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ITEM 5. OTHER EVENTS.

As previously announced on March 7, 2002, williams reported it had
committed to sell and signed a definitive agreement to sell its Kern River
interstate natural gas pipeline business to a unit of MidAmerican Energy
Holdings Company for $450 million in cash and assumption of $510 million in
debt. The sale closed on March 27, 2002. Included herein are the restated
management's discussion and analysis of financial condition and results of
operations and the restated consolidated financial statements and schedule of
williams for the three years ended December 31, 2001 and the related report of
independent auditors and unaudited Quarterly Financial Data that reflect Kern
River Gas Transmission Company as discontinued operations. In addition, other
exhibits labeled below as "restated" have been restated to reflect Kern River as
discontinued operations.

As discussed in wWilliams' Form 10-Q for the first quarter 2002, certain
operations were reclassified to reflect the following transactions and/or
changes in management subsequent to the filing of Williams Annual Report on Form
10-K filed March 7, 2002:

1) On April 11, 2002, williams Energy Partners, a majority-owned
subsidiary and reporting segment of Williams, acquired Williams Pipe Line,
an operation within the Petroleum Services segment.

2) The transfer of management over an Argentina oil and gas
exploration company from within the International segment to the
Exploration & Production segment.

As part of this filing, Williams has reflected the reclassification of
these operations in Exhibit 99(b) below. Any segment information included in
those exhibits for Petroleum Services, Williams Energy Partners, Exploration &
Production and International have been restated to reflect the above
transactions and/or changes in management.

Except with respect to the limited matters discussed above, this report
speaks as of March 7, 2002, the date wWilliams filed its Annual Report on Form
10-K for the year ended December 31, 2001, and we have not updated the
disclosure in this report to speak as of a later date. All information contained
in this report is subject to updating and supplementing as provided in our
periodic reports filed with the SEC. This report should be read in conjunction
with williams' Quarterly Report on Form 10-Q for the first quarter 2002 and each
current report on Form 8-K filed in 2002.

ITEM 7. FINANCIAL STATEMENTS AND EXHIBITS.

The Registrant files the following exhibits as part of this report:

Exhibit 12. Computation of Ratio of Earnings to Combined Fixed Charges
and Preferred Stock Dividend Requirements for the years
ended December 31, 2001, 2000, 1999, 1998, and 1997

(Restated)
Exhibit 23. Consent of Independent Auditors Ernst & Young LLP
Exhibit 99(a). Selected Financial Data (Restated)
Exhibit 99(b). Management's Discussion and Analysis of Financial Condition

and Results of Operations and Quantitative and Qualitative
Disclosures about Market Risk (Restated)
The Company's Consolidated Financial Statements for the
three years ended December 31, 2001 (Restated), with Report
of Independent Auditors, Ernst & Young LLP.

Exhibit 99(c). Schedule II -- Valuation and Qualifying Accounts (Restated)



Certain matters discussed in this report, excluding historical information,
include forward-looking statements -- statements that discuss Williams' expected
future results based on current and pending business operations. Williams makes
these forward-looking statements in reliance on the safe harbor protections
provided under the Private Securities Litigation Reform Act of 1995.

Forward-looking statements can be identified by words such as
"anticipates," "believes," "expects," "planned," "scheduled" or similar
expressions. Although Williams believes these forward-looking statements are
based on reasonable assumptions, statements made regarding future results are
subject to a number of assumptions, uncertainties and risks that may cause
future results to be materially different from the results stated or implied in
this document. Additional information about issues that could lead to material
changes in performance are discussed on pages 29 through 31 in The Williams
Companies, Inc.'s 2001 Form 10-K.

Pursuant to the requirements of the Securities Exchange Act of 1934, the
Registrant has duly caused this report to be signed on its behalf by the
undersigned hereunto duly authorized.

THE WILLIAMS COMPANIES, INC.

/s/ GARY R. BELITZ

Name: Gary R. Belitz

Title: Controller (Duly Authorized
officer and Principal
Accounting Officer)

Date: May 28, 2002
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THE WILLIAMS COMPANIES, INC. AND SUBSIDIARIES

COMPUTATION OF RATIO OF EARNINGS TO COMBINED FIXED CHARGES

AND PREFERRED STOCK DIVIDEND REQUIREMENTS
(DOLLARS IN MILLIONS)

Earnings:

Income from continuing operations before
income taxes and extraordinary gain
(10SS) ittt ittt

Add:

Interest expense -- net................
Rental expense representative of
interest factor......... oo,
Interest accrued -- 50% owned
COMPANY & v v v v v et e e a e aneens
Preferred returns and minority interest
in income of consolidated
subsidiaries......... . i,
Equity losses in less than 50% owned
COMPANIeS. . v vttt it i e n s
Other. ... i i e

Total earnings as adjusted plus
fixed charges...................

Combined fixed charges and preferred stock
dividend requirements:
Interest expense -- net................
Capitalized interest...................
Rental expense representative of
interest factor..........coiiiiiunnnn
Pretax effect of dividends on preferred
stock of the Company.................
Pretax effect of dividends on preferred
stock and other preferred returns of
subsidiaries......... . i,
Interest accrued -- 50% owned
COMPANY & 4 v v v v v e a e anee s

Combined fixed charges and
preferred stock dividend
requirements....................

Ratio of earnings to combined fixed charges
and preferred stock dividend
requirements. .. ... i e e

EXHIBIT 12

YEARS ENDED DECEMBER 31,

2001 2000 1999 1998 1997
$1,401.1 $1,532.3 $ 532.3 $336.5 $ 632.0
708.7 616.6 509.6  450.3 390.2
31.8 27.6 28.2 24.1 24.4
9.0 8.7 7.5 6.2 --
67.5 58.0 38.2 7.3 7.8
27.9 16.5 13.0 -- --
7.2 (8.4) (3.7) 7.5 3.0
$2,253.2 $2,251.3 $1,125.1 $831.9 $1,057.4
$ 708.7 $ 616.6 $ 509.6 $450.3 $ 390.2
39.4 49.3 34.5 13.7 15.4
31.8 27.6 28.2 24.1 24.4

- -- 5.1 12.4 16.1

59.1 44.2 26.7 -- --
9.0 8.7 7.5 6.2 --

$ 848.0 $ 746.4 $ 611.6 $506.7 $ 446.1
2.66 3,02 1.84 1.64 2.37




EXHIBIT 23
CONSENT OF INDEPENDENT AUDITORS

We consent to the incorporation by reference in the following registration
statements on Form S-3 and Form S-4, and related prospectuses and in the
following registration statements on Form S-8 of The wWilliams Companies, Inc. of
our report dated March 6, 2002, except for the matters described in the fifth
and sixth paragraphs of Note 1 and the first paragraph of Note 3, as to which
the date is April 11, 2002, with respect to the consolidated financial
statements and schedule of The wWilliams Companies, Inc. included in this Current
Report on Form 8-K:

Form S-3: Registration No. 333-20929; Registration
Registration No. 333-29185; Registration
Registration No. 333-66141; Registration
Registration No. 333-39800; Registration
Registration No. 333-70394; Registration
Registration No. 333-35101; Registration
Registration No. 333-27359; Registration
Registration No. 333-35099; Registration

Form S-4: Registration No. 333-57416; Registration
Registration No. 333-85566; Registration

Form S-8: Registration No. 33-36770; Registration
Registration No. 33-58971; Registration
Registration No. 33-40979; Registration
Registration No. 33-43999; Registration
Registration No. 33-51543; Registration
Registration No. 33-51549; Registration
Registration No. 33-51545; Registration
Registration No. 33-58671; Registration
Registration No. 333-11151; Registration
Registration No. 333-33735; Registration
Registration No. 333-48945; Registration
Registration No. 333-90265; Registration
Registration No. 333-51994; Registration
Registration No. 333-85542; Registration

ERNST & YOUNG LLP

Tulsa, Oklahoma
May 28, 2002

No.
No.
No.
No.
No.
No.
No.
No.

No.
No.

No.
No.
No.
No.
No.
No.
No.
No.
No.
No.
No.
No.
No.
No.

333-35007;
333-24683;
333-20927;
333-63724;
333-73326;
333-27311;
333-53511;
333-85540

333-63202;
333-85568

33-44381;
33-45550;
33-51551;
33-51539;
33-58969;
33-51547;
33-56521;
333-03957;
333-40721;
333-30095;
333-61597;
333-76929;
333-66474;
333-85546



EXHIBIT 99(a)
SELECTED FINANCIAL DATA

The following financial data as of December 31, 2001 and 2000 and for the
three years ended December 31, 2001 are an integral part of, and should be read
in conjunction with, the consolidated financial statements and notes thereto.
All other amounts have been prepared from the Company's financial records.
Certain amounts below have been restated or reclassified (see Note 1).
Information concerning significant trends in the financial condition and results
of operations is contained in Management's Discussion & Analysis of Financial
Condition and Results of Operations on pages 99(b)-1 through 99(b)-34 of this
report.

(MILLIONS, EXCEPT PER-SHARE AMOUNTS)

REVENUES (L) ettt ettt eiein e $10,873.4 $ 9,443.4  $6,480.2 $5,497.7
Income from continuing

operations(2) ... 794.3 925.4 321.5 206.9
Income (loss) from discontinued

operations(3) ... (1,272.0) (401.1) (165.3) (79.8)
Extraordinary gain (loss)(4).......... -- -- 65.2 (4.8)

Diluted earnings (loss) per share:
Income from continuing operations... 1.59 2.06 .72
Income (loss) from discontinued

operations........... i (2.54) (.89) (.37) (.18)

Extraordinary gain (lossS)........... -- -- .15 (.01)
Total assets at December 31........... 38,906.2 34,776.6 21,682.1 17,900.2
Long-term debt at December 31......... 9,012.7 6,830.5 6,779.7 5,855.2
Preferred interests in consolidated

subsidiaries at December 31......... 976.4 877.9 335.1 335.1
wWilliams obligated mandatorily

redeemable preferred securities of

Trust at December 31................ -- 189.9 175.5
Stockholders' equity at December

BA(5) e ettt 6,044.0 5,892.0 5,585.2 4,257.4
Cash dividends per common share....... .68 .60 .60

(1) See Note 1 for discussion of change in management of certain operations,
previously conducted by Energy Marketing & Trading, that were transferred to
Petroleum Services. The sales activity which was transferred was previously
reported on a "net" basis and is now reported on a '"gross" basis. Also in
1998, there was a change in the reporting of certain marketing activities
from a "gross" basis to a "net" basis consistent with fair value accounting.

(2) See Note 4 for discussion of write-downs of certain Williams Communications
Group, Inc. (WCG) related assets in 2001 and see Note 5 for discussion of
asset sales, impairments and other accruals in 2001, 2000 and 1999. Income
from continuing operations in 1997 includes a $66 million pre-tax gain on
the sale of wWilliams' interest in the natural gas liquids and condensate
reserves in the West Panhandle field in Texas.

(3) See Note 3 for the discussion of the 2001, 2000 and 1999 losses from
discontinued operations. The income (loss) from discontinued operations for
1998 and 1997 relates to the operations of WCG, operations of Kern River Gas
Transmission and the sale of the MAPCO coal business.

(4) See Note 7 for discussion of the 1999 extraordinary gain. The extraordinary
loss for 1998 and 1997 relates to redemption of higher interest rate debt.

(5) See Note 2 for discussion of the 2001 issuance of common stock for the
Barrett acquisition, Note 3 for discussion of the WCG spinoff and Note 16
for discussion of Williams' January 2001 common stock issuance. See Note 3
for discussion of the 1999 issuance of subsidiary's common stock.
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EXHIBIT 99(b)
MANAGEMENT'S DISCUSSION & ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF
OPERATIONS

RECENT EVENTS

Since the fourth quarter 2001 events surrounding the Enron bankruptcy
filing, Williams has been engaged in various discussions with investors,
analysts, rating agencies and financial institutions regarding the liquidity
implications of such to the business strategy of Williams' energy trading
activities. More recently, Williams has also been evaluating its contingent
obligations regarding guarantees and payment obligations with respect to certain
financial obligations of Williams Communications Group, Inc. (WCG) because of
uncertainty regarding its ability to perform. In addition, WCG has also
announced that it is considering reorganizing under Chapter 11 bankruptcy laws.
Both of these situations have resulted in rating agencies issuing statements in
February 2002 confirming investment grade ratings, but with certain negative
implications. Williams has announced that it is committed to strengthen its
balance sheet and retain investment grade ratings and has taken significant
steps since the first of the year to ensure that this occurs. Williams has a
substantial and diverse asset base that provides strong support for its credit.

Following is a summary of the steps that are in progress which williams
believes will strengthen its balance sheet and ensure retention of its
investment grade ratings.

- A $1 billion reduction in planned capital expenditures
- Generate proceeds from sales of assets during 2002

- Initiation of action to eliminate ratings triggers on certain obligations
and contingencies that do not appear as debt on the Consolidated Balance
Sheet, including the guarantees and payment obligations for WCG's debt

- A $50 million reduction from the company's cost structure pursuant to
right-sizing the organization as an energy-only business

Each of these are discussed in more detail within the Liquidity and Other
sections that follow.

GENERAL

Oon March 7, 2002, williams committed to sell and signed a definitive
agreement to sell its Kern River interstate natural gas pipeline business to a
unit of MidAmerican Energy Holdings Company for $450 million in cash and
assumption of $510 million in debt. The sale closed on March 27, 2002. Included
herein are the restated management's discussion and analysis of financial
condition and results of operations of wWilliams for the three years ended
December 31, 2001 to reflect Kern River Gas Transmission Company as discontinued
operations.

On March 30, 2001, the board of directors of Williams approved a tax-free
spinoff of williams' communications business, WCG, to Williams' shareholders. On
April 23, 2001, Williams distributed 398.5 million shares, or approximately 95
percent of the WCG common stock held by williams, to holders of record of
williams common stock. As a result, the consolidated financial statements
reflect WCG as discontinued operations.

In December 2001 and January 2002, the Securities and Exchange Commission
(SEC) issued statements regarding disclosures by companies within their
Management's Discussion & Analysis of Financial Condition and Results of
Operations for 2001. In those statements, the SEC cited certain items that
companies should consider including in the 2001 Form 10-Ks, including
identification of critical accounting policies and expanded disclosure of
certain liquidity matters, certain energy trading activities and transactions
similar to related party activities. The following discussions include items
that the SEC has encouraged companies to disclose.

Unless otherwise indicated, the following discussion and analysis of
results of operations, financial condition and liquidity relates to the
continuing operations of Williams and should be read in conjunction with
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the consolidated financial statements and notes thereto included within the
Financial Statements and Supplementary Data on pages 99(b)-40 through 99(b)-105.

CRITICAL ACCOUNTING POLICIES & ESTIMATES

Our financial statements reflect the selection and application of
accounting policies which require management to make significant estimates and
assumptions. We believe that the following are some of the more critical
judgment areas in the application of our accounting policies that currently
affect our financial condition and results of operations.

Revenue Recognition -- Gas Pipeline

Most of Gas Pipeline's businesses are regulated by the Federal Energy
Regulatory Commission (FERC). The FERC regulatory processes and procedures
govern the tariff rates that the Gas Pipeline subsidiaries are permitted to
charge customers for natural gas sales and services, including the interstate
transportation and storage of natural gas. Accordingly, certain revenues are
collected by Gas Pipeline which may be subject to refunds upon final orders in
pending rate cases with the FERC. In recording estimates of refund obligations,
Gas Pipeline takes into consideration Gas Pipeline's and other third-parties
regulatory proceedings, advice of counsel and estimated total exposure, as
discounted and risk weighted, as well as collection and other risks. At December
31, 2001, approximately $96 million was recorded as subject to refund,
reflecting management's estimate of amounts invoiced to customers that may
ultimately require refunding. Currently, certain of the Gas Pipeline
subsidiaries are involved in rate case proceedings. Depending on the results of
these proceedings, the actual amounts allowed to be collected from customers
could differ from management's estimate.

Revenue Recognition -- Energy Marketing & Trading

Energy Marketing & Trading has energy risk management and trading
operations that enter into energy contracts to provide price-risk management
services to its customers. Energy and energy-related contracts utilized in
energy risk management trading activities are recorded at fair value with the
net change in fair value of those contracts representing unrealized gains and
losses recognized in income currently. The fair value of energy and
energy-related contracts is determined based on the nature of the transaction
and the market in which transactions are executed. Certain contracts are
executed in markets exchange traded or over-the-counter where quoted prices in
active markets exist. Transactions are also executed in exchange-traded or
over-the-counter markets for which market prices may exist however, the market
may be inactive and price transparency is limited. Transactions are also
executed for which quoted market prices are not available. Determining fair
value for certain contracts involves complex assumptions and judgments when
estimating prices at which market participants would transact if a market
existed for the contract or transaction.

Certain energy-related contracts such as transportation, storage, load
servicing and tolling arrangements require Energy Marketing & Trading to assess
whether these contracts are executory service arrangements or leases pursuant to
Statement of Financial Accounting Standards (SFAS) No. 13, "Accounting for
Leases." Energy-related contracts that are determined to be executory contracts
are accounted for at fair value. Currently, wWilliams does not account for any of
the energy-related contracts as leases. There currently is not extensive
authoritative guidance for determining when an arrangement is a lease or an
executory service arrangement. As a result, Williams assesses each of its
energy-related contracts and makes the determination based on the substance of
each contract focusing on factors such as physical and operational control of
the related asset, risks and rewards of owning, operating and maintaining the
related asset and other contractual terms. The issue of whether contracts such
as these energy-related contracts are an executory contract or a lease is
currently being discussed by the Financial Accounting Standards Board's Emerging
Issues Task Force. The discussions surrounding this issue are in the early
stages of development and any consensus reached on these issues could ultimately
impact williams' accounting for these contracts.

Additional discussion of the accounting for energy and energy-related
contracts at fair value is included in Note 1 of the Notes to Consolidated
Financial Statements and pages 99(b)-18 through 99(b)-24 of Management's
Discussion & Analysis of Financial Condition and Results of Operations.
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Valuation of Deferred Tax Assets

wWilliams is required to assess the ultimate realization of deferred tax
assets generated from the basis difference in certain investments and
businesses. This assessment takes into consideration tax planning strategies,
including assumptions regarding the availability and character of future taxable
income. At December 31, 2001, Williams maintains $173.3 million of valuation
allowances for deferred tax assets from basis differences in investments for
which the ultimate realization of the tax asset may be dependent on the
availability of future capital gains. The ultimate amount of deferred tax assets
realized could be materially different from those recorded, as influenced by
potential changes in federal income laws and the circumstances upon the actual
realization of related tax assets.

Impairment of Long-Lived Assets

wWilliams evaluates the long-lived assets, including other intangibles and
related goodwill, of identifiable business activities for impairment when events
or changes in circumstances indicate, in management's judgment, that the
carrying value of such assets may not be recoverable. In addition to those
long-lived assets for which impairment charges were recorded (see Note 5),
others were reviewed for which no impairment was required under a "held for use"
computation. These computations utilized judgments and assumptions inherent in
management's estimate of undiscounted future cash flows to determine
recoverability of an asset. It is possible that a computation under a "held for
sale" situation for certain of these long-lived assets could result in a
significantly different assessment because of market conditions, specific
transaction terms and a buyer's different viewpoint of future cash flows.

