
Custumer. The Authorized User which has been designated as the Customer shall be
NIIHI for |1I mponmu of the Service and shall be mponnhle for all 3u5m¢nu 10 the
In the event that the designated Customer or any Author fails to pay
, each Authorized User shall be jointly and mﬂlly Iubla 1o the Company
ﬁrlﬂd'ﬁ-ndwd with its Service as well as any other Authorized User's Service,
Each Authorized User must submit to w ustomer sufficient documentation
for the purpose o l’mﬂmm such Au User's acceptance of contingent liability
for nd its pumun of li! charges billed by the Company for joint
use Serv m';:l'd is documentation must also s E that the
Aul thonlld understands that l.he Cumpﬂy shall receive a ¢ he payment
from the dnlpmed Customer. The designated Customer |II h.- responsible
dhm.u? Authorized User of JOil'I.I use Service, and Company shall
h:wnnublw.innmmi:ulhnimmmmd sers of joint use Service,

In addition nﬂwnﬂuprwhinm in this TarifT, a Customer reselling Service shall be responaible
for all interaction and interface with its own subscribers or customers. The reselling of Service
by a Customer or reselling of Smh wiﬂ: enhancements provided by Customer sha ncn creale

between Company and Customer nor result in a joint service offering
lu any th plrmhyﬂMCunpwyulMCuuwu

Neither the Service fumnished by the Company nor transmissions or communications carmied over
such Service shall be used for any unlawiul or fraudulent Nor shall Service be used for
any purpose for which any payment or olhtr com ion is received by the Customer except
when the Customer is a communications common carrier, a resale common carrier or an enhanced
Service provider whn has subscribed to the Service. However, this provision does not &ru’ludc

an agreement between the Customer and Authorized Users in a joint use armangement 1o share the
cost of the Service as long as this arrangement generates no profit for anyone participsting in a

joint use arrangement.
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2.6.

= 3 (Cont’d)

Use of Service (Cont'd)
2.6.6.

26.7.

Company’s Services are not adapted to the use of recording devices and Customers who use such
devices to record transmissions, or for other purposes do 30 at their own risk. Neither Customer
nor any other entity may record a conversation except as permitted by applicable law

Any Customer requesting Secondary Drop-OfT Service of another Customer’s transmission shall
be l:'emp-:mlul.l:ﬂulr for pruwd-ml Cum y with a signed authorization from such other Cusiomer

entitling Customer Service 1o receive such transmission, and
S s vers il oS resp ible for W enis with copyright holders, music
[mu organizations, performers’ ves, of m s for necessary authorizations,

clearances or consents with respect 1o msmmmn contents {III such authorizations, clearances
or consents referenced in this sentence shall collectively be referred 10 as "Consents”). Compan r
shall not be liable for any such failure of Customer to obtain Consents and Customer shall
indemnify and hold harmless Company and Vywx Affiliates as set forth in Section 2.3.3

The Customer recognizes that certain unusual, newsworthy events may cause a great demand for
the Company network. In order to ide fair and equitable service to all of the Company
network users, Customer agrees as f lows: (A) ll'Cuum« should request Occasional Service
wuhmm(tlwakuoflreqneuadummm time for such Service which shall occur
omuulpm an; m Mu:u{ﬂ}mmtmpmyshﬂlluvuhengmtu
in excess of an ﬁﬂlulluﬂ sixty (60) minutes from the
cmm:mml ol’ the first transmission ;or (B)IFC Occasional Service
mlhin one (1) hour or less of a mmium time for Occasional Service requiring
Channels between the same for an extended length of time, Company shall have the

n]hl to limit the number of such Channels
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SECTION 2 -- RULES AND REGULATIONS (Cont'd)
Payment Armmangements

271  The Customer is rﬂmﬂe for payment of all charges for Services rumnﬂwd to the Customer or
Authorized User. m;m Smmq:nmncﬂl the Customer. This
responsibility is not changed due to any use, misuse, or l e ul Ihe ustomer’s Service or

Customer provided equipment by third parties. the Customer's employees, or the public.

Unless the Company requires an advance Payment Method or other armangement due to Customer’s
P-emm; an undue risk of nonpayment E;ymnt for Services shall be made in the manner sel
orth in Smim 2.7.3 and 4 with respect 10 Services ordered. Customer shall remit
li- remittance address i on Company’s invoices to Customer. In

nﬂm ;?Cm 's invoice in full or remit payment to the proper address
on or before the Due Date, Customer shall also pay a late fee in the amount of the lesser of one
and one-half percent (1%%) of the unpaid balance per month or 'lhl maximum lawful rate under
licable state law. IIr l C presents an undue risk of nonpayment at any time, the
ompany may w iu bﬂls within a specified number of days and to make
:uthplymeuuincnhnrdtuquin tof cash

2.73.  Dedicated Service

All rated monthly (3 {r.hlrgu lnt monthly Servic ided for l=2ss than a
clltm month), Imu:l Iﬂld e 1:' edprmh Dedicated Service

shall be due on hmmﬂtfolhw thun mwhuhlhe&muwupmwdﬂ!
Payment for all mnmh Iw;ﬁ for full months during which Dedicated Service is to
Deé:'uwdcd following u ice shall be due in advance on the first day of that month.
Ir. ed Service prov i for n T erm of less than one (1) month shall be billed in the month
marlhh Service was provided For the purposes of computing charges and/or
g:dhhlhuTlnl‘l’l’urpenudso less than a calendar month, a month is cons d 10 have 310
¥s

[
=~
(&
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2.7,

SECTION 2 -- RULES AND REGULATIONS (Cont'd)

Payment Arrangements (Comt'd)
2.74,

Occasional Service

Piymentfoullch?ﬁ with Occasional Service shall be due on the first da aruu-
Iungeﬂfud!mtheCmuny invoice to Customer for such

O

ompany shall invoice Customer monthly for Occasional Service for the period between the first
of the prior month to the end of such prior month ("Occasional Billing Period™). The Occasional

Billing Period shall be subject to changes at the sole option of Company.