Contingent Liabilities

williams establishes reserves for estimated loss contingencies when it is
management's assessment that a loss is probable and the amount of the loss can
be reasonably estimated. Revisions to contingent liabilities are reflected in
income in the period in which different facts or information become known or
circumstances change that affect the previous assumptions with respect to the
likelihood or amount of loss. Reserves for contingent liabilities are based upon
management's assumptions and estimates, advice of legal counsel or other third
parties regarding the probable outcomes of the matter. Should the outcome differ
from the assumptions and estimates, revisions to the estimated reserves for
contingent liabilities would be required.
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RESULTS OF OPERATIONS
CONSOLIDATED OVERVIEW
The following table and discussion is a summary of Williams' consolidated

results of operations. The results of operations by segment are discussed in
further detail beginning on page 99(b)-7.

YEARS ENDED DECEMBER 31,

2001 2000 1999
(MILLIONS)

REVENUES . « v vttt ittt et eeaeeennsnnnnns $10,873.4  $9,443.4  $6,480.2
Operating inCome. . ...ttt $ 2,349.5 $2,101.6 $1,067.5
Interest accrued -- NeL..... ..t (708.7) (616.6) (509.6)
Investing income (10SS)..... i, (200.1) 105.0 24.9
Preferred returns and minority interest in income of

consolidated subsidiaries........... ... . i (67.5) (58.0) (38.2)
Other income (expense) -- nNet..........cciiiiiinnnnnn 27.9 .3 (12.3)
Income from continuing operations before income taxes

and extraordinary gain...........oiiiiiiiiiiiiiia 1,401.1 1,532.3 532.3
Provision for income taxes.............. i, (606.8) (606.9) (210.8)
Income from continuing operations..................... 794.3 925.4 321.5
Loss from discontinued operations..................... (1,272.0) (401.1) (165.3)
Income (loss) before extraordinary gain............... (477.7) 524.3 156.2
EXtraordinary gain. ... ...ueeeirerrerrrrnrrenenenn -- -- 65.2
Net AnCOomME (L0SS) . vt v v vttt it aie e $ (477.7) $ 524.3 $ 221.4

2001 vs. 2000

Consolidated Overview. Williams' revenues increased $1.4 billion, or 15
percent, due primarily to higher gas and electric power trading and services
margins, a full year of Canadian operations within Midstream Gas & Liquids
acquired in fourth-quarter 2000, higher petroleum products revenues, higher
natural gas sales prices and revenues from Barrett Resources Corporation
(Barrett) acquired in third-quarter 2001. In addition, the revenue increase
includes the $582 million effect of reporting certain revenues net of the
related costs in 2000 related to sales activity surrounding certain terminals.
The revenues related to the sales activity around certain terminals are reported
"gross" subsequent to the transfer of management over the sales activity from
Energy Marketing & Trading to Petroleum Services effective February 2001 (see
Note 1 of the Notes to Consolidated Financial Statements). Partially offsetting
these increases was a decrease of $283 million in revenues related to the 198
convenience stores sold in May 2001, $116 million decrease in domestic natural
gas liquids revenues and the effect in 2000 of a $74 million reduction of Gas
Pipeline's rate refund liabilities.

Segment costs and expenses increased $1.2 billion, or 16 percent, due
primarily to higher petroleum product costs, costs for a full year of Canadian
operations acquired in fourth-quarter 2000, operating costs associated with
Barrett acquired in third-quarter 2001 and the impact of reporting certain sales
activity costs net with related revenues in 2000 (discussed above).
Additionally, the increase reflects a $170 million impairment charge related to
the Colorado soda ash mining facility within International. These increases were
partially offset by a $286 million decrease in costs as a result of the sale of
198 convenience stores in May 2001 and the $75.3 million gain on the sale of
these convenience stores.

Operating income increased $247.9 million, or 12 percent, due primarily to
higher gas and electric power service margins, the $75.3 million pre-tax gain on
the sale of the convenience stores in May 2001, higher margins at refining and
marketing operations, increased realized natural gas sales prices, the impact of
Barrett and the effect in 2000 of $63.8 million in guarantee loss accruals and
impairment charges at Energy Marketing & Trading. Partially offsetting these
increases were lower per-unit natural gas liquids margins at Midstream Gas &
Liquids, the $170 million impairment charge within International, the $74
million effect in
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2000 of reduction to rate refund liabilities and approximately $41 million of
impairment charges and loss accruals within Energy Services. Included in
operating income are general corporate expenses which increased $27.1 million,
or 28 percent, due primarily to an increase in advertising costs (which includes
a branding campaign of $12 million) and higher charitable contributions.

Interest accrued -- net increased $92.1 million, or 15 percent, due
primarily to the $72 million effect of higher borrowing levels offset by the $43
million effect of lower average interest rates, $19 million in interest expense
related to an unfavorable court decision involving Transcontinental Gas Pipe
Line (Transco), a $14 million increase in interest expense related to deposits
received from customers relating to energy risk management and trading and
hedging activities, a $12 million increase in amortization of debt expense and a
$4 million increase in interest expense on rate refund liabilities. The increase
in long-term debt includes the $1.1 billion of senior unsecured debt securities
issued in January 2001 and $1.5 billion of long-term debt securities issued in
August 2001 related to the cash portion of the Barrett acquisition.

Investing income decreased $305.1 million, due primarily to fourth-quarter
2001 charges for a $103 million provision for doubtful accounts related to the
minimum lease payments receivable from WCG, an $85 million provision for
doubtful accounts related to a $106 million deferred payment for services
provided to WCG and a $25 million write-down of the remaining investment basis
in WCG common stock (see Note 3). In addition, the decrease also reflects a
$94.2 million charge in third-quarter 2001, representing declines in the value
of certain investments, including $70.9 million related to Williams' investment
in WCG and $23.3 million related to losses from other investments, which were
deemed to be other than temporary (see Note 4). In addition, the decrease in
investing income reflects a $13 million decrease in dividend income due to the
sale of the Ferrellgas Partners L.P. (Ferrellgas) senior common units in
second-quarter 2001. The decreases to investing income (loss) were slightly
offset by increased interest income of $17 million related to margin deposits.
Preferred returns and minority interest in income of consolidated subsidiaries
increased $9.5 million, or 16 percent, due primarily to preferred returns of
Snow Goose LLC, formed in December 2000, and minority interest in income of
wWilliams Energy Partners L.P., partially offset by a $10 million decrease of
preferred returns related to the second-quarter 2001 redemption of Williams
obligated mandatorily redeemable preferred securities of Trust.

Other income (expense) -- net increased $27.6 million due primarily to a
$12 million increase in capitalization of interest on internally generated funds
related to various capital projects at certain FERC regulated entities and $6
million lower losses from the sales of receivables to special purpose entities
(see Note 18).

The provision for income taxes is comparable for both years. The effective
income tax rate for 2001 is greater than the federal statutory rate due
primarily to valuation allowances associated with the investing losses, for
which no tax benefits were provided plus the effects of state income taxes. The
effective income tax rate for 2000 is greater than the federal statutory rate
due primarily to the effects of state income taxes.

Loss from discontinued operations for 2001 includes a $1.17 billion
after-tax charge related to accruals for contingent obligations related to
guarantees and payment obligations related to WCG and a $147.5 million after-tax
loss from the operations of WCG, partially offset by $41.1 million after-tax
income from the operations of Kern River (see Note 3). The $401.1 million loss
from discontinued operations for 2000 represents a $441.1 after-tax loss from
the operations of WCG, partially offset by $40 million of after-tax income from
the operations of Kern River.

2000 vs. 1999

Consolidated Overview. Williams' revenues increased $3 billion, or 46
percent, due primarily to higher revenues from natural gas and electric power
services, increased petroleum products and natural gas liquids average sales
prices and sales volumes and the contribution from Canadian operations within
Midstream Gas & Liquids acquired in fourth-quarter 2000. Partially offsetting
these increases were lower fleet management, retail natural gas, electric and
propane revenues following the 1999 sales of these businesses.
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Segment costs and expenses increased $1.9 billion, or 36 percent, due
primarily to higher costs related to increased petroleum products and natural
gas liquids average purchase prices and volumes purchased and costs related to
the Canadian operations acquired in fourth-quarter 2000. Also contributing to
the increases were higher variable compensation levels associated with improved
performance and higher impairment charges and guarantee loss accruals at Energy
Marketing & Trading. Partially offsetting these increases were lower fleet
management, retail natural gas, electric and propane costs following the sales
of these businesses in 1999.

Operating income increased $1.0 billion, or 97 percent, primarily
reflecting improved natural gas and electric power services margins and higher
per-unit natural gas liquids margins at Midstream Gas & Liquids, increased
transportation demand revenues and the net effect of reductions to rate refund
liabilities in 2000 over 1999, partially offset by higher variable compensation
levels and the higher impairment charges and guarantee loss accruals in 2000.
Included in operating income are general corporate expenses, which increased
$20.3 million, or 26 percent, and include $16.9 million and $10.8 million in
2000 and 1999, respectively, of general corporate costs that would have
otherwise been allocated to discontinued operations.

Interest accrued -- net increased $107 million, or 21 percent, due
primarily to the $72 million effect of higher borrowing levels combined with the
$51 million effect of higher average interest rates. These increases reflect the
higher levels of short-term borrowing towards the end of 2000. Investing income
(loss) increased $80.1 million due primarily to $32 million higher interest
income, $28 million from higher net earnings from equity investments and $18
million higher dividend income associated primarily with the Ferrellgas senior
common units.

Preferred returns and minority interest in income of consolidated
subsidiaries increased $19.8 million. The change is due primarily to the
preferred returns related to wWilliams obligated mandatorily redeemable preferred
securities of Trust issued in December 1999.

The provision for income taxes increased $396.1 million primarily due to
higher pre-tax income. The effective income tax rate in 2000 and 1999 exceeds
the federal statutory rate due primarily to the effects of state income taxes.

Loss from discontinued operations includes losses of $441.1 million and
$198.7 million related to WCG in 2000 and 1999, respectively, and after-tax
income of $40 million and $33.4 million related to Kern River in 2000 and 1999,
respectively. WCG's losses in 2000 include a $323.9 million estimated pre-tax
loss on disposal of a WCG segment that installs and maintains communications
equipment and network services. In January 2001, WCG approved a plan for the
disposal of its Solutions segment. Excluding the loss on disposal, WCG's pre-tax
loss decreased $19.6 million as compared to 1999. Revenues increased over 1999
due primarily to growth in voice and data services partially offset by lower
dark fiber revenue. WCG's expenses increased due primarily to the growth of
network operations and infrastructure. WCG had increased operating losses as a
result of providing customer services prior to completion of the new network,
higher depreciation and network lease expense as the network is brought into
service and higher selling, general and administrative expenses including costs
associated with infrastructure growth and improvement. WCG also had higher
interest expense as a result of increased debt levels in support of continued
expansion and new projects. WCG's increased operating losses were substantially
offset by higher investing income including a $214.7 million gain from the
conversion of WCG's common stock investment in Concentric Network Corporation
for common stock of X0 Communications, Inc. (formerly Nextlink Communications,
Inc.) pursuant to a merger of those companies in June 2000, net gains totaling
$93.7 million from the sale of certain marketable equity securities, a $16.5
million gain on the sale of a portion of the investment in ATL-Algar Telecom
Leste S.A. (ATL) and higher interest income. These were partially offset by
$34.5 million of losses related to write-downs of certain cost basis and equity
investments.

The $65.2 million 1999 extraordinary gain results from the sale of
wWilliams' retail propane business (see Note 7).
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RESULTS OF OPERATIONS -- SEGMENTS

williams is organized into three industry groups: Energy Marketing &
Trading, Gas Pipeline and Energy Services (includes Exploration & Production,
International, Midstream Gas & Liquids, Petroleum Services, and Williams Energy
Partners). wWilliams evaluates performance based upon segment profit (loss) from
operations (see Note 22).

On April 11, 2002, Williams Energy Partners acquired Williams Pipe Line, an
operation within the Petroleum Services segment. Accordingly, Williams Pipe
Line's results of operations have been transferred from the Petroleum Services
segment to the wWilliams Energy Partners segment. Also in the first quarter of
2002, management of APCO Argentina was transferred from the International
segment to the Exploration & Production segment to align exploration activities.
Prior period amounts have been restated to reflect these changes.

The following discussions relate to the results of operations of williams'
segments.

ENERGY MARKETING & TRADING

YEARS ENDED DECEMBER 31,

2001 2000 1999
(MILLIONS)
Segment reVENUES . . .ttt i i i $1,871.8 $1,572.6 $662.3
Segment profit...... ... $1,271.5 $1,007.9 $104.0

2001 vs. 2000

Energy Marketing & Trading's revenues increased by $299.2 million or 19
percent in 2001, due to a $411 million increase in risk management and trading
revenues, partially offset by a $112 million decrease in non-trading revenues.

The $411 million increase in risk management and trading revenues results
primarily from an increase in risk management activities surrounding Energy
Marketing & Trading's power tolling portfolio. As further discussed in Note 18
of the Notes to Consolidated Financial Statements, power tolling agreements
provide Energy Marketing & Trading the right, but not the obligation, to call on
the counterparty to convert natural gas to electricity at a predefined heat
conversion rate. Energy Marketing & Trading benefited from higher natural gas
and electric power services margins through the first quarter of 2001 from power
tolling agreements previously recognized in 2000. Energy Marketing & Trading,
through its origination of new contracts, executed several offsetting positions
throughout the year to mitigate declines in these margins that occurred
subsequent to the first quarter 2001. These new contracts consisted of full
requirements, load serving and power supply agreements and typically have terms
of up to 15 years (see Note 18). Execution of these contracts has the effect of
reducing the risk of future changes in natural gas and power prices within the
portfolio and also provides further insight into the prices for which third
parties are willing to exchange in illiquid periods. This additional insight
provides better information for the valuation of other existing contracts which
generally has the effect of increasing the value recognized on these existing
contracts. Subsequent to the execution of these origination transactions,
natural gas and power prices declined dramatically. As a result of Energy
Marketing & Trading's management strategies, this reduction had minimal impact
to the overall portfolio fair value. Also contributing to the increase in the
risk management and trading revenues during 2001 is an increase in successful
forward natural gas financial trading.

Through a variety of energy commodity and derivative contracts, Energy
Marketing & Trading has credit exposure to Enron and certain of its subsidiaries
which have sought protection from creditors under Chapter 11 of the U.S.
Bankruptcy Code. During fourth-quarter 2001, Energy Marketing & Trading recorded
a reduction in trading revenues of approximately $130 million through the
valuation of contracts with Enron. Approximately $91 million of this reduction
in value was recorded pursuant to events immediately proceeding and following
Enron's announced bankruptcy. At December 31, 2001, Williams has reduced its
exposure to accounts receivable from Enron, net of margin deposits, to expected
recoverable amounts.
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Additional discussion of the accounting for energy risk management and
trading activities at fair value is included in Note 1 of the Notes to
Consolidated Financial Statements and pages 99(b)-18 through 99(b)-24 of
Management's Discussion & Analysis of Financial Condition and Results of
Operations.

The $112 million decrease in non-trading revenues is due primarily to
declining prices on ethane and lower ethylene volumes and prices related to
marketing of products of a petrochemical plant acquired by wWilliams in early
1999. These decreases were partially offset by a $4 million increase in
non-trading power services revenues.

Costs and operating expenses decreased by $95 million, or 32 percent, due
primarily to lower ethane, propane, and olefin prices in 2001, partially offset
by higher cost of sales and operating expenses relating to the non-trading power
services activities. These variances are associated with the corresponding
changes in non-trading revenues discussed above.

Other (income) expense -- net in 2000 includes $47.5 million in guarantee
loss accruals and impairment charges (see Note 5), a $16.3 million impairment of
assets related to a distributed power generation business, and a $12.4 million
gain on the sale of certain natural gas liquids contracts. Included in 2001, is
a $13.3 million impairment of assets related to a terminated expansion project.

Segment profit increased $263.6 million due primarily to the $411 million
higher trading revenues discussed above and the effect of the $63.8 million of
guarantee loss accruals and impairment charges in 2000. Partially offsetting
these increases were $141 million higher selling, general and administrative
costs, $27 million lower margins from non-trading natural gas liquids
operations, a $23.3 million loss from the write-downs of marketable equity
securities and a cost-based investment (see Note 4), the $13.3 million
impairment of assets related to a terminated expansion project, and the $12.4
million effect of the 2000 gain on sale of certain natural gas liquids
contracts. The higher selling, general and administrative costs primarily
reflect $40 million of higher variable compensation levels associated with
improved operating performance, increased outside service costs, increased costs
as a result of additional staff, as well as $13 million of increased charitable
contributions to state universities, and $19 million of costs related to a
European trading and marketing office in London which began operations in 2001.

2000 vs. 1999

Energy Marketing & Trading's revenues increased $910.3 million, or 137
percent, due to a $1,071 million increase in trading revenues partially offset
by a $161 million decrease in non-trading revenues. The $1,071 million increase
in trading revenues is due primarily to higher natural gas and electric power
services margins. The higher gas and electric power services margins reflect the
benefit of price volatility and increased demand for ancillary services,
primarily in the western region of the United States, expanded price risk
management services including higher structured transactions margins, increased
overall market demand and increased trading volumes. The increased trading
volumes and price risk management services reflect the expansion of the power
trading portfolio to include an additional 2,350 megawatts from contracts giving
Energy Marketing & Trading the right to market combined capacity from three
power generating plants which were signed in late 1999 and early 2000. At
December 31, 2000, Energy Marketing & Trading had rights to market 7,000
megawatts of electric generation capacity for periods ranging from 15 to 20
years. Of the 7,000 megawatts, approximately 4,000 megawatts are from facilities
in California.

The $161 million decrease in non-trading revenues is due primarily to $226
million lower revenues following the sale of retail natural gas, electric and
propane businesses in 1999, partially offset by $19 million higher revenues from
a distributed power generation business that was transferred from Petroleum
Services during 2000 and $33 million higher natural gas liquids revenues
resulting from higher average sales prices and volumes attributable to marketing
the products of a petrochemical plant that was acquired by williams in early
1999.

Costs and operating expenses decreased $129 million, or 30 percent, due
primarily to lower natural gas, electric and propane cost of sales and operating
expenses of $112 million and $91 million, respectively, partially offset by $20
million higher cost of sales and operating expenses relating to the distributed
power
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generation business and $25 million higher natural gas liquids cost of sales
attributable to the petrochemical plant. These variances are associated with the
corresponding changes in non-trading revenues discussed above.

Other (income) expense -- net changed unfavorably from income of $23
million in 1999 to expense of $48 million in 2000. The expense for 2000 includes
$47.5 million of guarantee loss and impairment accruals (see Note 5) and a $16.3
million impairment of assets to fair value based on expected net proceeds
related to management's decision and commitment to sell its distributed power
generation business. Partially offsetting these 2000 charges was a $12.4 million
gain on the sale of certain natural gas liquids contracts. Other (income)
expense -- net in 1999 includes a $22.3 million gain on the sale of retail
natural gas and electric operations.

Segment profit increased $903.9 million, from $104 million in 1999 to
$1,007.9 million in 2000, due primarily to $1,073 million higher trading margins
primarily related to natural gas and electric power services. Partially
offsetting the higher margins were $66 million higher selling, general and
administrative costs, the $47.5 million guarantee loss and impairment accruals,
the $16.3 million impairment of the distributed power generation business, the
$22.3 million gain in 1999 on sale of retail natural gas and electric operations
and a $23 million lower contribution from retail natural gas, electric and
propane following the sale of those businesses in 1999. The higher selling,
general and administrative costs primarily reflect higher variable compensation
levels associated with improved operating performance, partially offset by $40
million of selling, general and administrative costs related to the retail
natural gas, electric and propane businesses sold in 1999.

Potential Impact of California Power Regulation and Litigation

At December 31, 2001, Energy Marketing & Trading had net accounts
receivable recorded of approximately $388 million for power sales to the
California Independent System Operator and the California Power Exchange
Corporation (CPEC). While the amount recorded reflects management's best
estimate of collectibility, future events or circumstances could change those
estimates. In March and April of 2001, two California power-related entities,
the CPEC and Pacific Gas and Electric Company (PG&E), filed for bankruptcy under
Chapter 11. On September 20, 2001, PG&E filed a reorganization plan as part of
its Chapter 11 bankruptcy proceeding that seeks to pay all of its creditors in
full. California utility regulators agreed on October 2, 2001, to a settlement
in which a Edison International unit, Southern California Edison, will repay its
back debt out of existing rates by 2005. The agreement settles a federal-court
lawsuit in which the utility sought to force the California Public Utilities
Commission to raise rates and allows the utility to recover an estimated $3
billion in back debt. Both the reorganization plan and the settlement agreement
are subject to current challenges, further legal proceedings and regulatory
approvals. Williams does not believe its credit exposure to these utilities will
result in a materially adverse effect on its results of operations or financial
condition.

As discussed in Rate and Regulatory Matters and Related Litigation in Note
19 of the Notes to Consolidated Financial Statements, the FERC and the DOJ have
issued orders or initiated actions which involve Williams Energy Marketing &
Trading related to California and the western states electric power industry. In
addition to these federal agency actions, a number of federal and state
initiatives addressing the issues of the California electric power industry are
also ongoing and may result in restructuring of various markets in California
and elsewhere. Discussions in California and other states have ranged from
threats of re-regulation to suspension of plans to move forward with
deregulation. Allegations have also been made that the wholesale price increases
resulted from the exercise of market power and collusion of the power generators
and sellers, such as wWilliams. These allegations have resulted in multiple state
and federal investigations as well as the filing of class-action lawsuits in
which williams is a named defendant (see Other Legal Matters in Note 19). Most
of these initiatives, investigations and proceedings are in their preliminary
stages and their likely outcome cannot be estimated. There can be no assurance
that these initiatives, investigations and proceedings will not have an adverse
effect on Williams' results of operations or financial condition.
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GAS PIPELINE

YEARS ENDED DECEMBER 31,

2001 2000 1999
(MILLIONS)
SEOMENT FEVENUES . « vttt vttt ettt it anee e nnnees $1,584.8 $1,729.8 $1,672.3
Segment profit. ... ... e $ 619.6 $ 637.1 $ 598.2

2001 vs. 2000

Gas Pipeline's revenues decreased $145 million, or 8 percent, due primarily
to the effect of a $74 million reduction of rate refund liabilities in 2000
following the settlement of prior rate proceedings, $72 million lower gas
exchange imbalance settlements (offset in costs and operating expenses), $11
million lower recovery of tracked costs which are passed through to customers
(offset in general and administrative expenses), and $10 million lower
transportation revenues at Texas Gas due primarily to turnback capacity
remarketed at discounted rates and for shorter contracted terms. Partially
offsetting these decreases were $13 million higher gas transportation demand
revenues as a result of new expansion projects and new rates on the Transco
system and $9 million higher revenues from a liquefied natural gas storage
facility acquired in June 2000.

Costs and operating expenses decreased $84 million, or 10 percent, due
primarily to the $72 million lower gas exchange imbalance settlements (offset in
revenues), $15 million resulting from the FERC's approval for recovery of fuel
costs incurred in prior periods by Transco, and $6 million of accruals for gas
exchange imbalances in 2000. Partially offsetting these decreases was $16
million in higher depreciation expense due to increased property, plant &
equipment placed into service during 2001.

General and administrative costs decreased $23 million resulting primarily
from lower tracked costs which are passed through to customers (offset in
revenues) and costs in 2000 related to the headquarters consolidation of two of
the gas pipelines.

Other (income) expense -- net for the year ended December 31, 2001, within
segment costs and expenses includes a $27.5 million pre-tax gain from the sale
of Williams' limited partnership interest in Northern Border Partners L.P. and a
$3 million insurance settlement in 2001 for storage gas losses. Also included is
an $18 million charge resulting from an unfavorable court decision in one of
Transco's royalty claims proceedings (an additional $19 million is included in
interest expense).

Segment profit decreased $17.5 million due primarily to the lower revenues
discussed previously, partially offset by the lower costs and operating
expenses, the items discussed previously in other (income) expense -- net, a $19
million increase in equity investment earnings from pipeline joint venture
projects and the lower general and administrative expenses. The increase in
equity investment earnings reflects $13 million from new projects which are
primarily comprised of interest capitalized on internally generated funds as
allowed by the FERC and a $6 million increase from earnings on existing
projects.

2000 vs. 1999

Gas Pipeline's revenues increased $57.5 million, or 3 percent, due
primarily to $74 million of rate refund liability reductions associated mainly
with a favorable FERC order received in March 2000 by Transco related to the
rate-of-return and capital structure issues in a regulatory proceeding. Revenues
also increased due to $68 million higher gas exchange imbalance settlements
(offset in costs and operating expenses), $23 million higher transportation
demand revenues at Transco and $14 million higher storage revenues. Partially
offsetting these increases were $66 million of reductions to rate refund
liabilities in 1999 by four of the gas pipelines resulting primarily from second
and fourth-quarter 1999 regulatory proceedings and $57 million lower
reimbursable costs passed through to customers (offset in costs and operating
expenses).

Segment profit increased $38.9 million, or 7 percent, due to $23 million
higher transportation demand revenues at Transco, $18 million higher equity
investment earnings from pipeline joint venture projects, the $8 million net
effect of rate refund liability reductions discussed above and $3 million lower
general and administrative expenses. The lower general and administrative costs
reflect lower professional services costs
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associated with year 2000 compliance work, efficiencies realized from the
headquarters consolidation of two of the pipelines and other cost reduction
initiatives and the effect of a $2.3 million accrual in 1999 for damages
associated with two pipeline ruptures in the northwest, partially offset by
expenses related to the headquarters consolidation and higher charitable
contributions in 2000. Partially offsetting the segment profit increases were
$15 million higher depreciation expense primarily due to increased property,
plant and equipment, and $6 million of accruals for gas exchange imbalances.

ENERGY SERVICES

EXPLORATION & PRODUCTION

YEARS ENDED DECEMBER 31,

2001 2000 1999
(MILLIONS)
SEOMENE FBVENUES .« vt vttt e e e e e s $605.5 $324.5  $209.5
Segment profit...... .o e $228.8 $ 83.8 $ 47.5

2001 vs. 2000

Exploration & Production's revenues increased $281 million, or 87 percent,
due primarily to $263 million higher domestic production revenues including $119
million from increased net realized prices for production (including the effect
of hedge positions) and $144 million associated with an increase in net volumes
from domestic production. Approximately $115 million of the $144 million
increase relates to volumes associated with Barrett, which became a consolidated
entity on August 2, 2001. Approximately 75 percent of domestic production in
2001 was hedged. Exploration & Production has entered into contracts that hedge
approximately 79 percent of projected 2002 domestic natural gas production.
These hedges are entered into with Energy Marketing & Trading which in turn,
enters into offsetting derivative contracts with unrelated third parties. Energy
Marketing & Trading bears the counterparty performance risks associated with
unrelated third parties. During 2001, a portion of the external derivative
contracts were with Enron, which filed for bankruptcy in December 2001. As a
result, the contracts were effectively liquidated as a result of contractual
terms about bankruptcy and Energy Marketing & Trading recorded estimated charges
for the credit exposure. Under accounting guidance, the other comprehensive
income related to a terminated contract remains in accumulated other
comprehensive income and is recognized as the underlying volumes are produced.
At December 31, 2001, approximately $80 million related to Enron was reflected
in accumulated other comprehensive income. Energy Marketing & Trading has
entered into derivative contracts to replace those contracts that were
terminated during the year. At December 31, 2001, the contracted future hedges
are at prices that averaged above the spot market, resulting in an unrealized
gain of $331 million (including the $80 million previously discussed) reflected
in other comprehensive income. Revenues from domestic gas management activities
increased $14 million. Domestic gas management revenues consist primarily of
marketing activities within the Exploration & Production segment that are not a
direct part of the results of operations for producing activities. Those
non-producing activities include acquisition and disposition of other working
interest and royalty interest gas and the movement of gas from the wellhead to
the tailgate of the respective plants for sale to Energy Marketing & Trading or
third parties.

Segment costs and operating expenses increased $139 million, including a
$24 million increase in selling, general and administrative expense. Segment
costs and operating expenses increased due primarily to costs related to Barrett
operations, comprised primarily of depreciation, depletion and amortization,
lease operating expenses and gas management costs. In addition to the increase
as a result of the Barrett acquisition, the higher segment costs and operating
expenses reflect $10 million higher lease operating expenses, $8 million higher
domestic depreciation, depletion and amortization expenses and $6 million higher
production-related taxes. Other income (expense) -- net in 2000 includes a $6
million impairment charge for certain gas producing properties. The charge
represented the impairment of these held for sale assets to fair value based on
expected net proceeds. These properties were sold in March 2001.
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Segment profit increased $145 million due primarily to the higher domestic
production revenues in excess of costs. A major portion of this increase can be
attributed to the Barrett acquisition. In addition, segment profit included $9
million in equity earnings from the 50 percent investment in Barrett held by
wWilliams for the period from June 11, 2001 through August 2, 2001, partially
offset by $6 million lower equity earnings from an Argentina oil and gas
investment.

2000 vs. 1999

Exploration & Production's revenues increased $115 million, or 55 percent,
due primarily to $65 million from increased average domestic natural gas sales
prices (net of the effect of hedge positions), $35 million associated with
increases in both company-owned domestic production volumes and marketing
volumes from the wWilliams Coal Seam Gas Royalty Trust and royalty interest
owners and an $8 million contribution in first-quarter 2000 of domestic oil and
gas properties acquired in April 1999. Additionally, oil and gas exploration
operations in Argentina had $11 million higher revenues. Exploration &
Production hedged approximately 50 percent of domestic production in 2000.

Other (income) expense -- net in 2000 includes a $6 million impairment
charge relating to management's decision to sell certain domestic gas producing
properties. The charge represents the impairment of the assets to fair value
based on expected net proceeds. Other (income) expense -- net in 1999 includes a
$14.7 million gain from the sale of certain interests in domestic gas producing
properties which contributed $2 million to segment profit in 1999 and a $7.7
million gain from the sale of certain other domestic properties.

Segment profit increased $36.3 million, or 76 percent, due primarily to the
higher domestic revenues discussed previously, partially offset by $43 million
higher domestic gas purchase costs related to the marketing of natural gas from
the williams Coal Seam Gas Royalty Trust and royalty interest owners, $22
million of gains on sales of domestic assets in 1999, $10 million higher
domestic production-related taxes and the $6 million impairment charge in 2000.
Also contributing to the increase was an $8 million increase in operating income
from Argentina activities and $6 million higher equity earnings from an
Argentina oil and gas investment.

INTERNATIONAL
YEARS ENDED DECEMBER 31,
2001 2000 1999
"""" (MILLTONS)
SEgMENE FBVENUES . « vt vttt e $ 133.1 $ 73.8 $ 53.1
Segment 10SS. . ittt e e e e $(182.9) $ (7.3) $(11.6)

2001 vs. 2000

International's revenues increased $59.3 million, or 80 percent, due
primarily to $32 million of revenue from a new gas compression facility in
Venezuela which began operations in August 2001 and $21 million of revenue from
Colorado soda ash mining operations which began production in fourth-quarter
2000.

Costs and operating expenses increased $63 million, due primarily to $52
million related to soda ash mining operations and $13 million related to the new
gas compression facility in Venezuela.

In fourth-quarter 2001, a $170 million impairment charge was recorded
related to the Colorado soda ash mining operations. The facility experienced
higher than expected construction costs and implementation difficulties through
December 2001. As a result, an impairment of the assets based on management's
estimate of the fair value was recorded in fourth-quarter 2001. Management's
estimate was based on the present value of discounted future cash flows. In
addition, management engaged an outside business consulting firm during
fourth-quarter 2001 to provide further information to be utilized in
management's estimation. Future events and the use of different judgments and/or
assumptions could result in the recognition of a different level of impairment
charge.
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Segment loss increased $175.6 million primarily due to the $170 million
impairment of the soda ash mining facility mentioned above as well as additional
losses from soda ash mining operations of $31 million, both of which are
attributable to the operational and implementation complications since
production began in late 2000. Equity losses increased $5 million due to an $8
million increase in equity losses from the Lithuanian refinery, pipeline and
terminal investment, partially offset by $3 million of equity earnings on an
investment in a natural gas liquids (NGL) extraction and processing joint
venture acquired in 2001. The Lithuanian refinery, pipeline and terminal
investment continued to be challenged by a lack of market-priced crude oil
supplies in the first-half of 2001. Additionally, a decrease in refinery crack
spreads on the world market significantly contributed to the losses in 2001.
Slightly offsetting these losses was an $18 million increase from a new
Venezuelan gas compression facility which began operations in third-quarter
2001.

2000 vs. 1999

International's revenues increased $20.7 million, or 39 percent, due
primarily to $17 million higher Venezuelan gas compression revenues reflecting
higher volumes in 2000 following operational problems experienced in
first-quarter 1999.

Costs and operating expenses increased $15 million due primarily to $8
million related to soda ash mining operations which began in fourth-quarter 2000
and $5 million higher costs related to a Venezuelan gas compression facility.

Segment loss decreased $4.3 million due primarily to $14 million from
increased operating income from Venezuelan gas compression operations, partially
offset by a $7 million operating loss related to soda ash mining operations and
$1 million higher international equity investment losses. The $1 million higher
international equity investment losses were due primarily to a Lithuanian
refinery, pipeline and terminal investment acquired in fourth-quarter 1999,
which continued to be challenged in obtaining market-priced crude oil supplies
and had not yet consummated any long-term contracts, substantially offset by a
change in accounting for an equity investment to a cost basis investment
following a reduction of management influence.

MIDSTREAM GAS & LIQUIDS

YEARS ENDED DECEMBER 31,

2001 2000 1999
(MILLIONS)
SEgMENE FBVENUES . « v vttt e e e e $1,922.4 $1,514.7 $1,030.4
Segment profit...... ..o $ 221.6 $ 297.9 $ 223.9

2001 vs. 2000

Midstream Gas & Liquids' revenues increased $407.7 million, or 27 percent,
due primarily to $564 million in revenues for the first three quarters of 2001
from Canadian operations that were acquired in October 2000. The $564 million of
increased revenues from Canadian operations consists primarily of $270 million
of natural gas liquids sales from processing activities, $205 million of natural
gas liquids sales from fractionation activities, and $81 million of processing
revenues. Canadian revenues decreased $57 million for the comparable periods of
2001 and 2000 due primarily to natural gas liquids product sales price decline.
Domestic natural gas liquids revenues decreased $116 million including $78
million from 15 percent lower volumes sold and $38 million due to lower average
natural gas liquids sales prices. The 15 percent decrease in volumes sold is due
primarily to less favorable processing economics. Domestic gathering revenues
increased $11 million due primarily to higher volumes related to recent asset
acquisitions in the Gulf Coast area.

Costs and operating expenses increased $456 million to $1.6 billion, due
primarily to $549 million of costs and operating expenses related to the
Canadian operations for the first three quarters of 2001 and $26 million higher
domestic general operating and maintenance cost, partially offset by $58 million
lower Canadian costs and operating expenses for the comparable periods of 2001
and 2000 due to lower shrink gas replacement costs, $38 million lower domestic
shrink gas replacement costs, the effect in 2000 of $12 million of losses
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associated with certain propane storage transactions and $6 million lower
domestic power costs related to the natural gas liquids pipelines.

General and administrative expenses decreased $2 million, or 2 percent, due
primarily to $12 million of reorganization and early retirement costs incurred
in 2000, substantially offset by $11 million of general and administrative
expenses related to the Canadian operations for the first three quarters of
2001.

Included in other (income) expense -- net within segment costs and expenses
for 2001 is $13.8 million of impairment charges related to management's 2001
decisions and commitments to sell certain south Texas non-regulated gathering
and processing assets. The $13.8 million in impairment charges represent the
impairment of the assets to fair value based on expected proceeds from the
sales. These sales closed during first-quarter 2002.

Segment profit decreased $76.3 million, or 26 percent, due primarily to $54
million from lower average per-unit domestic natural gas liquids margins and $22
million from decreased domestic natural gas liquids volumes sold, $26 million
higher domestic operating and maintenance costs, $13.8 million due to the
impairment charge discussed above and $13 million higher losses from equity
investments. Partially offsetting these decreases to segment profit were $14
million lower domestic general and administrative expenses, $11 million higher
domestic gathering revenues, $12 million of losses associated with certain
propane storage transactions during 2000 and $6 million lower domestic power
costs related to the natural gas liquids pipelines.

2000 vs. 1999

Midstream Gas & Liquids' revenues increased $484.3 million, or 47 percent,
due primarily to $267 million higher natural gas liquids sales from processing
activities and $183 million in revenues from Canadian operations purchased in
October 2000. The liquids sales increase reflects $172 million from a 49 percent
increase in average natural gas liquids sales prices and $95 million from a 37
percent increase in volumes sold. The increase in natural gas liquids sales
volumes result from improved liquids market conditions in 2000 and a full year
of results from a plant that became operational in June 1999. The $183 million
of revenues from the Canadian operations consist primarily of $165 million in
natural gas liquids sales and $15 million of processing revenues. In addition,
revenues increased due to $25 million higher natural gas liquids pipeline
transportation revenues associated with increased shipments following improved
market conditions and the completion of the Rocky Mountain liquids pipeline
expansion in November 1999.

Costs and operating expenses increased $412 million, or 60 percent, due
primarily to the $183 million of expenses related to the Canadian operations,
$147 million higher liquids fuel and replacement gas purchases, $17 million
higher power costs related to the natural gas liquids pipeline, $17 million in
higher gathering and processing fuel costs due to increased natural gas prices
and a full year of operation for two processing facilities, $15 million higher
transportation, fractionation, and marketing expenses related to the higher
natural gas liquid sales, $14 million higher depreciation expense, and $12
million of losses associated with certain propane storage transactions.