In determining whether a Customer presents an undue risk of non mtm the Company shall
consider the foﬁowhe‘wm (A) the Customer’s payment Iunazb}’l any) with the Company and
Vyvx Affiliates, (B s to demonstrate pay for the Service, (C)
credit and re information provided by Cm. lawfully ubumd from third parties or
_ available, and (D) information relating to Cusiomer's management, owners affiliates
if A Customer who presents an und

risk of nonpayment uu:r ba required at any time to
or the equivalent of up o an amount
nr m two l.nd on-half months of actual
icants or Customers may also

or
beuquﬂud.un:zthne.%uhfmw ﬂwtomm mmofSﬂwce. to provide such

or security for, the rmmol’ﬂu s charges for its Services as the
oy lim :I" "-ll'i yments for Service, third

Flyp-nud'pn of credit o'ru:un interests in such
ustomer’s assets, lhlih' L or lcnlmy including any
advance Payment Method, hll Com u it deems appropriate
hﬁlhﬂddﬂﬁﬂg%mﬂd the amount o[lny ﬂnruthen:cumyshall
not uoeedth:plinhhlnml charges, if any, and'or up 10 two and one-half months of
usage charges for the Service to be pmwded In addition, the Com Ipu\y shall

applicant or Customer to pay all its bills within a specific pcnod

an
of time, and 1o make such pu.y-mtnu in cash or the equivalent of cash. In case of a cash de
_ of 7% annum shall be credited or paid to the Customer while lh.-.-
Y

. Iﬂ:e('.‘my :ogl it mlyh:rtl’und:dloﬂu
Customer's account al any time, in acc with the rules of the Florida Public Service

g};
é
21
i
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§
is
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55
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SECTION 2 -~ RULES AND REGULATIONS (Cont'd)
2.7. Payment Arrangements (Cont'd)
2.1.6.

2.1

2.7.10.

2.7.11.

Disputes with to charges must be presented to the Com in writing within three (3)
mugdu from mm invoice is rendered or such hmi:c:h?l? dmnu?tubecum-:t_md
binding on the Customer. Any amounts so disputed br Customer which have not been paid to
Company, shall be paid to Company or resolved in favor of Customer by mutual agreement
between Customer and Company within sixty (60) days of the Due Date. Company shall
subsequently refund 1o Customer any such amounts that are determined to be billed by Company
in emror.  Any disputes not resolved may be brought before the Florida Public Service Commission

If a First-Mile or Last-Mile Service Provider of Service procured on behall of Customer by
Company has established or establishes a special access surcharge, the Company shall bill the

to Customer. The C shall cease billing the special access surc upon receipt
of an Exemption Certificate from Customer or if the surcharge is removed by the First-Mile or
Last-Mile Service Provider.

In the event the Company incurs rmﬂicucﬁmigcmtl'm .W ‘s I!‘cﬂ. in ﬁ;'i’f;‘““" or
mnﬁuhwllxi.wchupﬂmﬂ ompany, ustomer lable to ompany
for the payment of all such fees and expenses reasonably incurred.

If a Customer whose account has been closed has a credit ba'ance remaining. the Cmpmls_- shall
transfer the credit 1o another account of the Customer, if there 15 one, or shall mail a check for the
balance to the Customer promptly following the written request of Customer.

Promotional and other credits offered by Company in marketing its Services cannot be assigned
Such credits must be used 'ﬁﬂ' Customer to whom they were offered or the Customer who
eamed them under the provis of the offer.

The Installation charges set forth in this TarifT contemplate Installations made in normal locations
and under normal working conditions.

lssued:  /
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SECTION 2 - RULES AND REGULATIONS (Cont'd)

2.7. Payment Arrangements (Cont’d)

2.7.12.

2.1.13

Subject to any limitations set forth in applicable laws and mﬁyluiuu. Company shall have the
right to back bill Customer for any Services which Company failed to invoice at a prior time.

Hub Reservation Management Service

Payment for all associated with Hub Reservation Management Service shall be due on the
lrim of the following the Billing Date set forth on the Company invoice to Customer
or such Service,

Company shall invoice Customer monthly for Hub Reservation ent Service for the period
between the first of the prior month to the end of such prior month ("Hub Reservation Management
Service Billing Period”). The Hub Reservation Management Service Billing Period shall be subject
to change at the sole option of the Company.

28.  Assignment

The obligations set forth in this Taniff shall be binding upon and inure to the benefit of the parties
hereto and their respective successors or assigns, provided, however, that the Customer shall not
assign or transfer its rights or obligations w the prior written consent of the Company.

29. Tax Adjustments

29.1.

All stated charges in this Tariff are computed by the Comp-niy exclusive of any federal, state, of
local use, excise, gross receipts, sales or privilege taxes, duties, fees, or similar liabilities (other
than the hmmwmmnrl(?m whether charged to or against the Company
or 1s Customer. Such taxes, fees, etc. shall be ? by the Customer in addition to the charges
stated in this Tariff. All such taxes, duties, and fees shall each be shown as a separate line item
on the Customer’s monthly invoice,