General and administrative expenses increased $11 million, or 11 percent,
due primarily to $12 million of reorganization costs and $3 million associated
with the Canadian operations purchased in 2000. The $12 million of
reorganization costs relate to the reorganization of Midstream's operations
including the consolidation in Tulsa of certain support functions previously
located in Salt Lake City and Houston. In connection with this, williams offered
certain employees enhanced retirement benefits under an early retirement
incentive program in first-quarter 2000, and incurred severance, relocation and
other exit costs.

Segment profit increased $74 million, or 33 percent, due primarily to $81
million from higher per-unit natural gas liquids margins, $24 million from
increased natural gas liquids volumes sold, $8 million lower equity investment
losses mainly from the Discovery Pipeline project and $6 million from the
natural gas liquids pipeline. Partially offsetting these increases to segment
profit were $14 million higher depreciation expense, $17 million higher
gathering and processing fuel costs, $12 million of propane storage losses and
$11 million higher general and administrative expenses.
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PETROLEUM SERVICES

YEARS ENDED DECEMBER 31,

2001 2000 1999
(MILLIONS)
SEOMENT FEVENUES . « vttt v vttt e i it nnnnes $5,091.6 $4,305.5 $2,715.3
Segment profit...... ... i e $ 202.7 $ 93.4 $ 67.4

Effective February 2001, management of refined product sales activities
surrounding certain terminals throughout the United States was transferred to
Petroleum Services from Energy Marketing & Trading (see Note 1). The sales
activity was previously included in the trading portfolio of Energy Marketing &
Trading and was therefore reported net of related cost of sales along with other
refined product trading gains and losses within Energy Marketing & Trading prior
to February 2001. After the transfer of management of these activities to
Petroleum Services, these sales activities are reported "gross" within the
Petroleum Services segment. Energy Marketing & Trading's revenues for the year
ended December 31, 2000 includes approximately $582 million for both the sales
and cost of sales related to this activity.

2001 vs. 2000

Petroleum Services' revenues increased $786.1 million, or 18 percent, and
includes an increase to Petroleum Services' total revenues of $184 million as a
result of lower intra-segment sales, which are eliminated, by refining and
marketing to the travel centers/convenience stores. Additionally, revenues
increased due to $596 million higher refining and marketing revenues partially
offset by $60 million lower travel center/convenience store sales. The $596
million increase in refining and marketing revenues includes the $582 million
impact discussed above and $340 million resulting from a 9 percent increase in
refined product volumes sold, partially offset by $325 million from 8 percent
lower average refined product sales prices. The $60 million decrease in travel
center/convenience store sales reflects $223 million increase in revenues
related to travel centers and Alaska convenience stores offset by a $283 million
decrease in revenues related to the 198 convenience stores sold in May 2001. The
$223 million increase in revenues of the travel centers and Alaska convenience
stores reflects $243 million from a 31 percent increase in gasoline and diesel
sales volumes and $41 million higher merchandise sales, partially offset by $61
million lower average diesel and gasoline sales prices. During 2001, Williams
opened 12 travel centers. Previously announced plans to add 12 additional stores
were deferred while a focus is placed on improving operating efficiencies and
profitability at existing stores. In addition, revenues increased due to $99
million higher bio-energy sales reflecting increases in ethanol volumes sold and
average ethanol sales prices and $28 million higher revenues from wWilliams' 3.1
percent undivided interest in Trans-Alaska Pipeline System (TAPS) acquired in
late June 2000. Slightly offsetting these increases were $15 million lower
revenues related to the petrochemical plant (0lefins) due to a plant turnaround
in first-quarter 2001 and curtailed production.

Costs and operating expenses increased $741 million, or 18 percent, and
include a $184 million increase in costs due to lower intra-segment purchases,
which are eliminated. Additionally costs and operating expenses increased due to
$526 million higher refining and marketing costs, partially offset by $29
million lower travel center/convenience store costs. The $526 million increase
in refining and marketing costs includes the $582 million impact of the transfer
of management from Energy Marketing & Trading to Petroleum Services discussed
above, a $296 million increase in the cost of refined product purchased for
resale and $17 million increase in other operating costs at the refineries,
partially offset by a $369 million decrease from lower crude supply cost and
other per unit cost of sales from the refineries. The refining and marketing
costs include the impact of price risk management activities that are used to
manage the economic exposure of fluctuations in commodity prices of crude oil
and refined products. The $29 million decrease in travel center/convenience
store costs reflects a $282 million decrease in costs related to the 198
convenience stores sold in May 2001, partially offset by a $253 million increase
in costs related to travel centers and Alaska convenience stores. The $253
million increase in costs for the travel centers and Alaska convenience stores
reflect $230 million from increased diesel and gasoline sales volumes, $60
million from higher store operating costs and $26 million higher merchandise
costs, partially offset by $63 million lower gasoline and diesel purchase
prices. In addition, costs and operating expenses increased due to $95 million
higher bio-energy costs of sales.
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Included in other (income) expense -- net within segment costs and expenses
for 2001, is a $75.3 million gain from the sale of 198 convenience stores,
primarily in the Tennessee metropolitan areas of Memphis and Nashville. Also
included in other (income) expense -- net within segment costs and expenses in
2001 is a total of $14.7 million in loss accruals and impairment charges related
to certain travel centers. This amount includes the estimated liability
associated with the residual value guarantee of certain travel centers under an
operating lease and the impairment of certain other travel centers to fair value
based on management's estimate. Assessments for potential impairments are done
on a store by store basis. Also included in other (income) expense -- net within
segment costs and expenses in 2001 and 2000 are impairment charges of $12.1
million and $11.9 million, respectively, related to an end-to-end mobile
computing systems business. The impairment charges result from management's
decision in 2000 to sell certain of its end-to-end mobile computing systems and
represents the impairment of the assets to fair value based on expected net
sales proceeds, as revised. Other (income) expense -- net within segment costs
and expenses in 2000 also included a $7 million write-off of a retail software
system.

Segment profit increased $109.3 million, or 117 percent, due primarily to
an increase of $71 million from refining and marketing operations and $17
million from wWilliams interest in TAPS acquired in late June 2000. In addition,
segment profit increased due to a $75.3 million gain on the sale of convenience
stores in May 2001. Partially offsetting these increases were a $32 million
increase in operating losses from the travel centers and Alaska convenience
stores, the $14.7 million in loss accruals and impairment charges related to
certain travel centers and $17 million lower operating profit from activities at
the petrochemical plant as revenues decreased due to plant turnaround and
curtailed production without a corresponding decrease in cost.

2000 vs. 1999

Petroleum Services' revenues increased $1,590.2 million, or 59 percent, due
primarily to $1,376 million higher refinery revenues (including $240 million
higher intra-segment sales to the travel centers/convenience stores which are
eliminated) and $455 million higher travel center/convenience store sales. The
$1,376 million increase in refinery revenues reflects $1,113 million from 59
percent higher average refined product sales prices and $263 million from a 16
percent increase in refined product volumes sold. The increase in refined
product volumes sold follows refinery expansions and improvements in mid-to-late
1999 and May 2000 which increased capacity. The $455 million increase in travel
center/convenience store sales reflects $260 million from 32 percent higher
average gasoline and diesel sales prices, $171 million primarily from a 64
percent increase in diesel sales volumes and $24 million higher merchandise
sales. The increase in diesel sales volumes and the higher merchandise sales
reflect the opening of eight new travel centers since fourth-quarter 1999.
Slightly offsetting these increases were $91 million lower fleet management
revenues following the sale of a portion of such operations in late 1999, $21
million lower distribution revenues due to a reduction of a propane trucking
operation and $16 million lower pipeline construction revenues following
substantial completion of the Longhorn pipeline project.

In December 2000, Williams signed an agreement to sell 198 of its
convenience stores, primarily in the Tennessee metropolitan areas of Memphis and
Nashville. Revenues related to these convenience stores for 2000 and 1999 were
$466 million and $453 million, respectively. The sale closed in May 2001.

Costs and operating expenses increased $1,538 million, or 60 percent, due
primarily to $1,349 million higher refining costs and $470 million higher travel
center/convenience store costs (including $240 million higher intra-segment
purchases from the refineries which are eliminated). The $1,349 million increase
in refining costs reflects $1,088 million from higher crude supply costs and
other related per-unit cost of sales, $221 million associated with increased
volumes sold and $40 million higher operating costs at the refineries. The $470
million increase in travel center/convenience store costs includes $273 million
from higher average gasoline and diesel purchase prices, $159 million primarily
from increased diesel sales volumes and $38 million higher store operating
costs. Slightly offsetting these increases were $101 million lower fleet
management operating costs following the sale of a portion of such operations in
late 1999, $18 million lower cost of distribution activities following a
reduction of a propane trucking operation and $14 million lower pipeline
construction costs following substantial completion of the Longhorn pipeline
project.
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Other (income) expense -- net for 2000 includes a $11.9 million impairment
charge related to end-to-end mobile computing systems and a $7 million write-off
of a retail software system. The impairment charge results from management's
decision to sell certain of its end-to-end mobile computing systems and
represents the impairment of the assets to fair value based on expected net
sales proceeds.

Segment profit increased $26 million, or 39 percent, due primarily to $42
million from increased refined product volumes sold and $25 million from
increased per-unit refinery margins, partially offset by $40 million higher
operating costs at the refineries. In addition, segment profit increased $18
million from bio-energy operations primarily reflecting increased ethanol sales
prices and volumes, $10 million from the absence of certain fleet management
losses in 2000, $8 million from williams' interest in the TAPS acquired in late
June 2000 and $8 million from activities at the petrochemical plant acquired in
March 1999. Partially offsetting these increases to segment profit was a lower
contribution from the travel centers/convenience stores which had $38 million
higher operating costs partially offset by a $24 million increase in gross
profit on merchandise sales. In addition, segment profit in 2000 was decreased
by $8 million higher selling, general and administrative expense and the $19
million unfavorable change in other (income) expense -- net discussed
previously.

WILLIAMS ENERGY PARTNERS

YEARS ENDED DECEMBER 31,

2001 2000 1999
(MILLIONS)
SEOMENT FEVENUES . « ottt ettt et ittt nnns $402.5 $373.0  $316.1
Segment profit...... ... $101.2 $104.2 $106.7

2001 vs. 2000

wWilliams Energy Partners' revenues increased $29.5 million due primarily to
higher revenues from the petroleum products transportation activities, the
acquisition of a marine terminal facility in September 2000 and higher revenues
and rates from the storage of petroleum products at the Gulf Coast marine
facilities. Segment profit decreased $3 million due primarily to higher
operating costs corresponding with the revenue increase discussed above and
higher general and administrative expenses.

2000 vs. 1999

wWilliams Energy Partners' revenues increased $56.9 million due primarily to
higher revenues from the petroleum products transportation activities, the
acquisition of three Gulf Coast marine facilities in August 1999, one inland
terminal in March 2000, and another marine terminal in September 2000. Operating
costs and selling, general and administrative expenses increased $48 million and
$4 million respectively, due primarily to higher costs related to transportation
activities and the five terminals acquired as discussed above. Segment profit
decreased $2.5 million due primarily to a $6.5 million favorable effect of
settlement of transportation pipeline rate case issues included in 1999,
substantially offset by the profit generated from the new terminals.
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FAIR VALUE OF ENERGY RISK MANAGEMENT AND TRADING ACTIVITIES

As more thoroughly described in Note 1 of the Notes to Consolidated
Financial Statements, energy and energy-related contracts are valued at fair
value and, with the exception of certain commodity inventories, are recorded in
current and noncurrent energy risk management and trading assets and liabilities
in the Consolidated Balance Sheet. Fair value of energy and energy-related
contracts is determined based on the nature of the transaction and market in
which transactions are executed. Certain transactions are executed in
exchange-traded or over-the-counter markets for which quoted prices in active
periods exist. Transactions are also executed in exchange-traded or
over-the-counter markets for which quoted market prices may exist, however, the
market may be inactive and price transparency is limited. Certain transactions
are executed for which quoted market prices are not available.

METHODS OF ESTIMATING FAIR VALUE
Quoted prices in active markets

Quoted market prices for varying periods in active markets are readily
available for valuing forward contracts, futures contracts, swap agreements and
purchase and sales transactions in the commodity markets in which Energy
Marketing & Trading transacts. These prices reflect the economic and regulatory
conditions that currently exist in the market place and are subject to change in
the near term due to changes in future market conditions. The availability of
quoted market prices in active markets varies between periods and commodities
based upon changes in market conditions.

Quoted prices and other external factors in less active markets

For contracts or transactions extending into periods for which actively
quoted prices are not available, Energy Marketing & Trading estimates energy
commodity prices in these illiquid periods by incorporating information about
commodity prices in actively quoted markets, quoted prices in less active
markets, and other market fundamental analysis. While an active market may not
exist for the entire period, quoted prices can generally be obtained for natural
gas and power through 2008, crude and refined products through 2004, and natural
gas liquids through 2003. Prices reflected in current transactions executed by
Energy Marketing & Trading are used to further validate the estimates of these
prices.

Models and other valuation techniques

Contracts for which quoted market prices are not available primarily
include transportation, storage, full requirements, load serving and power
tolling contracts (energy-related contracts). A description of these contracts
is included in Note 18 of the Notes to Consolidated Financial Statements. Energy
Marketing & Trading estimates fair value using models and other valuation
techniques that reflect the best available information under the circumstances.
The valuation techniques incorporate option pricing theory, statistical and
simulation analysis, present value concepts incorporating risk from uncertainty
of the timing and amount of estimated cash flows and specific contractual terms.
Factors utilized in the valuation techniques include quoted energy commodity
market prices, estimates of energy commodity market prices in the absence of
quoted market prices, the risk-free market discount rate, volatility factors
underlying the positions, estimated correlation of energy commodity prices,
contractual volumes, estimated volumes, liquidity of the market in which the
contract is transacted and a risk premium that market participants would
consider in their determination of fair value. Although quoted market prices are
not available for these energy-related contracts themselves, quoted market
prices for the underlying energy commodities are a significant component in the
valuation of these contracts.

Each of the methods discussed above also include counterparty performance
and credit consideration in the estimation of fair value.
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The chart below reflects the fair value of Energy Marketing & Trading's
energy risk management and trading contracts at December 31, 2001 by valuation
methodology and the year in which the recorded fair value is expected to be
realized.

PERIOD FAIR VALUE IS EXPECTED TO BE REALIZED IN CASH

VALUATION METHOD: 2002 2003-2004 2005-2006 2007-2011 2012+ TOTAL

(MILLIONS)

Based upon quoted prices in
active markets and quoted
prices and other external
factors in less active

markets(1)...ovovvviiinnnnn $757 $316 $345 $363 $ 18 $1,799
Based upon models and other

valuation techniques(2)....... 231 12 (19) 50 188 462
Total(3) .t $988 $328 $326 $413 $206

% of fair value to be realized
by period..........coiiiiiiinn 44% 15% 14% 18% 9% 100%

(1) A significant portion of the value expected to be realized relates to a
contract within the California power market. The terms of this contract
provide for the sale of power at prices ranging from $62.50 to $87.00 per
megawatt hour over a ten-year period at variable volumes up to 1,400
megawatts per hour.

(2) Quoted market prices of the underlying commodities are a significant factor
in the estimate of fair value.

(3) Approximately $1.1 billion of the value expected to be realized through 2010
has been managed in a manner whereby offsetting fixed price energy and
energy-related contracts mitigate the exposure to changes in fair value
resulting from future changes in commodity prices.

SIGNIFICANT ESTIMATES AND ASSUMPTIONS USED IN THE VALUATION ESTIMATION PROCESS

Estimates of fair value for long-term energy and energy-related contracts
are most significantly impacted by management's estimates and assumptions in the
illiquid periods. However, the impact of these estimates and assumptions on the
fair value of contracts is reduced to the extent Energy Marketing & Trading has
managed the portfolio by executing offsetting fixed price energy and
energy-related contracts to mitigate exposure in the portfolio to changes in
fair value resulting from future changes in commodity prices.

The most significant estimates and assumptions include:

- Estimates of natural gas and power market prices in illiquid periods;

- Estimates of volatility and correlation of natural gas and power prices;
- Estimates of risk inherent in estimating cash flows; and

- Estimates and assumptions regarding counterparty performance and credit
considerations.

Estimates of natural gas and power market prices in illiquid periods

Natural gas and power prices are the most significant commodity prices
impacting the fair value of Energy Marketing & Trading contracts at December 31,
2001. In estimating natural gas and power prices during illiquid periods, Energy
Marketing & Trading includes factors such as quoted market prices, prices of
current market transactions and market fundamental analysis. Market fundamental
analysis incorporates the most recent market data from industry publications,
regulatory publications, existing and forecasted electricity generation
capacity, natural gas reserve data, alternative fuel source availability,
weather patterns and other indicative information supporting supply and demand
relationships. These estimated market prices are highly dependent upon actively
quoted market prices for natural gas and power, current economic and regulatory
conditions, as well as, information supporting future conditions that would
affect the supply and demand relationships.
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As new information is obtained about market prices during illiquid periods,
Energy Marketing & Trading incorporates this information in its estimates of
market prices. Such new information includes additional executed transactions
extending into these periods. These transactions give insight into the market
prices for which market participants are willing to buy or sell in arms-length
transactions.

Estimation of volatility and correlation of natural gas and power prices

Volatility of natural gas and power prices represents a significant
assumption in the determination of fair value of contracts that contain
optionality and whose fair value is estimated using option-pricing models.
Correlation of natural gas and power prices represents a significant assumption
in the determination of fair value of contracts that contain optionality and
involve multiple commodities and whose fair value is estimated using
option-pricing models. Volatility and correlation can be implied from option
based market transactions during periods when quoted market prices exist for
natural gas and power. Volatility and correlation is estimated in periods during
which quoted market prices are not available through quantitative analysis of
historical volatility patterns of the commodities, expected future changes in
estimated natural gas and power prices, and market fundamental analysis.
Estimates of volatility and correlation significantly impact the estimation of
fair value for all periods in which the contract is valued using option-pricing
models.

Estimates of risk inherent in estimating cash flows

Risk inherent in estimating cash flows represents the uncertainty of events
occurring in the future which could ultimately affect the realization of cash
flows. Energy Marketing & Trading estimates the risk active market participants
would include in the price exchanged in an arms-length transaction in the
estimation of fair value for each contract. Energy Marketing & Trading estimates
risk utilizing the capital asset pricing theory in the estimation of fair value
of energy-related contracts. The capital asset pricing theory considers that
investors require a higher return for contracts perceived to embody higher risk
of uncertainty in the market. This risk is most significant in illiquid periods
and markets. Factors affecting the estimate of risk include liquidity of the
market in which the contract is executed, ability to transact in future periods,
existence of similar transactions in the market, uncertainty of timing and
amounts of cash flows, and market fundamental analysis.