Issued: [ /98
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SECTION 2 - RULES AND REGULATIONS (Cont’d)
29. Tax Adjustments (Cont’d)
292. A is imposed on all charges for Service onginating at addresses in states which levy a
gross tax on Customer's operations. Pending I!H.‘ conclusion of any litigation challenging
a jurisdiction’s right 1o impose any tax, Company may elect to impose and collect a surcharge
nmm unless otherwise constrained by court order or direction, o it may elect to waive
I'IL" Ihhnw!hcudimhmummiugchlmdmhuummnround
o been invalid and unenforceable, Company shall eredit or re such sums to each affected
Customer if either Company has retained such funds or Company has remitted such funds to the
collecting j iction and the funds have been returned to Company. The surcharge shall be
as a separate line item on the Customer's monthly invoice.
2.10.  Allowance for Interruptions
2.10.1. No credit allowances shall be made for:
2.10.1.A. Interruptions caused by the negligence (including the provision of naccurate
inl’uﬂnﬂiﬂn} of the Clgim:r?r m .f‘u:hom:l by lgDCuﬂnmrr 1o use the
Customer's Service.
2.10.1.B. Interruptions any period which the Company or its agents are ..ot afforded
access to mym:r premise where Service is origin:lltd or terminated.
2.10.1.C. Interruptions during any period when the Customer or user has released the
Service to the Company for maintenance or rearrangement pu , of for the
implementation of & Customer Service Order or Reservation Confirmation
2.10.1.D. Interruptions during periods when the Customer elects not to release die Service
for testing or repair and continues 1o use it on an impaired basis.
2.10.1.E. Interruptions not reported to the Company,
2.10.1.F. Interruptions occurring prior 1o Stan of Service,
2.10.1.G. Interruptions for Hub Reservation Management Service caused by Customer's
equipment.
2. 10.1.H. Interruptions caused by Customers directly booking or placing Hub Reservations
between Customer 5"-1 Company Hub nrcuiu_m‘ P
Issued: / /98 Effective:
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2.10.

SECTION 2 -- RULES AND REGULATIONS (Cont’d)

Allowance for Interruptions (Cont"d)
2.10.2. Credit shall be given for Interruptions as follows

2.10.2.A,

« Service directly affected by such

Dedicated Service. Company ~arrants that Interexchange Dedicated Service
shall conform to the relevamt Technical Standards set forth in Section 1}
Following the Start of Service date, if Customer reports an Interruption in
Service to Company al the TOC and the affected Service is not Restored as
warranted within one-half hour of such report, Customer shall. upon request
to the Customer's designated customer service representative, receive a
credit at the rate of 1/1440 of the monthly recurring charges applicable to
i for each hall hour or major fraction
thereol in excess of the first hall hour during which such Service fails to
conform to the relevant Technical Standards, as provided in the formula

Credit = A x 'I'&

Where A = The number of half hours or major
fraction thereol of imerruptions in
excess of the first half hour, and

B = The monthly recuming charges

If a portion of the Service fails 10 conform to the relevant Technical Standards
at any time and over a period of thinty (30) days, the Customer may notify
Company in wl'iﬁi}bl"‘us conditional intent to cancel such Service in accordance
with the Cancellation provisions herein. If, over a period of thirty (30) days
after receipt of such notice, the Service fails to conform to the relevant Technicsl
Standards, the Customer may terminate the affected portion of the Service for
such cause and without a Cancellation charge at the expiration of the notice

period.

Occasional Service. Company warrants that Interexchange Occasional Service
shall conform 1o the relevant Technical Standards set forth in Section }
Following the Beginning Transmission Time, if Customer reports an Interruption
in Occasional Service 1o the TOC, Customer shall receive a credit determined by
multiplying the icable minute charge for such affected Occasional Service by
the number of m {rounded to the nearest full minute) that such Interruption
occurred.
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SECTION 2 -- RULES AND REGULATIONS (Cont'd)

2.10.  Allowance for Interruptions (Cont’d)

2.10.3.

2.10.4.

2.10.5.
2.10.6.

2.10.C. Hub Reservation Management Service

Reservation Service to the TOC, Customer shall receive a credit for both
Hub Reservation Service charges, if any, and the affected IXC Service
determined by multipl the m“bk per minute charge for such affected Hub
Reservation Service C Service by the number of minutes (rounded to
the nearest full minute) that such Imu_'n.nlﬂim occurred, provided that in no event will
Customer receive total credits under this tarifT greater than the per minute amounts that

otherwise be No credit will be ﬁm in the event a Customer praces a Hub
Reservalion directly with the appropriale Hub vendor.

Notice of MHHWMMCWNMTOC, An Interruption ends when
the Service is ored. If the Customer reports the Service to be i alive but declines to
release it for testing and repair, the Service is deemed to be impaired, but not subject to an
Interruption nor corresponding credit as provided in Section 2,102

If the Customer elects to use another means of transmission during the period of Interruption, the
Customer is solely responsible for payment of the charges for the alternale transmission service
Preemptions as described in Section 2.18 shall be credited as Interruptions.

The credit provided in Section 2.10.2 is Customer’s sole and exclusive remedy for any Interruption
in the Service.

Issued: _/__ /98
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SECTION 2 - RULES AND REGULATIONS (Cont'd)
2,11, Method for Calculation of Airline Mileage
2.11.1. The airline mllﬂ;t hﬂtwm two cities can be calculated u.un; the Vertical (V) and Hunmul (H
inates of the centers associated with the Company's POP locations  The meth
for calculating the airline ml}uﬁ is obtained by rtfmm to AT&T s Tanfl F.C.C. No. 10
according to fullwin; formu

The (V,- V,F +(H, - H)
root of: 10

where V, and H 1o the V&H coordinates of City | and V
and H, ¢ o the V& H coordinates of City 2. !

Example:
v H
City | 5004 1406
City 2 5987 3424
The Kquare (5004 - S987F + (1406 - 3424)°
rool 10

Thmlh?ﬂ'iﬂmilu Any fm:tlmll miles are rounded to the next
hiﬁn’ o number; therefore, the airline mileage for this example is

2.11.2, gelrlmr l;‘l;b:q: is used to calculate the charge for Dedicated Interexchange Service set forth in
ction

Issued: _/ /98 Effective:
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SECTION 2 - RULES AND REGULATIONS (Cont'd)
Collocation of Customer Equipmut

The Cnmrlny shall from Customers or prospective Customers to locate Customer
tqmpmen Company’s FGP:. wd:d space is determined, lula!ly l;y Company, to be Available and
uncommitted. coﬂr lutomu equipment shall be solely for the purpose of mt:rcnnnccnnﬁ
such Cumcr equipment wuh Cnm ¥'s Service, subject to (A) ﬂu: Cnmplny s current and forecaste
ynul Space requirements, uhn; lo account avai ?.a at the relevant POP, (B) any applicable
Of Occupancy restrictions im on the Company, (C) the technical and lmml compatibility
of the Customer’s qnl;lnml with the Company e unpmem and Services, (D) Ihes "s security and
revenue requirements, and (E) other terms and o which the Customer :ommlual y shall commit

Change in Service Arrangement

When a change in Service arrangement is madc, such as a change of First-Mile or Last-Mile Circuits, First-
Mll! and LI!-MIIE Service Provider charges and/or Ancillary es may apply depending on the nature
the change in Service amangement requested.

Inspection

The Com make such tests and | ions as may be nece 10 determine that the

pmy uﬁ 'l?mll‘ are being complied with in Wﬁmum «:np-eu'ltil!'r on o-rl::;fmemnce of Customer
or d'te Com Cnmpnny may interrupt the Service at any time, withoui penalty to the
Company, of departure from any of these requirements.

Testing and Adjustment
reasonable notice, the Channels provided by the Company shall be made available to the Company
T in

anrm such tests and adjustments as may be necessary tv maintain them in satisfactory condition, no
interruption allowance shall be granted lor the time during which such tests and adjustments are made
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Florida Public Service Commission No |

SECTION 2 -~ RULES AND REGULATIONS (Cont’d)
Interconnection with Other Carriers

2.16.1. Service fumished by the Com may be connected with Services or facilities of another carrier
Such interconnection may be made as authorized by the Company at the Company POP, at a Poini
of Presence of another carrier, or at the Customer Premises, or ises of an Authorized User.
Service furnished by the Company is not part of a joint ing with such other carriers.

2.16.2. Any special interface equipment or facilities necessary to achieve compatibility between the
facilities of the Com and other pin.i:?uin carriers shall b:tgruv' at the Customer’s
expense. Upon the E:'Lmr': request utl%; as its authorized agent, the Company shall
attempt 1o make the necessary arrangements for such interconnection.

2.17.  Restoration of Service
The use and restoration of Service in emergencies shall be in accordance with Part 64, Subpart D of the
Federal Communications Commission’s Rules and Regulations 1o the extent it is applicable, which specifies
the priority system for such activities.
2,18 Preemptive Procedures
2.18.1. Cw%u reasonable efforts to reroute and Restore Service in the event of an Interruption
due to a in the hmdimu&;gemm Company shall Restore Customers in the followin
order: Redundant Routing C ers, Non-Preemptible Service Customers, and Preemptib
Service Customers. Service to Preemptible Customers shall be replaced by Service to Non-
Preemptible Customers if insufficient facilities exist on the network to accommodate restoration
of all existing Circuits, If a Non-Preemptible Customer’s Beginning Transmission Time has not
started when restoration es begin. such Customer’s Service shall be rescheduled and shall
not replace then transmissions of Compauy Service to others on the Company network
2.182. A Customer whose Service is replaced by preemptible transmission shall receive credit as descnibed
in Section 2.10.2.
Issued: _/_ /98 Effective:
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2.19.

SECTION 2 -~ RULES AND REGULATIONS (Cont'd)
Administrative Surcharges

The Customer shall be liable for any charges which the Company may incur in provisioning third party

facilitics for Customer’s use in conjunction with the Service, c.g.. Fim-{ﬁwl.m- lile Circuils, provision

of on-site technician, Cancellation, ite, etc, The charge to Customer for this Service shall be the

actual charge for such service a8 incurmed by the Com from the third party provider ("Provider Charge”)
lus a Company administrative surcharge of 15% ol such Provider Charge. Company shall invoice
ustomer for such charges.

lssued:
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SECTION J -- TECHNICAL STANDARDS
3.1. Application of Technical Standards
The following Technical Standards for Services set forth objectives for Company te follow. In no
circumstance shall these Technical Standards be construed as creating any warmanty on the part of

with the exception of those warranties expressly set forth in the ing Sections of
this Tariff, Company does not warrant the First-Mile and Last-Mile e

3.2, Technical Standards Defined

321, The I'nllmr? are the Technical Standards for Service which is a Broadcast Contnbution Quality
Television Transmission Service with One-Way Analog Access:

J.21LA.Si interface specifications defined in ANSI T1.502-1988 and those publications
referenced therein for System M-NTSC video and associated audio signal interface

st
3.2.1.B. Quality Standards
32.1B.1. General
Standards for Service independently for First-Mile and Last Mile
Circuits and wrs::'ﬂu from POP to POP and exclude non-

'ormance due to ¢ stances listed in Section 2.3.1 and .2 or
jons as set forth in Section 2.10.1. First-Mile and Last-Mile

Circuil standards y on a One-Way basis between ecach Customer
Premise Network Interface Point ("CPNIP") and the Company POP
Interexchange Service standards on a One-Way basis between the
originating and terminating Cam:uy POP. The actual End-to-End
Fcllumun:e of the Se-vice (CPNIP 1o CPNIP) shall be a combined
unction of the Firsti-Mile and Last-Mile Circuits and Interexchange
Service performance and may be affected by the Customer provided
w'nﬂ:t, dependent on the type and quality of Customer equipment

J2.1B2 Interexchange Service Standards

The performance of the Interexc e portion of the Service 1

b?' the standards set forth in the Medium Haul transmission
standards of the ANSI T1.502-1988 and those publications referenced
therein, as limited by the relevani television enabling equipment, for
transmissions of System M-NTSC Video and associated audio channels

Issued: _/ /98 EfMective
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SECTION 3 - TECHNICAL STANDARDS (Cont'd)
32, Technical Standards Defined (Cont’d)
3.2.1.B3. First-Mile and Last-Mile Circuit Standards

W of First-Mile and Last-Mile Circuit is measured by the
s set forth in the applicable transmission parameters of the
ANSI T1.502-1988 and those m_s@ubhmmm referenced therein for the
transmission of System M- sssociated audio channels

3.22.  The following are the Technical Siandards for Service which is a Broadcast Contribution Quality
Television Transmission Service with Digital Access:

3.2.2.A. Signal Interface Specifications

Defined in ANSI Standard T1.102 and T1. IU'S (Ifmncrly AT&T Compatibility Bulletin
119) l.nd Technical Reference Publication 62

lssued: / /M8 Effective
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32

SECTION J -- TECHNICAL STANDARDS (Cont’d)
Technical Standards Defined (Cont'd)
322

(Cont'd)

3.2.2.B. Quality Standards

3228.1.