Estimates and assumptions regarding counterparty performance and credit
considerations

Energy Marketing & Trading includes in its estimate of fair value for all
contracts an assessment of the risk of counterparty non-performance. Such
assessment considers the credit rating of each counterparty as represented by
public rating agencies such as Standard & Poor's and Moody's Investor's Service,
the inherent default probabilities within these ratings, the regulatory
environment that the contract is subject to, as well as the terms of each
individual contract.
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The counterparties associated with assets from energy trading and
price-risk management activities as of December 31, 2001, are summarized as
follows:

INVESTMENT
GRADE(A) TOTAL
(MILLIONS)
Gas and electric utilities........ovuiiiiiiiiiiiiiiiiiinnnnns $ 4,253.9 $ 4,924,
Energy marketers and traders.........c.ccuiiiiiiinninnnnnnnann 5,645.5 6,058.
Financial Institutions.........uiiiiiiiiiiiirerennnnnn 249.8 341.
Ot . i s 16.4 47
L o= $10,165.6 11,371
Credit reServVesS. .. .ttt it it i it e s (648.
Assets from energy risk management and trading
activities(b) .o e $10,723.

(a) "Investment Grade" is primarily determined using publicly available credit
ratings along with consideration of cash, standby letters of credit, parent
company guarantees, and property interests, including oil and gas reserves.
Included in "Investment Grade" are counterparties with a minimum Standard &
Poor's and Moody's Investor's Service rating of BBB- or Baa3, respectively.

(b) One counterparty within the California power market represents greater than
ten percent of assets from energy risk management and trading activities
and is included in "investment grade." Standard & Poor's and Moody's
Investor's Service do not rate this counterparty. This counterparty has
been included in the "investment grade" column as a result of the manner in
which it was established by the State of California.

As further discussed in Note 19 of the Notes to Consolidated Financial
Statements, the electricity markets in California continue to be subject to
numerous and wide-ranging regulatory proceedings and investigations, regarding
among other things, market structure, behavior of market participants and market
prices. Energy Marketing & Trading has considered counterparty performance as a
result of ongoing issues in the California power industry that could result in a
restructuring of the California markets. The risk of non-performance surrounding
this issue is updated as new information regarding the status of these issues
occurs.

CONTROLS AROUND VALUATION ESTIMATION PROCESS

Information used in determining the significant estimates and assumptions
utilized in the determination of fair value of energy-related contracts is
derived from market fundamental analysis. Interpreting this data requires
judgement and Energy Marketing & Trading recognizes that others in the market
place might interpret this data differently. It is reasonably possible that
different interpretations of this data could result in a different estimation of
fair value in periods for which estimates and assumptions are significant
components of estimating fair value. In estimating fair value, Energy Marketing
& Trading considers how we believe others in the market place would interpret
this information in order to further validate that the estimates and assumptions
used in estimating fair value provides the best estimate of the amount that
active market participants would exchange in an arms-length transaction. Once
offsetting contracts are entered into to mitigate commodity price risk, the
reliance on management's assumptions and estimates utilized in the estimation of
the fair value of each contract becomes less significant. However, the
assumptions and estimates surrounding counterparty performance and credit are
still an integral component in the estimation of fair value for these contracts.
Energy Marketing & Trading enhances its valuation techniques, models and
significant estimates and assumptions as better information about the markets in
which Energy Marketing & Trading transacts becomes available.

Energy Marketing & Trading maintains a control environment surrounding the
operational and valuation processes through its trading policy, credit policy,
and general controls involved in the daily operations of the business. These
policies provide limits on the types of transactions that can be executed,
including term of the contract, the volumetric size of the contract and
commodities underlying the contract. The policies also provide limits on the
amount of credit extended to a single counterparty, the gross value at risk of
the overall
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portfolio and the maximum daily loss permitted within the portfolio. These
policies have been approved by Williams' Board of Directors and are administered
through the williams Risk Management Committee consisting of Energy Marketing &
Trading's Risk Control Officer and other members of Williams' senior management.
The Risk Control Officer is responsible for Energy Marketing & Trading's Risk
Control Group who monitors the compliance with these policies and controls on a
daily basis. The Risk Control Group reports instances in which limits are
exceeded or other significant exceptions to the policies occur to members of the
Risk Management Committee. A notification of noncompliance also includes a plan
to remedy the exception in order to bring the portfolio back into the approved
limits and standards.

Energy Marketing & Trading's Risk Control Group also performs validations
of the valuation techniques, models and significant estimates and assumption on
a quarterly basis in order to provide additional assurance that the estimates of
fair value provide the best determination of how others in the market might
value the contracts. Validations include functions such as comparing third party
market quotes against estimated prices, comparing contractual terms to those
input into the models, reviewing the market fundamental analysis for
reasonableness and recalculating the significant computations.

MANAGEMENT OF RISK IN PORTFOLIO

Energy Marketing & Trading manages the risk assumed from providing energy
risk management services to its customers. This risk results from exposure to
energy commodity prices, volatility and correlation of commodity prices, the
portfolio position of the contracts, liquidity of the market in which the
contract is transacted, interest rates, and counterparty performance and credit.
Energy Marketing & Trading actively seeks to diversify its portfolio in managing
the commodity price risk in the transactions that it executes in various markets
and regions by executing offsetting contracts to manage the commodity price risk
in accordance with parameters established in its trading policy. As of December
31, 2001, approximately $1.1 billion of the value expected to be realized
through 2010 has been managed in a manner whereby fixed-price energy and
energy-related contracts mitigate the exposure in the portfolio to changes in
fair value resulting from future changes in commodity prices.

Risks surrounding counterparty performance and credit could ultimately
impact the amount and timing of the cash flows expected to be realized. Energy
Marketing & Trading continually assesses this risk and has credit protection
within various agreements to call on additional collateral support in the event
of changes in the creditworthiness of the counterparty. Additional collateral
support could include letters of credit, payment under margin agreements,
guarantees of payment by creditworthy parties, or in some instances, transfers
of the ownership interest in natural gas reserves or power generation assets. In
addition, Energy Marketing & Trading enters into netting agreements to mitigate
counterparty performance and credit risk. Credit default swaps may also be used
to manage the counterparty credit exposure in the energy risk management and
trading portfolio. Under these agreements, Energy Marketing & Trading pays a
fixed rate premium for a notional amount of risk coverage associated with
certain credit events on a referenced obligation. The covered credit events are
bankruptcy, obligation acceleration, failure to pay, and restructuring.

Energy Marketing & Trading, through Williams, also enters into interest
rate swaps to mitigate the associated interest rate risk from the fair value of
the long dated energy and energy-related contracts by fixing the interest rate
inherent in the portfolio of contracts. At December 31, 2001, Energy Marketing &
Trading had executed interest rate swaps to offset potential interest rate
changes for approximately $1 billion of the expected future cash flows in its
portfolio.
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CHANGES IN FAIR VALUE DURING 2001

The following table reflects the changes in fair value between December 31,
2000 and 2001.

(MILLIONS)
Fair value of contracts outstanding at December 31, 2000.... $ 811
Fair value of contracts outstanding at December 31, 2000
expected to be realized during 2001..........cciuuuuunnn $(282)
Initial recorded value of new contracts entered into
dUring 200, ..ottt e e e 360
Changes in fair values attributable to change in valuation
teChNIgUEeS .ttt e 77
Change in net option premiums paid and received........... 733
Changes attributable to market movements.................. 562
Total change in fair value during 2001............ 1,450
Fair value of contracts outstanding at December 31, 2001.... $2,261

The following table reconciles the changes in fair value of energy risk
management and trading contracts during 2001 to energy risk management trading
revenues for the period ending December 31, 2001.

(MILLIONS)
Change in fair value during 2001..........coiiuuiunnnnnnnnnns $1,450
Change in net option premiums paid and received........... (733)
Fair value of contracts outstanding at December 31, 2000
expected to be realized during 2001.................... 282
Net change in fair value impacting revenues............... 999
Revenues recognized and realized during 2001(1)........... 697
Energy risk management and trading revenues during
200L (2t vttt $1,696

(1) Represents the change in fair value of energy and energy-related contracts
outstanding at December 31, 2000 that were realized during 2001, as well as,
contracts entered into during 2001 and settled prior to December 31, 2001.

(2) Reflects only revenues from energy risk management and trading activities
accounted for on a fair value basis. This amount excludes approximately $176
million of non-trading related revenues accounted for on an accrual basis.

Changes in fair value during 2001 include the realization of cash flows on
contracts outstanding at December 31, 2000 that were expected to be realized
during 2001. These amounts may have differed from the values that were actually
realized during 2001 due to changes in market prices and other factors that
occurred during 2001 prior to the realization of those cash flows.

During 2001, Energy Marketing & Trading recognized revenues resulting from
the execution of new long-term contracts providing for energy price risk
management services to customers. See Energy Marketing & Trading's 2001 Results
of Operations for a discussion of the type of contracts executed during the
year. The fair value of new contracts at the time they are executed reflect the
prices negotiated in long-term contracts which includes the premium Energy
Marketing & Trading receives for managing the energy price risk of its
customers. Additionally, as further discussed in Note 1 of the Notes to
Consolidated Financial Statements, Energy Marketing & Trading does not recognize
revenue on contracts until all requirements for revenue recognition have been
achieved. As a result, the fair value of these contracts at the time they were
executed is likely to differ from the fair value of the contracts at the time
they were initially recorded in the financial statements due to changes in
market prices and other factors which may have occurred during such period.

Energy Marketing & Trading continuously evaluates the valuation techniques
and models used in estimating fair value and modifies and implements new
valuation techniques based upon emerging financial theory in order to provide a
better estimate of fair value.
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A component of the fair value of energy risk management and trading assets
and liabilities includes the amount of cash received and cash paid for premiums
on option contracts. Premiums for options contracts impact energy trading
revenues over the life of the option contract. At December 31, 2001,
approximately $881 million of the net energy risk management and trading assets
and liabilities included cash payments for premiums on option contracts
purchased by Energy Marketing & Trading in excess of cash received for options
sold.

Changes attributable to market movements reflect the change in fair value
of contracts resulting from changes in quoted market prices of commodities,
interest rates, volatility and correlation of commodity prices. This also
includes improvements in the estimates and assumptions Energy Marketing &
Trading uses in estimating fair value based upon new information and data
available in the marketplace. The most significant component of these changes
during 2001 occurred during the first quarter and prior to the execution of
certain offsetting contracts mitigating the exposure in the portfolio to changes
in fair value from future changes in commodity prices.

FINANCIAL CONDITION AND LIQUIDITY
LIQUIDITY

Williams considers its liquidity to come from both internal and external
sources. Certain of those sources are available to wWilliams (parent) and certain
of its subsidiaries. Williams' unrestricted sources of liquidity, which williams
believes can be utilized without limitation under existing loan covenants,
consist primarily of the following:

- Available cash equivalent investments of $1.1 billion at December 31,
2001, as compared to $854 million at December 31, 2000.

- $700 million available under Williams' $700 million bank-credit facility
at December 31, 2001, as compared to $350 million at December 31, 2000.

- $769 million available under williams' $2.2 billion commercial paper
program (or the related bank-credit facility) at December 31, 2001, as
compared to $4 million at December 31, 2000 under a $1.7 billion
commercial paper program.

- Cash generated from operations.

- Short-term uncommitted bank lines of credit may also be used in managing
liquidity.

The availability of borrowings under Williams' $700 million bank-credit
facility and williams' $2.2 billion bank credit facility which supports the $2.2
billion commercial paper program is subject to specified conditions, which
wWilliams believes are currently met. These conditions include compliance with
the financial covenants and ratios as defined in the agreements (see Note 13),
absence of default as defined in the agreements, and continued accuracy of
representations and warranties made in the agreements.

At December 31, 2001, williams had a $2.5 billion shelf registration
statement effective with the SEC to issue a variety of debt or equity
securities. Subsequent to the issuance of the $1.1 billion of FELINE PACS in
January 2002 as discussed below, the remaining availability on the shelf
registration is approximately $300 million, because Williams registered both the
FELINE PACS and the related common stock to be issued subsequently. In addition,
there are other outstanding registration statements filed with the SEC for
Northwest Pipeline, Texas Gas Transmission and Transcontinental Gas Pipe Line
(each a wholly owned subsidiary of Williams). At March 1, 2002, approximately
$450 million of shelf availability remains under these outstanding registration
statements and may be used to issue a variety of debt securities. Interest rates
and market conditions will affect amounts borrowed, if any, under these
arrangements. Williams believes additional financing arrangements, if required,
can be obtained on reasonable terms.

Terms of certain borrowing agreements limit transfer of funds to wWilliams
from its subsidiaries. The restrictions have not impeded, nor are they expected
to impede, Williams ability to meet its cash requirements in the future.
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During 2002, williams expects to fund capital and investment expenditures,
debt payments and working-capital requirements of its continuing operations
through (1) cash generated from operations, (2) the use of the available portion
of wWilliams' $700 million bank-credit facility, (3) commercial paper (or the
related bank-credit facility), (4) short-term uncommitted bank lines, (5)
private borrowings, (6) sale or disposal of existing businesses and/or (7) debt
or equity public offerings.

Credit Ratings

williams maintains certain preferred interest and debt obligations that
contain provisions requiring accelerated payment of the related obligations or
liquidation of the related assets in the event of specified levels of declines
in williams' credit ratings given by Moody's Investor's Service, Standard &
Poor's and Fitch Ratings (rating agencies). Performance by Williams under these
terms include potential acceleration of debt payment and redemption of preferred
interests totaling $816 million at December 31, 2001.

During the fourth quarter of 2001, Williams announced its intentions to
eliminate its exposure to the "ratings trigger" clauses incorporated in the
above agreements. At the time of this filing, negotiations had commenced with
the respective financial institutions with an objective of completing such
changes during the first half of 2002.

At December 31, 2001, williams' credit ratings were above "trigger" levels
by a range of two or more levels. On February 1, 2002, Williams' credit ratings
were maintained by each of the rating agencies, although Standard & Poor's
placed Williams on "negative watch." On February 27, 2002, Moody's Investor's
Service confirmed the investment grade rating of Williams and changed the
outlook from stable to negative. On February 28, 2002, Fitch Ratings affirmed
its investment grade rating of williams and also changed the outlook from stable
to negative. Standard & Poor's also announced it was maintaining its previous
rating from February 1, 2002.

In addition to the factors noted above, Williams' energy marketing and
trading business relies upon the investment grade rating of williams senior
unsecured long-term debt to satisfy credit support requirements of many
counterparties. If wWilliams' credit ratings were to decline below investment
grade, its ability to participate in energy marketing and trading activity could
be significantly limited. Alternate credit support would be required under
certain existing agreements and would be necessary to support future
transactions. Without an investment grade rating, Williams would be required to
fund margining requirements pursuant to industry standard derivative agreements
with cash, letters of credit or other negotiable instruments. At December 31,
2001, the total notional amounts that could require such funding, in the event
of a credit rating decline of Williams to below investment grade, is
approximately $500 million, before consideration of offsetting positions and
margin deposits from the same counterparties.

At December 31, 2001, williams maintained the following credit ratings on
its senior unsecured long-term debt, which are considered to be investment
grade:

Moody's Investor's ServiCe........vuiuiiiiiiiiinininnnnnnnns Baa2
Standard & POOI ' S. .. i BBB
[T oo g T = o g Vo = BBB

off-Balance Sheet Financing Arrangements and Guarantees of Debt or Other
Commitments to Third Parties

During 2000, wWilliams entered into operating lease agreements with two
special purpose entities (SPE's) and provides a financial guarantee to a third
SPE. The operating lease agreements are with respect to certain Williams travel
center stores, offshore 0il and gas pipelines and an onshore gas processing
plant (see Note 13), while the guarantee is with respect to gas turbines under
construction. The SPE's are not consolidated by wWilliams since their equity is
provided by non-related parties. The sole purpose of these entities is to
facilitate financing for construction and acquisition of the related assets. The
only assets of the SPE's are the constructed or acquired assets, which serve as
collateral for the SPE's liabilities, which are in the form of financing
obligations. The lease terms include a five-year base term with a renewal option
for an additional
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five-year term. The funding obligations, if any, of williams with respect to
these entities occurs solely through the lease commitments and the financial
guarantee. Williams has an option to purchase the leased assets during the lease
terms at amounts approximating the lessor's cost and has an option to acquire
the gas turbines at actual cost of construction. For the operating leases,
wWilliams provides residual value guarantees equal to 85 percent of the lessor's
cost on the completed travel center stores and 89.9 percent of the lessor's
cost, less the present value of actual lease payments, on the offshore o0il and
gas pipelines and the onshore gas processing plant. The financial guarantee with
respect to the gas turbines is also a residual value guarantee equal to a
maximum of 89.9 percent of the actual cost of construction. In the event that
wWilliams does not exercise its purchase option, Williams expects the fair market
value of the covered assets to substantially reduce its obligation under the
residual value guarantees. If these SPE's were consolidated into Williams'
Consolidated Balance Sheet at December 31, 2001, they would increase assets and
long-term debt by approximately $364 million.

wWilliams provides a guarantee of approximately $127 million towards project
financing of energy assets owned and operated by an entity in which Williams
owns an interest of 50 percent. This obligation or guarantee is not consolidated
in williams' balance sheet as Williams does not maintain a controlling interest
in the entity and therefore follows equity accounting for its interest.
Performance on the guarantees generally would occur upon a failure of payment by
the financed entity or certain events of default related to the guarantors.
These events of default primarily relate to bankruptcy and/or insolvency of the
guarantors. At December 31, 2001, there were no events of default by the
guarantors or delinquent payments by the financed entity with respect to the
project financings.

williams is a party to a put agreement arising from its sale of Ferrellgas
senior common units in April 2001 (see Note 4) whereby the purchaser's lenders
can require Williams to repurchase the units upon certain events of default by
the purchaser or the failure or default by the seller (Williams) under any of
its debt obligations greater than $60 million. The total outstanding under the
put agreement at December 31, 2001 was $99.6 million. Williams' contingent
obligation reduces as purchaser's payments are made to the lender. The
purchaser's agreement is for a five year term, expiring December 30, 2005. The
put agreement represents a contingent liability and is not reflected on
wWilliams' balance sheet. At December 31, 2001, there have been no events of
default and the purchaser has performed as required under payment terms with the
lender.

For each of the wWilliams' guarantees discussed above, Williams has
currently assessed that its future performance under each of the agreements as
less than probable for purposes of SFAS No. 5, "Accounting for Contingencies."
This assessment is based on information available at December 31, 2001 affirming
there are no events of default on behalf of williams as a guarantor and none of
the related entities are delinquent with respect to the supported obligations.

williams has agreements to sell, on an ongoing basis, certain of its
accounts receivable to qualified special-purpose entities ("QSPE"). Under these
agreements, Williams is able to sell up to $450 million of accounts receivables.
These QSPEs are not consolidated; however, if these QSPEs were consolidated at
December 31, 2001, assets and debt would increase by $420 million.

WCG Separation

Since the initial equity offering by WCG in October 1999, the sources of
liquidity for WCG had been separate from wWilliams' sources of liquidity. The
reduction to Williams' stockholders' equity as a result of the separation in
April 2001 was approximately $2.0 billion. Williams, with respect to shares of
WCG's common stock that Williams retained, has committed to the Internal Revenue
Service (IRS) to dispose of all of the WCG shares that it retains as soon as
market conditions allow, but in any event not longer than five years after the
spinoff. As part of a separation agreement and subject to a favorable ruling by
the IRS that such a limitation is not inconsistent with any ruling issued to
wWilliams regarding the tax-free treatment of the spinoff, williams has agreed
not to dispose of the retained WCG shares for three years from the date of
distribution and must notify WCG of an intent to dispose of such shares.
However, on February 28, 2002, Williams filed with the IRS a request to withdraw
its request for a ruling that the agreement between Williams and WCG that
wWilliams would not transfer any retained WCG stock for a three-year period from
the spinoff would not
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be inconsistent with the favorable tax-free treatment ruling issued to Williams.
wWilliams represented in the withdrawal request that it had abandoned its intent
to make the lock-up effective, thereby making the ruling request moot. For
further discussion of separation agreements and potential tax exposure as a
result of the WCG separation, see Note 3 of the Notes to Consolidated Financial
Statements.

Additionally, Williams, prior to the spinoff and in an effort to strengthen
WCG's capital structure, entered into an agreement under which williams
contributed an outstanding promissory note from WCG of approximately $975
million and certain other assets, including a building under construction and a
commitment to complete the construction. In return, Williams received 24.3
million newly issued common shares of WCG.

wWilliams, prior to the spinoff, provided indirect credit support for $1.4
billion of WCG's Note Trust Notes through a commitment to make available
proceeds of a Williams equity issuance or other permitted redemption sources in
the event any one of the following were to occur: (1) a WCG default; (2)
downgrading of Williams' senior unsecured debt to Bal or below by Moody's
Investor's Service, BB or below by Standard & Poor's, or BB+ or below by Fitch
Ratings if williams' common stock closing price is below $30.22 for ten
consecutive trading days while such downgrade is in effect; or (3) to the extent
proceeds from WCG's refinancing or remarketing of the WCG Note Trust Notes prior
to March 2004 produces proceeds of less than $1.4 billion.

on March 5, 2002, wWilliams received the requisite approvals on its consent
solicitation to amend the terms of the WCG Note Trust Notes. The amendment,
among other things, eliminates acceleration of the Notes due to a WCG bankruptcy
or a Williams credit rating downgrade. The amendment also affirms williams'
obligations for all payments due with respect to the WCG Note Trust Notes, which
are due March 2004, and allows Williams to fund such payments from any available
sources. With the exception of the March and September 2002 interest payments,
totaling $115 million, WCG remains indirectly obligated to reimburse Williams
for any payments Williams is required to make in connection with the WCG Note
Trust Notes.

Williams has provided a guarantee of WCG's obligations under a 1998
transaction in which WCG entered into an operating lease agreement covering a
portion of its fiber-optic network. The total cost of the network assets covered
by the lease agreement is $750 million. The lease term initially totaled five
years and, if renewed, could extend to seven years. WCG has an option to
purchase the covered network assets during the lease term at an amount
approximating lessor's cost. On March 6, 2002, a representative of WCG notified
williams that WCG intends to issue a notice so as to be able to purchase the
assets in the immediate future. As a result of an agreement between Williams and
WCG's revolving credit facility lenders, if Williams gains control of the
network assets covered by the lease, Williams may be obligated to return the
assets to WCG and the obligation of WCG to compensate Williams for such property
may be subordinated to the interests of WCG's revolving credit facility lenders
and may not mature any earlier than one year after the maturity of WCG's
revolving credit facility.

williams has also provided guarantees on certain performance obligations of
WCG totaling approximately $57 million.

In third-quarter 2001, williams purchased the Williams Technology Center
and other ancillary assets (Technology Center) and three corporate aircraft from
WCG for $276 million which represents the approximate actual cost of
construction of the Williams Technology Center and the acquisition cost of the
ancillary assets and aircraft. wWilliams then entered into long-term lease
arrangements under which WCG is the sole lessee of the Technology Center and
aircraft (see Note 13). As a result of this transaction, wWilliams' Consolidated
Balance Sheet includes $28.8 million in current accounts and notes receivable
and $137.2 million in noncurrent other assets and deferred charges, net of
allowance of $103.2 million, relating to amounts due from WCG. Additionally,
receivables include amounts due from WCG of approximately $27 million at
December 31, 2001 which includes a $21 million deferred payment (net of
allowance of $85 million) for services provided to WCG due March 15, 2002. In
February 2002, the deferred payment for services provided to WCG was extended to
September 15, 2002.
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Recent disclosures and announcements by WCG, including WCG's recent
announcement that it might seek to reorganize under the U.S. Bankruptcy Code,
have resulted in williams concluding that it is probable that it will not fully
realize the $375 million of receivables from WCG at December 31, 2001 nor
recover its remaining $25 million investment in WCG common stock. In addition,
wWilliams has determined that it is probable that it will be required to perform
under the $2.21 billion of guarantees and payment obligations discussed above.
Other events that have affected wWilliams' assessment include the credit
downgrades of WCG, the bankruptcy of a significant competitor announced on
January 28, 2002, and public statements by WCG regarding an ongoing
comprehensive review of its bank secured credit arrangements. As a result of
these factors, Williams, using the best information available at the time and
under the circumstances, has developed an estimated range of loss related to its
total WCG exposure. Management utilized the assistance of external legal counsel
and an external financial and restructuring advisor in making estimates related
to its guarantees and payment obligations and ultimate recovery of the
contractual amounts receivable from WCG. At this time, management believes that
no loss within the range is more probable than another. Accordingly, Williams
has recorded the $2.05 billion minimum amount of the range of loss which is
reported in the Consolidated Statement of Operations as a $1.84 billion pre-tax
charge to discontinued operations and a $213 million pre-tax charge to
continuing operations. Williams recognized a related deferred tax benefit in the
Consolidated Statement of Operations of $742.5 million ($68.9 million in
continuing operations and $673.6 million in discontinued operations). The
ultimate amount of tax benefit realized could be different from the deferred tax
benefit recorded, as influenced by potential changes in federal income tax laws
and the circumstances upon the actual realization of the tax benefits from WCG's
balance sheet restructuring program.

The charge to discontinued operations of $1.84 billion includes the minimum
amount of the estimated range of loss from performance on $2.21 billion of
guarantees and payment obligations and approximately $16 million in expenses.
wWith the exception of the interest on the Note Trust Notes and the expenses,
wWilliams has assumed for purposes of this estimated loss that it will become an
unsecured creditor of WCG for all or part of the amounts paid under the
guarantees and payment obligations. However, it is probable that williams will
not be able to recover a significant portion of the receivables. The estimated
loss from the performance of the guarantees and payment obligations is based on
the overall estimate of recoveries on amounts receivable discussed below. Due to
the amendment of the WCG Note Trust Notes discussed above, $1.1 billion of the
accrued loss will be classified as a long-term liability in the Consolidated
Balance Sheet.

The charge to continuing operations of $213 million includes estimated
losses from an assessment of the recoverability of carrying amounts of the $106
million deferred payment for services provided to WCG, the $269 million minimum
lease payments receivable from WCG, and a remaining $25 million investment in
WCG common stock. The $85 million provision on the deferred payment is based on
the overall estimate of recoveries on amounts receivable using the same
assumptions on collectibility as discussed below. The $103 million provision on
the minimum lease payments receivable is based on an estimate of the fair value
of the leased assets. The $25 million write-off of the WCG investment is based
on management's assessment of realization as a result of WCG's balance sheet
restructuring program.

The estimated range of loss assumes that Williams, as a creditor of WCG,
will recover only a portion of its claims against WCG. Such claims include a
$2.21 billion receivable from performance on guarantees and payment obligations
and a $106 million deferred payment for services provided to WCG. With the
assistance of external legal counsel and an external financial and restructuring
advisor, and considering the best information available at the time and under
the circumstances, management developed a range of loss on these receivables
with a minimum loss of 80 percent on claims in a bankruptcy of WCG. Estimating
the range of loss as a creditor involves making complex judgments and
assumptions about uncertain outcomes. The actual loss may ultimately differ from
the recorded loss due to changes in numerous factors, which include, but are not
limited to, the future demand for telecommunications services and the state of
the telecommunications industry, WCG's individual performance, and the nature of
the restructuring of WCG's balance sheet. There could be additional losses
recognized in the future, a portion of which may be reflected as discontinued
operations.
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The minimum amount of loss in the range is estimated based on recoveries
from a successful reorganization process under Chapter 11 of the U.S. Bankruptcy
Code. Recoveries after a successful reorganization process depend, among other
things, on the impact of a bankruptcy on WCG's financial performance and WCG's
ability to continue uninterrupted business services to its customers and to
maintain relationships with vendors. To estimate recoveries of the unsecured
creditors, Williams estimated an enterprise value of WCG using a present value
analysis and reduced the enterprise value by the level of secured debt which may
exist in WCG's restructured balance sheet. In its estimate of WCG's enterprise
value, Williams considered a range of cash flow estimates based on information
from WCG and from other external sources. Future cash flow projections are
valued using discount rates ranging from 17 percent to 25 percent. The range of
cash flows is based on different scenarios related to the growth, if any, of
WCG's revenues and the impact that a bankruptcy may have on revenue growth. The
range of discount rates considers WCG's assumed restructured capital structure
and the market return that equity investors may require to invest in a
telecommunications business operating in the current distressed industry
environment. The range of loss also considers recoveries based on transaction
values from recent telecommunications restructurings and from a liquidation of
WCG's assets.

Should WCG go into bankruptcy under Chapter 7 of the U.S. Bankruptcy Code,
recoveries under a liquidation would include factors such as the nature of WCG's
assets, the value of operating assets in a distressed telecommunications market,
the cost of liquidation, operating losses during the period of liquidation, the
length of liquidation period and claims of creditors superior to those of
wWilliams' unsecured claims.

OPERATING ACTIVITIES

Cash provided by continuing operating activities was: 2001 -- $1.7
billion; 2000 -- $483 million; and 1999 -- $1.4 billion. The 2001 $517.1 million
decrease in margin deposits is due primarily to lower deposits required by
counterparties related to trading activities at Energy Marketing & Trading. The
2001 $201.5 million increase in other current assets is due primarily to
increases associated with current derivative assets. The 2001 increase in other
assets and deferred charges of $452.4 million is due primarily to the increases
associated with noncurrent derivative assets and the minimum lease payments
receivable (net of an allowance for doubtful accounts) due from WCG related to
the long-term lease arrangement with WCG (see Note 3). The increase in
derivative assets reflects the impact of SFAS No. 133, "Accounting for
Derivative Instruments and Hedging Activities," which requires these contracts
to be recorded at fair value.

FINANCING ACTIVITIES

Net cash provided by financing activities of continuing operations was:
2001 -- $2.0 billion; 2000 -- $2.1 billion; and 1999 -- $922 million. Long-term
debt proceeds, net of principal payments, were $1.8 billion, $283 million and
$724 million, during 2001, 2000 and 1999, respectively. Notes payable payments,
net of notes payable proceeds, were $801 million in 2001. Notes payable
proceeds, net of notes payable payments were $1.5 billion and $210 million
during 2000 and 1999, respectively. The increase in net new borrowings during
2001, 2000 and 1999 reflects borrowings to fund capital expenditures,
investments and acquisitions of businesses.

The proceeds from issuance of Williams common stock in 2001 reflect $1.3
billion in net proceeds from approximately 38 million shares of common stock
issued by Williams in January 2001 in a public offering at $36.125 per share.
Additionally, the proceeds from issuance of Williams common stock in 2001, 2000
and 1999 reflect exercise of stock options under the plans providing for
common-stock-based awards to employees and to non-employee directors.

Dividends paid on common stock increased $75.2 million in 2001 reflecting
an increase in the number of shares outstanding and an increase in the per share
dividends. The number of shares increased due primarily to the 38 million shares
issued in January 2001 and the 29.6 million shares issued in the Barrett
acquisition. Third-quarter 2001 and fourth-quarter 2001 dividends increased to
18 cents per share and 20 cents per share, respectively, up from the quarterly
dividend of 15 cents per share in 2000.
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Proceeds from sale of limited partners units of consolidated partnership
reflect an initial public offering of Williams Energy Partners L.P. (WEP), a
wholly owned partnership which owns and operates a diversified portfolio of
energy assets, of approximately 4.6 million common units at $21.50 per unit for
net proceeds of approximately $92 million. The initial public offering
represents 40 percent of the units, and Williams retained a 60 percent interest
in the partnership, including its general partner interest.

In December 2001, williams received net proceeds of $95.3 million from sale
of a non-controlling preferred interest in Piceance Production Holdings LLC to
an outside investor (see Note 14). During 2000, Williams received net proceeds
totaling $546.8 million from the sale of a limited liability company member
interest to an outside investor (see Note 14).

In April 2001, williams redeemed the Williams obligated mandatorily
redeemable preferred securities of Trust holding only Williams indentures for
$194 million. Proceeds from the sale of the Ferrellgas senior common units held
by williams were used for this redemption. In 1999, Williams received proceeds
of $175 million from the sale of the wWilliams obligated mandatorily redeemable
preferred securities.

In connection with the Barrett acquisition, Williams' Consolidated Balance
Sheet includes $150 million of 7.55 percent notes due 2007, which are debt
obligations guaranteed by Williams (parent). For further discussion of the
Barrett Resources Corporation acquisition, see Note 2.

Long-term debt at December 31, 2001 was $9 billion, compared with $6.8
billion at December 31, 2000 and $6.8 billion at December 31, 1999. At December
31, 2001 and 2000, $844 million and $800 million, respectively, of current debt
obligations were classified as noncurrent obligations based on Williams' intent
and ability to refinance on a long-term basis. The 2001 increase in long-term
debt is due primarily to the $1.1 billion of senior unsecured debt securities
issued in January 2001 and the $1.5 billion of long-term debt securities issued
in August 2001 primarily to replace $1.2 billion borrowed under a $1.5 billion
short-term agreement originated in June 2001 related to the cash portion of the
Barrett acquisition. The long-term debt to debt-plus-equity ratio (including
consolidated WCG debt for 2000 and 1999 and Kern River debt for 2001, 2000 and
1999) was 61.1 percent at December 31, 2001, compared to 63.7 percent and 62.3
percent at December 31, 2000 and 1999, respectively. If short-term notes payable
and long-term debt due within one year were included in the calculations, these
ratios would be 66.4 percent, 70.5 percent and 65.9, respectively. Additionally,
the long-term debt to debt plus equity as calculated for covenants under certain
debt agreements was 61.5 percent at December 31, 2001 (see Note 13).

In January 2002, Williams issued 44 million publicly traded units, more
commonly known as FELINE PACS, that include a senior debt security and an equity
purchase contract. The debt has a term of five years, and the equity purchase
contract will require the company to deliver Williams common stock to holders
after three years based on a previously agreed rate. Net proceeds from this
issuance were approximately $1.1 billion (see Note 23).

Significant items reflected as discontinued operations within financing
activities in the Consolidated Statement of Cash Flows include the following:

- In 2000, WCG issued $1 billion in long-term debt obligations consisting
of $575 million in 11.7 percent notes due 2008 and $425 million in 11.875
percent notes due 2010. In October 1999, WCG completed an initial public
equity offering, private equity offerings and public debt offerings that
yielded total net proceeds of approximately $3.5 billion. The initial
public equity offering yielded net proceeds of approximately $738 million
(see Note 3). In concurrent investments by SBC Communications Inc., Intel
Corporation and Telefonos de Mexico, additional shares of common stock
were privately sold for proceeds of $738.5 million. Concurrent with these
equity transactions, WCG issued high-yield public debt of approximately
$2 billion. Proceeds from the 1999 equity and debt transactions were used
to repay WCG's 1999 borrowings under an interim short-term bank-credit
facility and the $1.05 billion bank-credit agreement. The remaining
proceeds from the 1999 transactions and the 2000 debt proceeds were used
to fund 2000 WCG's operating losses, continued construction of WCG's
national fiber-optic network and other capital and investment expansion
opportunities. During 2000, WCG
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received net proceeds of approximately $240.5 million from the issuance
of five million shares of 6.75 percent redeemable cumulative preferred
stock.

INVESTING ACTIVITIES

Net cash used by investing activities of continuing operations was:
2001 -- $3.4 billion; 2000 -- $2.3 billion; and 1999 -- $2.0 billion. Capital
expenditures of Energy Marketing & Trading, primarily to construct power
generation plants, were $104 million in 2001, $64 million in 2000 and $83
million in 1999. Capital expenditures of Energy Services, primarily to carry out
drilling programs and acquire, expand and modernize gathering and processing
facilities, terminals and refineries, were $931 million in 2001, $813 million in
2000 and $1.3 billion in 1999. Capital expenditures of Gas Pipeline, primarily
to expand deliverability into the east coast market and upgrade current
facilities, were $721 million in 2001, $507 million in 2000 and $355 million in
1999. Budgeted capital expenditures and investments for continuing operations
for 2002 are estimated to be approximately $2.4 billion, including expansion and
modernization of pipeline systems, gathering and processing facilities,
refineries and international investment activities. Williams stated in December
2001 that it had reduced its planned 2002 capital expenditure program in an
effort to maintain its investment grade rating. Additional reductions may be
necessary to maintain its investment grade rating, however, williams will
evaluate other alternatives in order to maintain their capital expenditure
program including sales of additional assets.

On June 11, 2001, Williams acquired 50 percent of Barrett's outstanding
common stock in a cash tender offer of $73 per share for a total of
approximately $1.2 billion. On August 2, 2001, williams completed the
acquisition of Barrett by issuing 29.6 million shares of williams common stock
in exchange for the remaining Barrett shares.

The increase in investments is due primarily to the development of
wWilliams' joint interest in the Gulfstream project. The increase in proceeds
received from disposition of investments and other assets reflects Williams'
sale of the Ferrellgas senior common units to an affiliate of Ferrellgas for
proceeds of $199 million in April 2001 and the sale of certain convenience
stores for approximately $150 million in May 2001. The purchase of assets
subsequently leased to seller reflects wWilliams' purchase of the williams
Technology Center, other ancillary assets and three corporate aircraft for $276
million.

In October 2000, williams acquired various energy-related operations in
Canada for approximately $540 million. Included in the purchase were interests
in several NGL extraction and fractionation plants, NGL transportation pipeline
and storage facilities, and a natural gas processing plant.

During 1999, Wwilliams purchased a business which includes a petrochemical
plant and natural gas liquids transportation, storage and other facilities for
$163 million in cash. Also during 1999, williams made various cash investments
and advances totaling $347 million including a $75 million equity investment in
and a $75 million loan to AB Mazeikiu Nafta, Lithuania's national oil company,
$78 million in various natural gas and petroleum products pipeline joint
ventures, and other joint ventures and investments. In addition, williams made
$139 million of investments in the Alliance natural gas pipeline and processing
plant during 1999 of which $93.5 million was financed with a note payable which
was paid in 2000. In December 1999, Williams sold its retail propane business to
Ferrellgas for $268.7 million in cash and $175 million in senior common units of
Ferrellgas.

Significant items reflected as discontinued operations within investing
activities of the Consolidated Statement of Cash Flows include the following:

- Capital expenditures of WCG, primarily for the construction of the
fiber-optic network, were $3.4 billion in 2000, $1.7 billion in 1999 and
$304 million in 1998.