32282

322B3.

General

Standards for y independent] nr Flm Mile and Last-Mule
Circuits .ﬂlmumw Service from o POP and exclude non-
ormance due lu circumstances listed m Sccllon 231 and 2 or
nr.crruplm as set forth in Section 2.10.1. First-Mile and Last-Mile
ly on a One Wl basis between each Customer

Frmiu Neh! 1P*) and the Company PO
lpp r on & One-Way basis between the

Inuju md terminating C. y POP. The actual End-to-End
fer‘ ormance of the Service (C' IP to CPNIP) shall be a combined
unction of the First-Mile and Last-Mile Circuits and Interexchange
Smice perfnlmlnr.e and may be affected by the Customer provided
mL on the type and quality of Customer equipment

Interexchange Standards

Defined in ANSI Standard T1.102 and T1.503 (formerly AT&T
Cmp-ihil‘.ny Bulletin 119) and Technical Reference Publication 62411

First-Mile and Last-Mile Circuit Standards

Defined in ANSI Stwndard T1.102 and T1.503 (formerly AT&T
Compatibility Bulletin 119) and Technical Reference Publication 62411

Notwithstanding the I’nrcguﬁ[ at Company's option, LM‘I%I.I‘I)’ may pﬂ:l'll'td-l.' a comparable

tranam ission

transmission, ("Allemative Transmission™), Such Aliemative

allernati
Transmission shall :mpl}"'wuh the respective standards commonly used in the industry for such

service.
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SECTION 4 -- DEDICATED SERVICE OFFERING

RESERVED FOR FUTURE USE
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SECTION 5 -- OCCASIONAL SERVICE OFFERING
5.1, Definition and Description

Occasional Service is offered to the Customer as a reservation based, switched, One-Way or Two-Way
Point-to-Point or a Point to Multi-Point Channel on a Preemptible and Non-Preemptible basis. The various
P‘puufﬂmiﬂui Service are subject to Availability between Company designated POPs in the citics set
orth in Section 8. The Interexchange Service charges for fifteen llirlinhmy (30), forty-five (45) and sixty
{Gﬂ't minute periods, applicable 1o Occasional Service are set forth below. Occasional Service is offered
in {(15) minute billing increments. Occasional S#rvice ordered (as stated on the relevant Reservation
Confirmation) for a period of time in excess of sixty (60) minutes shall be billed at a rated sixty (640)
minute charge for each fifteen (15) minute period. " Other charges which may be applicable are Ancillary
Charges (Section 5.4), Cancellation Charges (Section 2.4 and 5) and Taxes (Section 2.9.1 and .2)

52 Occasional Interexchange Service

52.1. Company's Occasional Interexchange Service provides One-Way or Two-Way, POP 1o POP
transmission desi \{rnr use in vuln?nud u:u:m;ed audio mxrm} "“"ﬁ“n?r“ a
Preemptible basis. ay Occasional Interexchange Service ster M-NTSC
video channel and up 10 lh:ee (1) associated sudio :1muuh{ to 15kHz). ’

522. Early A , Extension and/or Overage may be provided t to Customer’s request
subject 10 Availability. _— 3

523, Customer may order, il Avai an A -End. Once an Approx-End Period has commenced,
the Customer shall be charged the end of the Approx-End Period, in the following

increments, unless Customer timely and adeguately has informed Com that the transmission
is to end 1o the ing ul'tgt Approx-end I’!:ﬁad. Reservations %inum OF 1238 receive
Approx-Ends of |5 minutes. Reservations greater than 60 minutes receive Approx-Ends of 30
minutes, available in 15 minute increments. Upon Customer's and subject to the Service
png:vﬂhlﬂa. if a transmission continucs past the Approx-End Period, the Service shall be
in rage and subject 1o the Overage charges in Section 5.4.2.

The Approx-End shall be reserved for Customer on a right of first refusal basis.  If Company
receives a request from a different Customer for the same Service time, Company shall notify the
Customer with the Approx-End reservation. Within the carlier of: (A) one (1{ hour after such
notification or (B) fificen (15) minutes prior to the Beginning Transmission Time, Customer must
notify Commy s Customer Service Group that Customer is committing 10 such Service through
the Approx- PHmduCumMmminumlhuflthppm:-Eﬂd Period  Ongce
making such 8 commitment, Customer shall be hable for the relevant charges

SECTION § -- OCCASIONAL SERVICE OFFERING (Cont'd)
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52 Occasional Interexchange Service (Cont'd)

5.24. The Beginning Transmission Time and Ending Transmission Time shall be the same for each
simplex Circuit of a Two-Way transmission d by Customer.

53 Occasional Preemptible Interexchange Service Charges
53.1. 53.1.A Charges set forth below are charges which apply to Point-to-Point, Preemptible Occasional
Interexchange Service.

Reserved %na Lwo

- L R ST 341
JOMinutes ............ $ 250 £ 375
45 Minutes ........... $ 360 $ 540
60 Minutes ............ $ 440 $ 660

5.3.1.B. Between the hours of 1:00 a.m and 6:00 am. Eastern Time, cnmpm(i will provide One-
Way, Preemptible Occasional Interexchange Service ("Non-Prime Occasional Service™)

Company POPs.

S minaes Tt e
O minutes . ........... $ 150
A5 minutes . ........... $ 205
60 minutes ; $ 265

Customer must specify this Non-Prime Occasional Service when requesting the Reservation
Confirmation. Only reservations which start and end during the five hour Non-Prime
Occasional Service window are eligible to receive this discounted pricing.

Issued: [/ /98 Effective:
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SECTION 5 - OCCASIONAL SERVICE OFFERING (Cont'd)

53. Occasional Preemptible Interexchange Service Charges (Cont'd)
5.32. Charges set forth below are charges which ngey o the One-Way IXC portion of Preemptible.

Puuu to Multi-Point Occasional Interexchan are determined according (o the
umber of destination POPs. The minimum billing Incr:mem fnr each destination POP cha je 18
ﬂﬂuu (15) minutes.

. for Poi Multi-Point Ocsasi Servi
Reserved time period The charge shall be the relevant One-Way, Point-to-Point, Preemptible

of less than 60 Occasional Interexchange Service ml’mthtctmnSJI}
minutes: g.nnd-pnfﬁo for each additional ion POP above the initial
to-Point destination.
Reserved time period TM chm for the initial 60 minutes shall be the 60 minute rate for One-
of 60 minutes or Point-to Point Preemptible Dcr.u:ml Interexchange Service
greater: {u-t fmh in Section 5.3. IP) ptus a charge of $30 per hour for each
additional dest mltl-u-n lhnﬂ the initial Poini-to-Point destination

Such charge shall be pro-rated for each additional 15 minule increment
beyond the initial 60 minutes of reserved time.

533 Ch set forth below are which PGAD/Secondary Drop-OfT Service
PG Drop-OfT Service %’m non.lmll than the Beginning Transmission Time and
end no later than the Endmg Transmission Time of the relevant Point-to-Point or Point to Multi-
Poimt Occasional Service transmission to which it is associated. PGAD/Secondary MY Service
:hlll be billed in liul:r {60) minute all increments, i.c., there shall be a full hour charge for any
fraction of an hour.

Per PGAD/Secondary Drop-OfT Service$75 per hour

Issued: _/ /98 Effective___
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SECTION 5 -- OCCASIONAL SERVICE OFFERING (Cont’d)
5.4. Ancillary Charges
5.4.1. Local Switching

Charges apply when a Customer requests the temporary Cross Connect of one Customer owned
Fﬂ-him,\lih Circuit to another First-Mile/Last-Mile Circuit both of which are terminated in
the same POP, provided such Circuits are Available. This Service shall be provided for the
transmission of television or for other interstale uses only except to the exient applicable
mllﬂml:im-pmnkd-u Such Cross Connect shall terminate at any time any relevant
First-Mil -Mile Circuit is required pursuant to a Reservation Conflirmation.

54.1L.A. Customer-to-Customer Local Switch —~ The ¢ for a Local Switch between one
Customer First-Mile Circuit and another Customer -Mile Circuit within the same
POP shall be $25 per switch, or fraction thereof, not 1o exceed 24 houns

54.1.B. Customer-to-Hub Local Switch - The per switch charge for cross connecting a
Customer First-Mile/Last-Mile Circuit 10 a Hub circuit provisioned by Company and
within the same TSC shall be 525 per hour or fraction thereol.

54.2, Overage Charges
SA.2A. The charge for Overage with respect to a Reservation Confirmation with a reserved
time of sixty {(60) minutes or Innlgef shall be at the proportionate sixty (60} minute
charge as set forth in Section 5.3
5428, The for overage cach ffteen (15) minutes of Overage for Point-to-Point,
C omf;'.: Service with respect (o a Rmr\:t.:gn Confirmation with
a reserved time off less than sixty (60) minutes shall be at the appropriate fifteen (15)
minute rate for the applicable service or services
lssued: _/ /98 Effective:
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SECTION 5 - OCCASIONAL SERVICE OFFERING (Cont'd)
54.  Ancillary Charges (Cont'd)
542, (Com'd)

54.2C, The l'olhclag per cach I'El:un i} mlnum of Overage for One-Wa
Point ulihhimvgzemptth Service wi!h respect tu::
Reservation Confirmation t me ul' Im uun sixty (60) minutes. The

charge shall be the H mumlu rate for One-Way, Point-1o-Point, Preei:~ible
Occasional Interexchange Service (set forth in Section 3.3, nxm us a charge of $%0 for
each additional destination POP above the initial Point-to-Point destination

542D, each l'il'tm 15 mmum [ Overage for One-W
oml to E?mmm l.su::u ot Service wﬂ :ip:ci :o“-
nm: of sixty {ﬁﬂ] minutes ﬂ:'s'lllﬂ The

r.t-r p'nFulhuui 60) minute charge as set [ in Secti
for mlnrad time of 60 minutes Eg {;rtmr =

54.3. Cancellations

A Cancellation charge 1!p||-liu when a Customer cancels a transmission prior to or after the
Beginning mnrllim ime as sel forth in Section 2.4. However, if the associated Occasional
Service transmission of Smnmﬁ T Service is canceled, the Sec Service
shall be sutomatically canceled, and Cancellation ¢ shall not apply 1o the Drop-OfT
Setviu. Ir ouly the Swmﬂlmm Drop-Off Service 13 canceled not the associated Occasional

charges set forth in Section 2.4 shall apply to the Secondary
Drup-O‘.l'l'Suvl:c

lssued:  / /98 Effective
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54.

SECTION § -- OCCASIONAL SERVICE OFFERING (Cont'd)

Ancillary Charges (Cont'd)

544

54,5,

546

Change in Reservation

Any change or reuhuhlhugf a reservation shall subject the Customer to Cancellaiion charges
amr:o'thﬁly Acceptance, Extension or Overage. Notwithstanding the foregoing. a Keservation
C may be rescheduled to a different date and B:pnnin'LTﬂmmiuim Time il Available
S:mtpomd Reservation®) with no Cancellation for Interexchange portion of the
casional Service, ided the Postponed Reservation is for the same or longer length of
transmission time and the same two points & the original Reservation Confirmation. If the
different date and Beginning Transmission Time re?uemd by Customer is not Available, Customer
shall not be a Cancellation charge for the mmuhm::rmmol‘ﬂu Occasional Service.
A Reservation Confirmation shall be m;nn:d only once. A Postponed Reservation whicli 1s
subsequently canceled shall receive a | Cancellation charge notwithstanding Section 2.4 2.

On-Site Technician Charge

The Company may provide, when available, non-Company on-site technicians for a transmission ai
the Customer’s request.