- Capital expenditures of Kern River, primarily for expansion of its
interstate natural gas pipeline system, were $134 million in 2001 and $5
million in 2000 and 1999.

- In 1999, WCG paid $265 million in cash to increase its investment in ATL
(a Brazilian telecommunications business).
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COMMITMENTS

The table below summarizes some of the more significant contractual
obligations and commitments by period. This table does not include obligations
related to guarantees or payment obligations related to WCG or the long-term
debt of Kern River (see Note 3).

2002 2003 2004 2005 2006
(MILLIONS)

Notes payable............covvvnnnnnn. $1,425 % -- $ -- & -- & --
Long-term debt, including current

POrtioN. . vttt 1,015 708 1,537 256 1,130

Operating leaseS..........ovvuuinnnnn. 82 58 47 37 29
Preferred interest in consolidated

subsidiaries(1)....... .o, 200 135 -- 560 100
Fuel conversion and other service

contracts(2)....vviiiiininnnnn 344 420 443 446 449

LI 7 $3,066  $1,321  $2,027 $1,299 $1,708

THEREAFTER

$11,474

$20, 895

(1) Amount relates to that invested by an outside investor for which the end of
the initial priority return period is shown.

(2) Energy Marketing & Trading has entered into certain contracts giving
wWilliams the right to receive fuel conversion services as well as certain
other services associated with electric generation facilities that are
either currently in operation or are to be constructed at various locations
throughout the continental United States. These contracts are included at
fair value within energy risk management and trading assets and liabilities.

Additionally, at December 31, 2001, commitments for construction and
acquisition of property, plant and equipment are approximately $771 million. At
December 31, 2001, commitments for additional investments in Gulfstream
Pipeline, LLC, certain international cost investments and advances to Longhorn
Partners Pipeline, L.P. are $233 million.

RECENTLY ISSUED ACCOUNTING STANDARDS AND POTENTIAL NEW ACCOUNTING STANDARDS

See Note 1 for a discussion of SFAS No. 141, "Business Combinations," SFAS
No. 142, "Goodwill and Other Intangible Assets," SFAS No. 143, "Accounting for
Asset Retirement Obligations" and SFAS No. 144, "Accounting for the Impairment
or Disposal of Long-Lived Assets."

The accounting for Energy Marketing & Trading's energy-related contracts,
which include contracts such as transportation, storage, load servicing and
tolling agreements, requires Williams to assess whether certain of these
contracts are executory service arrangements or leases pursuant to SFAS No. 13,
"Accounting for Leases." There currently is not extensive authoritative guidance
for determining when an arrangement is a lease or an executory service
arrangement. As a result, Williams assesses each of its energy-related contracts
and makes the determination based on the substance of each contract focusing on
factors such as physical and operational control of the related asset, risks and
rewards of owning, operating and maintaining the related asset and other
contractual terms. The Emerging Issues Task Force of the Financial Accounting
Standards Board is in the preliminary stage of addressing Issue No. 01-8,
"Determining Whether an Arrangement is a Lease," and has assigned the Issue to a
Working Group for further consideration. As the Issue is in the preliminary
phase, the outcome and related impact to wWilliams is not yet determinable.

EFFECTS OF INFLATION

williams' cost increases in recent years have benefited from relatively low
inflation rates during that time. Approximately 40 percent of Williams'
property, plant and equipment is at Gas Pipeline and approximately 57 percent is
at Energy Services. Approximately 86 percent of Gas Pipeline's and 60 percent of
Energy Services' property, plant and equipment has been acquired or constructed
since 1995, a period of relatively low
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inflation. Approximately 17 percent of Energy Services' increase was the result
of the 2001 Barrett acquisition. Gas Pipeline is subject to regulation, which
limits recovery to historical cost. While amounts in excess of historical cost
are not recoverable under current FERC practices, Williams believes it will be
allowed to recover and earn a return based on increased actual cost incurred to
replace existing assets. Cost-based regulation along with competition and other
market factors may limit the ability to recover such increased costs. Within
Energy Services, operating costs are influenced to a greater extent by specific
price changes in oil and gas and related commodities than by changes in general
inflation. Crude, refined product, natural gas and natural gas liquids prices
are particularly sensitive to OPEC production levels and/or the market
perceptions concerning the supply and demand balance in the near future.

ENVIRONMENTAL

wWilliams 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 wWilliams (see
Note 19), are being monitored by Williams, other potentially responsible
parties, the U.S. Environmental Protection Agency (EPA), or other governmental
authorities in a coordinated effort. In addition, wWilliams maintains an active
monitoring program for its continued remediation and cleanup of certain sites
connected with its refined products pipeline activities. wWilliams 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
are approximately $98 million, all of which is accrued at December 31, 2001.
wWilliams expects to seek recovery of approximately $42 million of the accrued
costs through future natural gas transmission rates. Williams will fund these
costs from operations and/or available bank-credit facilities. Estimates of the
most likely costs of cleanup are generally based on completed assessment
studies, preliminary results of studies or other similar cleanup operations. At
December 31, 2001, certain assessment studies were still in process for which
the ultimate outcome may yield significantly different estimates of most likely
costs. Therefore, 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 authorities, and other
factors.

wWilliams is subject to the federal Clean Air Act and to the federal Clean
Air Act Amendments of 1990 which require the EPA to issue new regulations.
wWilliams is also subject to certain states' regulations. In September 1998, the
EPA promulgated rules designed to mitigate the migration of ground-level ozone
in certain states. Williams estimates that capital expenditures necessary to
install emission control devices over the next five years to comply with rules
will be between $186 million and $206 million. The actual costs incurred will
depend on the final implementation plans developed by each state to comply with
these regulations. In December 1999, standards promulgated by the EPA for
tailpipe emissions and the content of sulfur in gasoline were announced.
wWilliams estimates that capital expenditures necessary to bring its two
refineries into compliance over the next five years will be approximately $385
million. The actual costs incurred will depend on the final implementation
plans. In addition to the above mentioned capital expenditures pertaining to the
Clean Air Act and amendments, estimated future capital expenditures as of
December 31, 2001, for various compliance issues across the company are
approximately $2062 million.

on July 2, 2001, the EPA issued an information request asking for
information on o0il releases and discharges in any amount from wWilliams'
pipelines, pipeline systems, and pipeline facilities used in the movement of oil
or petroleum products, during the period July 1, 1998 through July 2, 2001. In
November 2001, Williams furnished its response.

In July 1999, Transco received a letter stating that the U.S. Department of
Justice (D0J), at the request of the EPA, intends to file a civil action against
Transco arising from its waste management practices at Transco's compressor
stations and metering stations in 11 states from Texas to New Jersey. Transco,
the EPA and the DOJ agreed to settle this matter by signing a Consent Decree
that provides for a civil penalty of $1.4 million.

wWilliams Field Services (WFS), an Energy Services subsidiary, received a
Notice of Violation (NOV) from the EPA in February 2000. WFS received a
contemporaneous letter from the DOJ indicating that the DOJ will also be
involved in the matter. The NOV alleged violations of the Clean Air Act at a gas
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processing plant. WFS, the EPA and the DOJ agreed to settle this matter for a
penalty of $850,000. In the course of investigating this matter, WFS discovered
a similar potential violation at the plant and disclosed it to the EPA and the
DOJ. In December 2001, the EPA, the DOJ and WFS agreed to settle this
self-reported matter by signing a Consent Decree that provides for a penalty of
$950, 000.

OTHER

In January, 2002, Williams announced the goal to reduce the company's
annual operating expenses based on the company's current cost structure by $50
million, effective 2003. Management is evaluating its organizational structure
to determine effective and efficient ways to align services to meet Williams'
current business requirements as an energy-only company. In conjunction with
this goal, williams is offering an enhanced-benefit early retirement option to
certain employee groups. The potential impact to 2002 expense, assuming election
by 100 percent of those eligible for the early retirement option, would be
approximately $80 million. Williams does not anticipate that all eligible
employees will elect the option. Additionally, Williams also will offer
severance and redeployment services to employees whose positions are eliminated
as a result of the organizational changes.

MARKET RISK DISCLOSURES
Interest Rate Risk

williams' current interest rate risk exposure is related primarily to its
debt portfolio and its energy risk management and trading portfolio. In 2000,
wWilliams' interest rate exposure also related to an investment in Ferrellgas
Partners L.P. senior common units and Williams obligated mandatorily redeemable
preferred securities of Trust.

wWilliams' interest rate risk exposure resulting from its debt portfolio is
influenced by short-term rates, primarily LIBOR-based borrowings from commercial
banks and the issuance of commercial paper, and long-term 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.
wWilliams has also utilized 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 periodically enters into
interest-rate forward contracts to establish an effective borrowing rate for
anticipated long-term debt issuances. The maturity of wWilliams' long-term debt
portfolio is partially influenced by the expected life of its operating assets.

At December 31, 2001 and 2000, the amount of Williams' fixed and variable
rate debt was at targeted levels. Williams has traditionally maintained an
investment grade credit rating as one aspect of managing its interest rate risk.
In order to fund its 2002 capital expenditure plan, Williams will need to access
various sources of liquidity, which will likely include traditional borrowing
and leasing markets.

wWilliams also has interest rate risk in long-dated energy-related contracts
included in its energy risk management and trading portfolio. The value of these
transactions can fluctuate daily based on movements in the underlying interest
rate curves used to assign value to the transactions. Williams strives to
mitigate the associated interest rate risk from the value of these transactions
by fixing the underlying interest rate inherent in the energy risk management
and trading portfolio. During 2001, Williams began actively managing this
exposure as a component of its targeted levels of fixed to floating obligations.
wWilliams uses both floating to fixed interest rate swaps and other derivative
transactions to manage this variable rate exposure.

The tables on the following page provide information as of December 31,
2001 and 2000, about wWilliams' interest rate risk sensitive instruments. For
investment in Ferrellgas Partners L.P. senior common units, notes payable,
long-term debt and wWilliams obligated mandatorily redeemable preferred
securities of Trust, the table presents principal cash flows and
weighted-average interest rates by expected maturity dates. For interest-rate
swaps, the table presents notional amounts and weighted-average interest rates
by contractual maturity dates. Notional amounts are used to calculate the
contractual cash flows to be exchanged under the interest-rate swaps.
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2002 2003 2004 2005 2006 THEREAFTER TOTAL
(DOLLARS IN MILLIONS)
Notes payable........... $1,425 $ -- $-- $-- & -- $  -- $1,425
Interest rate........... 3.3%
Long-term debt,
including current
portion:
Fixed rate............ $ 811 $306 $596 $256  $1,130 $5,372 $8,471
Interest rate......... 7.3% 7.3% 7.3% 7.3% 7.4% 7.6%
Variable rate......... $ 204 $402 $941 $ -- $ -- $ -- $1,547
Interest rate(1)
Interest rate swaps(2)
2001 2002 2003 2004 2005 THEREAFTER TOTAL
(DOLLARS IN MILLIONS)
Assets:
Investment -- Ferrellgas
Partners L.P. senior
common units.......... $ -- $ 194 $ -- $ -- $ -- $ -- $ 194
Fixed rate............ 10.0% 10.0% -- -- -- --
Liabilities:
Notes payable......... $2,037 $ -- $-- $-- % -- $  -- $2,037
Interest rate......... 7.2% -- -- -- -- --
Long-term debt,
including current
portion:
Fixed rate......... $ 654 $1,032 $306 $356 $254 $2,972 $5,574
Interest rate...... 7.1% 7.2% 7.3% 7.3% 7.3% 7.6%
Variable rate...... $ 524 $ 154 $402 $201 $350 $ 799 $2,430
Interest rate(1)
wWilliams obligated
mandatorily redeemable
preferred securities
of Trust.............. $ -- $ 1909 $-- $-- % -- $  -- $ 190
Fixed rate.............. 7.9% 7.9% -- -- -- --

(1) 2001 -- Weighted average interest rate is LIBOR plus one percent for all
years; 2000 -- Weighted average interest rate is LIBOR plus .70 percent for
all years.

(2) The interest rate swaps which are outstanding at December 31, 2001 are
reflected at fair value within energy risk management and trading assets and
liabilities in the Consolidated Balance Sheet as these swaps are entered
into to mitigate the interest rate risk inherent in the energy risk
management and trading portfolio. Notional amounts total approximately $1
billion at December 31, 2001.

COMMODITY PRICE RISK

Energy Marketing & Trading has trading operations that incur commodity
price risk as a consequence of providing price-risk management services to
third-party customers. The most significant exposure to commodity price-risk is
associated with the natural gas and electricity markets in the United States.
This exposure is primarily within the portfolio of transportation, storage,
full-requirements, load serving and power tolling contracts. Energy Marketing &
Trading also has commodity price-risk exposure to crude oil, refined products,
electricity, natural gas and natural gas liquids markets in the United States
and the natural gas markets in Canada through other energy contracts such as
forward, futures, options, swaps, and purchase and sale contracts. These energy
and energy-related contracts are valued at fair value and unrealized gains and
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FAIR VALUE
DECEMBER 31,
2001

$8, 644

$1,547

FAIR VALUE
DECEMBER 31,
2000

$ 194

$2,037

$5, 631

$2, 430

$ 192



losses from changes in fair value are recognized in income. These energy and
energy-related contracts are subject to risk from changes in energy commodity
market prices, volatility and correlation of those commodity prices, the
portfolio position of its contracts, the liquidity of the market in which the
contract is transacted and changes in interest rates. Energy Marketing & Trading
actively seeks to diversify its portfolio in managing the commodity price risk
in the transactions that it executes in various markets and regions by executing
offsetting contracts to manage this risk in accordance with parameters
established in its trading policy. Energy Marketing & Trading's Risk Control
Group monitors compliance with the established trading policy and measures the
risk associated with the trading portfolio.

Energy Marketing & Trading measures the market risk in its trading
portfolio utilizing a value-at-risk methodology to estimate the potential
one-day loss from adverse changes in the fair value of its trading operations.
At December 31, 2001 and 2000, the value at risk for the trading operations was
$92.7 million and $90.1 million, respectively. As supplemental quantitative
information to further understand the general risk levels of the trading
portfolio, the average of the actual monthly changes in the fair value of the
trading portfolio for 2001 was an increase of $120 million. Value at risk
requires a number of key assumptions and is not necessarily representative of
actual losses in fair value that could be incurred from the trading portfolio.
Energy Marketing & Trading's value-at-risk model includes all financial
instruments and physical positions and commitments in its trading portfolio and
assumes that as a result of changes in commodity prices, there is a 95 percent
probability that the one-day loss in the fair value of the trading portfolio
will not exceed the value at risk. The value-at-risk model uses historical
simulations to estimate hypothetical movements in future market prices assuming
normal market conditions based upon historical market prices. Value at risk does
not consider that changing the energy risk management and trading portfolio in
response to market conditions could affect market prices and could take longer
to execute than the one-day holding period assumed in the value-at-risk model.
Through risk management practices and policies, Energy Marketing & Trading was
able to minimize the increase in value at risk while growing the net energy risk
management and trading assets 179 percent. This was accomplished primarily
through the execution of offsetting contracts, which has the effect of
mitigating the commodity price risk exposure within the portfolio of energy and
energy-related contracts.

FOREIGN CURRENCY RISK

wWilliams has international investments that could affect the financial
results if the investments incur a permanent decline in value as a result of
changes in foreign currency exchange rates and the economic conditions in
foreign countries.

International investments accounted for under the cost method totaled $143
million and $144 million at December 31, 2001 and 2000, respectively. The fair
value of these investments is deemed to approximate their carrying amount as the
investments are primarily in non-publicly traded companies for which it is not
practicable to estimate the fair value of these investments. Williams continues
to believe that it can realize the carrying value of these investments
considering the status of the operations of the companies underlying these
investments. If a 20 percent change occurred in the value of the underlying
currencies of these investments against the U.S. dollar, the fair value of these
investments at December 31, 2001, could change by approximately $29 million
assuming a direct correlation between the currency fluctuation and the value of
the investments.

The net assets of foreign operations which are consolidated are located
primarily in Canada and approximate 11 percent of wWilliams' net assets at
December 31, 2001. These foreign operations, whose functional currency is the
local currency, do not have significant transactions or financial instruments
denominated in other currencies. However, these investments do have the
potential to impact Williams' financial position, due to fluctuations in these
local currencies arising from the process of re-measuring the local functional
currency into the U.S. dollar. As an example, a 20 percent change in the
respective functional currencies against the U.S. dollar could have changed
stockholders' equity by approximately $155 million at December 31, 2001.

Williams historically has not utilized derivatives or other financial
instruments to hedge the risk associated with the movement in foreign currencies
with the exception of a Canadian dollar-denominated note
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receivable (see Note 18). However, Williams evaluates currency fluctuations and
will consider the use of derivative financial instruments or employment of other
investment alternatives if cash flows or investment returns so warrant.

EQUITY PRICE RISK

Equity price risk primarily arises from investments in publicly traded
energy-related companies. The investments in the energy-related companies are
carried at fair value and totaled approximately $8 million and $22 million at
December 31, 2001 and 2000, respectively.
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FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA
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, 2001 and 2000, and the related consolidated
statements of operations, stockholders' equity, and cash flows for each of the
three years in the period ended December 31, 2001. Our audits also included the
financial statement schedule listed in the Index to Exhibits at Exhibit 99(c).
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 auditing standards generally
accepted in the United States. 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 material respects, the consolidated financial position of
The wWilliams Companies, Inc. at December 31, 2001 and 2000, and the consolidated
results of its operations and its cash flows for each of the three years in the
period ended December 31, 2001, in conformity with accounting principles
generally accepted in the United States. 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 set forth therein.

ERNST & YOUNG LLP
Tulsa, Oklahoma
March 6, 2002, except for the matters
described in the fifth and sixth paragraphs
of Note 1 and the first paragraph of Note 3,
as to which the date is April 11, 2002.
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THE WILLIAMS COMPANIES, INC.