The charge for this service shall be the charge of the service as received by the Company from the
vtndwﬁrmm applicable tariffs and rates. In addition, the Company shall also add a 15%
admini ve surcharge pursuant to Section 2.19.

Vendor Connectivity Charges

Customers who request that Service be terminated &t another carrier’s or vendor’s facility for further

transmission or enhancement can schedule for the Company to coordinate all of the applicable

reservations. The Customer shall then be billed for all applicable charges. The charge for this

Service shall be the charge incurred by the Company from such other camier or vendor, as the case

may be, rlu an adm surcharge of fifteen percent (15%) pursuant to Section 2.19. Vendor

Eonnm vity charges do not apply where Hub Keservation Management Service is employed by
ustomer.

lssued

_/98 Effective
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SECTION § -- OCCASIONAL SERVICE OFFERING (Cont'd)

54,  Ancillary Charges (Cont’d)

54.7. Premise Equipment Charges

All Customer Premise equipment provided by Company shall be provided under contract between
Customer and Company.

54.8.

Non-5tandard Charges

Non-standard Installation/'maintenance/engineeringcharges apply as follows:

54.8.A.

Charges lﬁﬂ{ when the Customer requests Installation or Circuit changes durning
non-business rs and when the Customer requests the provision of engineerin
design or other activities which are not normally provided as a part of the design
Installation of Service.

Normal business hours are 8:00 am. - 5:00 p.m., Monday through Friday, excluding
legal holidays.

Additional Installation/'Maintienance/Engineering Charges

5.4.8.A.1 Normal Business Hours $125.00
per hour
per person

$4.8A.2 Afer Normal Hours £150.00
per hour
per peron

548 A3 All reasonable expenses including. but not limited to lodging. travel
and meal expenses, if any, incurred which are relevant 1o providing
such Installation, maintenance and engineering Service,

Issued: _ /_

/98

Effective:
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SECTION 5 -- OCCASIONAL SERVICE OFFERING (Cont’d)
54.  Ancillary Charges (Cont'd)
548. Non-Standard Charges (Cont'd)
548B. Chages when the Customer requests a Com technician at the Customer
uﬁlt{hm Defects occur as a result of prohlgnl:,;n the Customer's equipment
siness hours are §:00 am. - 5:00 pm,, Monday lhmulh Friday, excluding
lapl hnlldlﬂ Rates are based upon a two-hour minimum

Company Technician Charges

548B.1. Normal Business Hours . . . § B0.00
per hour
per person

$48B.2. After Normal Hours ..... $ 120.00

5.4.8B.3. Sundays and Holidays . . . .

a; 11
i 35

per person

54884, All reasonable ex including. but not limited to lodging, travel and
meal il any, incurmed which are relevant 1o providing such
Installation, mlm-lumm:: and engineering Service.

548.C. All non-standard charges are in addition 1o any similar charges incurred from any
third party vendor which shall be guud on to Customer plus an administrative
surcharge as set forth in Section 2.19.

lssued: _/ /98 Effective:
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54.

SECTION § -- OCCASIONAL SERVICE OFFERING (Cont'd)
Ancillary Charges (Cont'd)

5.4.9. Any port connections to a Company switch or a Company video hub switch with m.rcu 1o
Customer's First-Mile and Last-Mile Circuits shall :ull:ctw:l be referred 10 as "Switchport(s)
the purposes of this Tariff. If Switchpons are in demand so Ihll it I|L|:|'uL|,I in Company’s ink
discretion, Company's lbd:ty to fulfill other customer’s requests, Ci Tmy ive Cuunmer the
option to vacate the S s) or Customer that it shall use, in te, the
mumqﬁﬁnul’ﬁve{i hours of Occasional Service for each Swuchpmumdgn ustomer
each month or pro rata portion thereof (“Switchport Commitment™). In the event Customer does not
incur actual charges for Occasional Service in excess of the e Switchport Commitment for
any muﬁgu lhlllspl Cmpény. for uct:: ﬁl} month, the dlﬁmm I?em:m such actual
itment ("Defici Charge™) oregoin vision
resents o faith estimate of, and bears a rtnmbkm lationship to, the mmlml ill'lﬂmiﬂ- of
pm;riu mﬂmhdefhmyuﬂdmmwlpeuuy

5.4.10 apply whm a Cumm:r contracts with Cnmptn{lla uuhu y,uu in a POP for
lmmml of Customer owned and maintained equ Services Company
Ffﬂ\fgﬂ Cullnclliun Services are not_currently available under this Tlnﬂ' If Company does

lII for collocation including: floor €, er, rack space,
pm:h, elc., WN Customer rmmnfu and ﬁﬂcu m chlrg‘:cm

i

1358

Cross-connect
this Tariff.

54.11. All .I.I!lﬂl charges are in addition to any similar charges incurred from any third vendor
which shall be passed on to Customer plus I}II'IIIII!III'IIWII:IETG surcharge as set forth mwr 2.1%

lssucd:

_I_198 Effective
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SECTION § - OCCASIONAL SERVICE OFFERING (Cont'd)

54.  Ancillary Charges (Com'd)
$.4.12. Service Premium Charges
Service premium charges allow Customer to further enhance their reservations with the Company
54.12A.  Non-Preemptible Service

Non-Preemptible Service is a premium enhancement which Ero\rldes security from
preemption due 1o network events as set forth in Section 2

Non-Preemptible Interexchange Service C
Total charge for Freemptible IXC Sm::t multipl Iw 1.5

54.12.B. Redundant Routing

Redundant Routing may be provided by Com . IT Availabl [
Customer whu wa‘nu tg enﬁ':: a hr;hbgl" Im.nlzll:";ljlr ; tion in lﬁvﬂanﬂﬂ?mﬂ
Rm w Point-to-Point Service, only
R Rmpwﬁuhl path between the same ongination and
t Routing Charge

Redundan
One charge is ied to both IXC paths at a rate equal to the total
::hu:: for the relevant one (1) Interexchange Circunt multiplied by 2.0

55 First-Mile/Las:-Mile Service Charges and Administrative Surcharge

3.5.1. Firg-Mile/Lasi-Mile Service charges are subject 10 the provisions of Section 2 211, The rate
information relevant to the First-Mile/Last-Mile Service charges are available from the
relevant First-Mile or Last-Mile Service Provider

5.5.2. Customer shall be subject to charges, thl:ludm; an administrative surcharge as set forth in
Section 2.19 fa’m]r facilities p'omrtd by Company on behalf of Customer from third party
providers as set forth in Section 2.19.

lssued: _ 1 /98 Effective:
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6.1

SECTION 6 -- ADDITIONAL SERVICE OFFERINGS

ImageNet

6.1.1.

6.1.2.

6.1.4.

Description of Service - ImageNet Service provides for the transmission of 45 Mbps component

the
digital video signals as ified in CCIR601 4:2:2, and the ision of four associated (5 Khz
nsio mu%ﬁmya network POPs P

ImageNet Service requires a DS-3 digital local access channel between Com and Customer sit
transmitting a D-1 Iipm adhering to ANSI T1.102 & TIH0S 1988 l;e:iﬁcanl;n?
Customer premise equipment for encoding and decoding is not included.

Terms and Conditions - ImageNet is available as a onc-way or two-way occasional or dedicated
service as provided and defined in Sections 1, 2, 4, 5, 7, 8 and 9 of this Tanff

The company will provide DS-3 level interexchange network suppont and circuit routing for
ImageNMet Service.

Occasional Service -
6.1.3.1. Base Rates, Point to Point Transmissions
One Two
W

15 minutes
30 minutes $250 $3175
45 minutes ggﬂ $540
60 minutes 0 $660

Reservations greater than 60 minutes will be billed at the prorated 60 minute rate, in
15 minute increments following the first 60 minutes

6.1.3.2, Point to Multipoint Transmissions - [kn?-on' service s provided as set forth in
Section 5.3.3 of this Tarlf. The charge Tor each additional site is $50 per hour,
prorated in 15 minute increments following the first 60 minutes

6.1.3.3. PGADYSecondary Drop-off - PGAD Sec drop-offs are $75 per hour, prorated
in 15-minute increments following the first 60 minutes.

Wﬂm - ImageNet can be used on a full-time dedicated basis as defined in Section 4 of
1s Tariff.

SECTION 6 - ADDITIONAL SERVICE OFFERINGS (Cont’d)
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Hub Reservation Management Service
6.2.1

6.2.3.

D:unptlm of Services. Under Hub Reservation Mmﬁ, ement Service ("HRMS™) Company
or the reservation, md billing of Hub circuit Cross Connects for

umpmy brud\:m video traffic between ompany and the Customer via a Hub vendor
Customers Ihll are not active Hub Reservation Mm;cmen: Service Customers will not receive

Terms & Conditions. Hub Reservation ent Service is availah'» on a full-time basis only
for all Services prowd:d by Cnmpmy ustomers may order Hub Reservation Management
Service written notice and under a Agreement. Once the Customer
ucclmﬁhﬁ& the Company will be the agent for the Customer at all video Hubs where Hub
Reservations are o5 a result of using services provided by the Company. Hub Reservation
Service can be canceled with one business day writien notice to Company's Traffic

Management
Depanment.
Hub Reservation Management Service is only applicable at Hubs where the Company has local
connectivity. Hub Reservation Management genice is provided on an as-facilities-exist basis

Rates. Hub Reservation Mlnqtmmt Service will be billed either on a Switched-basis or on a
Llui‘ e-basis, d:pcmh type of ¢ received from the respective Hub vendor, if any

?l l: for this Service from time (o time as sel forth in
this Tarfl. In lhﬂ event that a Hub charges on both a Switched- and Usage-basis, both charges will

apply.

6.2.3.A Switched-based Charge: Charges applied only once per Hub reservation and do
not recur for the duration of such reservation

Charge per Switch-based Hub resenvation: 525

6238 UW Charge: Charge applied in half-hour increments, or fraction thereof,
for Hub reservations:

Charge per Usage-based Hub reservation:  $45.00 per half-hour

Issued:
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7.1,

T4

SECTION 7 - SPECIAL PROMOTIONAL OFFERINGS
General Service Promotion

The Company shall from time to time provide Customers with one or a combination of the following
General Service Promotion to attract new subscribers or to increase subscnber awarcness
omkum Tariff offering, or 10 retain subscribers as follows: (A) with respect 1o Dedicated Service
a up to one month's recurring Dedicated Interexchange Service charge net of all discounts per year
of the Term; (B) waive or reduce Company's Installation charges; (C) waive or reduce the Installation

for First-Mile/Last-Mile Service associated with Interexchange Service; and/or (1)) waive or reduce
certain Ancil[m(;hm. These General Service Promotions may be limited to certain dates, times,
Services, Availability and geographical areas at the sole discretion of Company.

Volume Commitment Promotion

From time to time Company shall provide Customers, which have made volume commitments to order
Irltmchmfz Service, with at least five (5) hours of One-Way, Interexchange Service or at least two and
one half (Z %) hours of Two-Way [nlmx%ﬁmmc at no charge. This Volume Commitment
Promotion be limited to certain dates, times, ices, Availability and geographical arcas at the sole
discretion of Company.

3. Demonstration Promotion

From time to time at Company's discretion Cum_&lny shall provide Customers with Service at no charge
for the purpose of demonstrating such Service. This Demonstration Promotion may be limited 1o certam
dates, imes, Services, Availability and geographical arcas at the sole discretion of Company.

Notice

The Company shall provide thiny (30) days’ notice 10 the Florida Public Service Commission before
offering promotions (0 customers.

Issued: /98 EfMective:
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SECTION § -- OCCASIONAL SERVICE AVAILABILITY

Subject to the terms_and conditions of this TarifT (including provisions relating to Availability), the
Company serves the following cities in Florida:

Jacksonville
Miami
Orlando
Tampa

P SERUE e TARDFFS TANDT) FL

lssued: / /98
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