CONSOLIDATED STATEMENT OF OPERATIONS

YEARS ENDED DECEMBER 31,

2001 2000 1999
(MILLIONS, EXCEPT PER-SHARE AMOUNTS)  mmmmmmmoe mmmmmmom oomoo oo
Revenues:
Energy Marketing & Trading..........coiiiiiiiiiiinnnnnnnns $ 1,871.8 $1,572.6 $ 662.3
GaS PiPELliNe. .\ vttt e e 1,584.8 1,729.8 1,672.3
Energy ServiCes™ . ...ttt s 8,155.1 6,591.5 4,324.4
(0o = 76.3 66.8 65.4
Intercompany eliminations.........c.viiiiiiiiiiininnnnnnann (814.6) (517.3) (244.2)
Total revenUES. ...t i i i i i 10,873.4 9,443.4 6,480.2
Segment costs and expenses:
Costs and operating exXpenses™ . .. ... 7,340.3 6,414.0 4,695.3
Selling, general and administrative expenses.............. 918.1 755.5 671.1
Impairment of soda ash mining facility.................... 170.0 -- --
Other (income) expense -- nNet.........oovurirrinnnnnnnnnns (28.8) 75.1 (30.6)
Total segment costs and eXpenses.............vvvvunn 8,399.6 7,244.6 5,335.8
General corporate eXPenSeS. ... ...ttt e 124.3 97.2 76.9
Operating income:
Energy Marketing & Trading............coiiiiiiiinnnnnn 1,296.1 1,005.5 104.5
GasS Pipeline. .. vttt e e s 573.3 610.1 589.2
Energy ServViCesS. ... 591.5 571.7 439.6
Other. o e s 12.9 11.5 11.1
General corporate eXPeNSeS. .. ...t (124.3) (97.2) (76.9)
Total operating income............oviiiiinnnnnnnnnns 2,349.5 2,101.6 1,067.5
INterest AaCCrUBO. ... v vttt ittt it ittt nanannns (748.1) (665.9) (544.1)
Interest capitalized........ ...t 39.4 49.3 34.5
Investing income (LOSS) ... vttt e s (200.1) 105.0 24.9
Preferred returns and minority interest in income of
consolidated subsidiaries..........ciiiiiiiiiiiiiiiiiiiaa, (67.5) (58.0) (38.2)
Other income (expense) -- Net........ouiuiuiriiiriinnnnnnnnns 27.9 .3 (12.3)
Income from continuing operations before income taxes and
extraordinary gain...... ...t i e e 1,401.1 1,532.3 532.3
Provision for income taxes...........ouiiinininnnnnnnnne.s 606.8 606.9 210.8
Income from continuing operations............coiiiiinnnnn.n 794.3 925.4 321.5
Loss from discontinued operations............ccvviiiirnnnnnns (1,272.0) (401.1) (165.3)
Income (loss) before extraordinary gain...........ccovvvvenn (477.7) 524.3 156.2
Extraordinary gain.......... .ottt i == -- 65.2
Net income (L10SS) .. ittt it i e (477.7) 524.3 221.4
Preferred stock dividends...........c.ciiiiiiiiiinnnnn.. -- -- 2.8
Income (loss) applicable to common stock................ou.. $ (477.7) $ 524.3 $ 218.6
Basic earnings (loss) per common share:
Income from continuing operations...............coviiunn. $ 1.60 $ .08 % .73
Loss from discontinued operations............. ..., (2.56) (.90) (.38)
Income (loss) before extraordinary gain................... (.96) 1.18 .35
Extraordinary gain.........o.iiiiiiiiiiiiiiii i -- -- .15
Net income (10SS) .. ii i $ (.96) $ 1.18 $ .50
Diluted earnings (loss) per common share:
Income from continuing operations.................ccvviunnn $ 1.59 % .06 $ .72
Loss from discontinued operations............. ..o, (2.54) (.89) (.37)
Income (loss) before extraordinary gain................... (.95) 1.17 .35
Extraordinary gain........c.o.iiiiiiiiiiiiiii i -- -- .15
Net income (10SS) .. ii s $ (.95) $ 1.17 $ .50

* Includes consumer excise taxes of $308.9 million, $287.6 million and $229.0

million in 2001, 2000 and 1999, respectively.
See accompanying notes.
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THE WILLIAMS COMPANIES, INC.

CONSOLIDATED BALANCE SHEET

(DOLLARS IN MILLIONS, EXCEPT PER-SHARE AMOUNTS)

ASSETS
Current assets:

Cash and cash equivalents.........oiiiiiiiiiiiiininnnnnns
Accounts and notes receivable less allowance of $255.0

($9.8 AN 2000) . v vttt ettt
INVENEOr IS . ittt ittt ittt ittt e
Energy risk management and trading assetsS.................
Margin deposits. ... ... e e e
Assets of discontinued operations...........ccvviiirnrinnn
Deferred income taxeS........ouuuiiiiiiiininiiniinnnnnns

L0 o 3T
Total current assets......... . i,

Net assets of discontinued operations -- Williams
Communications Group, INC. ....vuuurnnnnnnnnnnnnnnnnnnns
INVESEMENES . vttt i i e e e e
Property, plant and equipment -- net................. ... ...

Energy risk management and trading assets................0.n
Goodwill and other intangible assets, net...................
Assets of discontinued operations..........c.vviiiirinnnnnann
Other assets and deferred charges less allowance of $103.2
(NONE 1N 2000) . o v ittt it it et st

Total @SSetS. . vt e

LIABILITIES AND STOCKHOLDERS' EQUITY
Current liabilities:

Notes payable. ...t s
Accounts payable...... ... e
Accrued liabilities.......iiiiiiiiiiiiiiiiiiiniiiiiianan
Liabilities of discontinued operations....................
Energy risk management and trading liabilities............

Guarantees and payment obligations related to Williams
Communications Group, INC. ......uiiiiiinniiinnennnnass
Long-term debt due within one year................ ...,

Total current liabilities............. o
Long-term debt. ... .. o
Deferred 1NCOME LAXES. .. ...ttt eanannnn
Liabilities of discontinued operations......................
Energy risk management and trading liabilities..............
Guarantees and payment obligations related to Williams

Communications Group, INC. .....uuiiiiiien i nnnnenns
Other liabilities and deferred income................... vt
Contingent liabilities and commitments (Note 19)............
Minority interests in consolidated subsidiaries.............
Preferred interests in consolidated subsidiaries............
wWilliams obligated mandatorily redeemable preferred

securities of Trust holding only Williams indentures......
Stockholders' equity:
Preferred stock, $1 per share, 30 million shares
authorized. .. ... e e

Common stock, $1 per share par value, 960 million shares

authorized, 518.9 million issued in 2001, 447.9 million
issued 1n 2000. .. ot e e

Capital in excess of par value............iiiiiiiinnnnnnn

Retained earningsS. .. ...ttt it s

Accumulated other comprehensive income..............ovvuun

(0o 7=

Less treasury stock (at cost), 3.4 million shares of
common stock in 2001 and 3.6 million in 2000............
Total stockholders' equity........... ... i

Total liabilities and stockholders' equity.........

See accompanying notes.
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DECEMBER 31,

2001 2000
$1,291.4 $ 986.5
3,118.6 3,336.4
813.2 847.8
6,514.1 7,879.8
213.8 730.9
25.6 31.9
440.6 64.9
520.7 319.2
12,938.0 14,197.4
-- 2,290.2
1,563.1 1,368.6
16,938.8 13,502.4
4,209.4 1,831.1
1,180.6 42.5
935.9 856.4
1,140.4 688.0
$38,906.2 $34,776.6
$1,424.5 $ 2,036.7
2,885.9 3,085.0
1,957.1 1,367.9
40.9 483.0
5,525.7 7,597.3
645.6 -
1,014.8 1,173.6
13,494.5 15,743.5
9,012.7 6,830.5
3,689.9 2,863.9
488.0 32.9
2,936.6 1,302.8
1,120.0 -
943.1 945.1
201.0 98.1
976.4 877.9

-- 189.9

518.9 447.9
5,085.1 2,473.9
199.6 3,065.7
345.1 28.2
(65.0) (81.2)
6,083.7 5,934.5
(39.7) (42.5)
6,044.0 5,892.0
$38,906.2 $34,776.6




THE WILLIAMS COMPANIES,

INC.

CONSOLIDATED STATEMENT OF STOCKHOLDERS' EQUITY

PREFERRED

STOCK

(DOLLARS IN MILLIONS, EXCEPT PER-SHARE AMOUNTS)

BALANCE, DECEMBER 31, 1998..........
Comprehensive income:
Net income -- 1999................
Other comprehensive income:
Unrealized appreciation on
marketable equity
securities.........ooiiiiiinn
Foreign currency translation
adjustments..........iiiiiinnn

Total other comprehensive
income.......... . i

Total comprehensive income..........
Cash dividends --
Common stock ($.60 per share).....
$3.50 preferred stock ($2.04 per
share). ...ttt
Stockholders' notes issued..........
Stockholders' notes repaid..........
Conversion of preferred stock - 1.8
million shares..........cvvvuuunnn
Issuance of equity of consolidated
subsidiary....... ..o i
Stock award transactions (including
4.0 million common shares)........
Tax benefit of stock-based awards...
ESOP loan repayment.................

BALANCE, DECEMBER 31, 1999..........
Comprehensive income:
Net income -- 2000............ ...
Other comprehensive loss:

Net unrealized depreciation on
marketable equity
securities.........ooiiiiiinn

Foreign currency translation
adjustments...................

Total other comprehensive loss....

Total comprehensive income..........
Cash dividends -- ($.60 per
share)......oo i i
Stockholders' notes issued..........
Stockholders' notes repaid..........
Stock award transactions (including
3.6 million common shares)........
Tax benefit of stock-based awards...
ESOP loan repayment..........c.covvvun
Other..... ..o i

BALANCE, DECEMBER 31, 2000..........
Comprehensive loss:
Net 10SS -- 2001.......00vuvunnnnn
Other comprehensive income:
Net unrealized gains on cash
flow hedges...................
Net unrealized depreciation on
marketable equity

securities........ .o,
Foreign currency translation

adjustments.........oiiiiian
Minimum pension liability

adjustment....................

Total other comprehensive
income.......... o i

Total comprehensive loss............
Issuance of common stock (38 million
shares) ...ttt ittt
Issuance of common stock for
acquisition of business (29.6
million shares).........cvvvuuunnn
Cash dividends -- ($.68 per
share) . ..ottt
Stockholders' notes issued..........
Stockholders' notes repaid..........
Stock award transactions (including
3.6 million common shares)........

$ 102.2

COMMON
STOCK

$432.3

38.

29.

[¢]

6

CAPITAL IN
EXCESS OF

PAR
VALUE

$ 982.4

1,295.4

1,206.1

RETAINED
EARNINGS

$ 2,849.5

221.4

(260.9)

(2.8)

(477.7)

ACCUMULATED
OTHER
COMPREHENSIVE

INCOME

104.2

(18.0)

(47.4)

(23.9)

370.2

(35.3)
(37.1)

(2.2)

TREASURY
OTHER STOCK

$(78.5)  $(47.2)

(77.6) (45.1)

(81.2) (42.5)

$ 4,257.4

221.4

(477.7)

370.2

(35.3)

(37.1)

1,235.7

(341.0)

(8.8)
6.3

79.5



Tax benefit of stock-based awards... -- -- 26.0 --
Distribution of williams
Communications Groups' common

stock. . oo -- -- -- (2,047.4)
Other...... . v i e -- -- 11.1 --
BALANCE, DECEMBER 31, 2001.......... $ -- $518.9 $5,085.1 $ 199.6

$345.1

$(65.0)

$(39.7)

26.0

(2,008.1)
11.1

$ 6,044.0

See accompanying notes.
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THE WILLIAMS COMPANIES, INC.

CONSOLIDATED STATEMENT OF CASH FLOWS

(MILLIONS)

OPERATING ACTIVITIES:

Income from continuing operations..........c.vvvvvvnnrnrnn
Adjustments to reconcile to cash provided from operations:
Depreciation, depletion and amortization................
Provision for deferred income taxes.....................
Impairment of soda ash mining facility..................
Provision for loss on property and other assets.........
Net gain on dispositions of assets......................
Provision for uncollectible accounts....................
Preferred returns and minority interest in income of
consolidated subsidiaries............. it
Tax benefit of stock-based awards.......................
Cash provided (used) by changes in assets and
liabilities:
Accounts and notes receivable............... ...
L= o o o) =
Margin deposits........ it e e e
Other current assetsS.......c.viiiiii i
Accounts payable.......... .. . i i
Accrued liabilities...........eiiiiiiiininnnnnneenns
Changes in current energy risk management and trading
assets and liabilities..........ciiiiiiiiiiiiiiiiiiiiaa,
Changes in noncurrent energy risk management and trading
assets and liabilities.........ciiiiiiiiiiiiiiiiiiiiiaa,
Changes in noncurrent deferred income............ccvvuuuns
Other, including changes in noncurrent assets and
liabilities . e e e

Net cash provided by operating activities of
continuing operations............c i i
Net cash provided by operating activities of
discontinued operations..........ciiiiiiiiiiiiiiea

Net cash provided by operating activities...........

FINANCING ACTIVITIES:

Proceeds from notes payable............... .. oo,
Payments of notes payable...........coiiiiiiiiiiiiiiiinaas
Proceeds from long-term debt..........ciiiiiiiiiiiininnnnns
Payments of long-term debt........... ... ..,
Proceeds from issuance of common stock....................
Dividends paid........oiuiiiiiiiiiiiiii i s
Proceeds from sale of limited partner units of
consolidated partnership............. .o i,
Net proceeds from issuance of preferred interests of
consolidated subsidiaries..........oiiiiiiiiiiiiiiiiaas
Proceeds (payments) from issuance (redemption) of wWilliams
obligated mandatorily redeemable preferred securities of
Trust holding only Williams indentures..................
Payments/dividends to preferred and minority interests....
Payments for debt issuance costs............. ..o
Other -- Net. ... i i e s e s

Net cash provided by financing activities of
continuing operations..........ciiiiiiiiiiiiii i
Net cash provided by financing activities of
discontinued operations..........oiiiiiiiiiiiiiiaas

Net cash provided by financing activities...........

INVESTING ACTIVITIES:

Property, plant and equipment:

Capital expenditures. . ... ..o nnnns

Proceeds from dispositions...........coiiiiiiiiininnnnnns
Acquisitions of businesses (primarily property, plant and

equipment), net of cash acquired............ciiiiuuunnns
Purchases of investments/advances to affiliates...........
Proceeds from dispositions of investments and other

AS S S . e e
Proceeds received on advances to affiliates...............
Purchase of assets subsequently leased to seller..........
Other -- Net. .. e i e s e s

Net cash used by investing activities of continuing
operations. .. ... e e
Net cash used by investing activities of

discontinued operations..........ciiiiiiiiiiiiiia

Net cash used by investing activities...............

Cash of discontinued operations at spinoff..................

Increase in cash and cash equivalents............cvivviivinnnn

YEARS ENDED DECEMBER 31,

$ 794.3

764.
335.
170.
163.
(92.
202.

A NOOOON

67.
26.

o 0

~

634.2
430.0

57.3
(14.7)
4.7

(1,554.3)
(293.7)
(671.7)
(28.7)
1,276.9
251.3
(218.8)

(485.2)
28.2

(1,508.5)
38.5

(726.4)
(183.2)

47.2

(2,331.7)

(1,874.0)

@
w
N
[
o

N

[
RRO W
NPAD)

w
[e)
=N

(633.8)

(102.9)
(56.5)
(62.1)
897.9

(154.8)

(59.1)
91.1

(162.9)



Cash and cash equivalents at beginning of year.............. 1,210.7 1,081.6

Cash and cash equivalents at end of year*

* Includes cash and cash equivalents of discontinued operations of $9.7 million,
$224.2 million and $484.3 million for 2001, 2000 and 1999, respectively.

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

Operations of The Williams Companies, Inc. (Williams) are located
principally in the United States and are organized into three industry groups:
Energy Marketing & Trading, Gas Pipeline and Energy Services.

Energy Marketing & Trading is a fully integrated energy marketer which
offers price-risk management services and buys, sells and arranges for
transportation/transmission of energy commodities -- including natural gas and
gas liquids, crude o0il and refined products, and electricity -- to local
distribution companies, utilities, municipalities, rural electric cooperatives
and large industrial customers in North America. Additionally, Energy Marketing
& Trading commenced operations in Europe in 2001.

Gas Pipeline is comprised primarily of four interstate natural gas
pipelines located throughout the majority of the United States as well as
investments in North American natural gas pipeline-related companies. The four
Gas Pipeline operating segments have been aggregated for reporting purposes and
include Williams Gas Pipelines Central, Northwest Pipeline, Texas Gas
Transmission and Transcontinental Gas Pipe Line.

Energy Services includes five operating segments: Exploration & Production,
International, Midstream Gas & Liquids, Petroleum Services and Williams Energy
Partners. Exploration & Production includes natural gas exploration, production
and marketing activities primarily in the Rocky Mountain, Midwest and Gulf Coast
regions of the United States and Argentina. During 2001, Exploration &
Production acquired Barrett Resources Corporation (Barrett) which was an
independent natural gas and oil exploration and production company with
producing properties located principally in the Rocky Mountain and Mid-Continent
regions of the United States. International includes direct investments in
projects in Brazil, Venezuela and Lithuania, investments in energy and
infrastructure development funds in Asia and South America and soda ash mining
operations in Colorado. Midstream Gas & Liquids is comprised of natural gas
gathering and processing and treating facilities in the Rocky Mountain, Midwest
and Gulf Coast regions of the United States, natural gas liquids pipelines in
the Rocky Mountain, Southwest, Midwest and Gulf Coast regions of the United
States and assets in Canada including several natural gas liquids extraction and
fractionation plants, natural gas liquids pipeline, storage facilities, and a
natural gas processing plant. Petroleum Services includes petroleum refining and
marketing in Alaska and the Southeast, ethanol production and marketing
operations in the Midwest region, and retail travel centers concentrated in the
Midsouth and along the United States interstate highway system and convenience
stores in Alaska. Williams Energy Partners includes a network of storage,
transportation and distribution assets for crude petroleum products and ammonia
and a petroleum products pipeline.

BASIS OF PRESENTATION

Oon March 27, 2002, Williams completed the sale of one of its Gas Pipeline
segments, Kern River Gas Transmission (Kern River), to MidAmerican Energy
Holdings Company (MEHC). Accordingly, the accompanying consolidated financial
statements and notes reflect the results of operations, financial position and
cash flows of Kern River as discontinued operations. Unless indicated otherwise,
the information in the Notes to Consolidated Financial Statements relates to the
continuing operations of Williams (see Note 3).

On April 11, 2002, Williams Energy Partners acquired Williams Pipe Line, an
operation within the Petroleum Services segment. Accordingly, Williams Pipe
Line's results of operations have been transferred from the Petroleum Services
segment to the wWilliams Energy Partners segment. Also in the first quarter of
2002, management of APCO Argentina was transferred from the International
segment to the Exploration & Production segment to align oil and gas activities.
Prior period amounts have been restated to reflect these changes.
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THE WILLIAMS COMPANIES, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS -- (CONTINUED)

Effective February 2001, management of certain operations, previously
conducted by Energy Marketing & Trading, was transferred to Petroleum Services.
These operations included the procurement of crude oil and marketing of refined
products produced from the Memphis refinery, for which prior year segment
information reflects the transfer. Additionally, the refined product sales
activities surrounding certain terminals located throughout the United States
were transferred. This sales activity was previously included in the trading
portfolio of Energy Marketing & Trading and was therefore reported net of
related cost of sales. Following the transfer, these sales are reported on a
"gross" basis.

During first-quarter 2001, Williams Energy Partners L.P. completed an
initial public offering of approximately 4.6 million common units at $21.50 per
unit for net proceeds of approximately $92 million. The initial public offering
represents 40 percent of the units, and Williams retains a 60 percent interest
in the partnership, including its general partner interest. Williams Energy
Partners L.P. and Williams' general partnership interest is reported as Williams
Energy Partners, a separate segment within Energy Services, and initially
consisted of certain terminals and an ammonia pipeline previously reported
within Petroleum Services and Midstream Gas & Liquids, respectively. Also during
first-quarter 2001, management of international activities, previously reported
in Other, was transferred and the international activities are reported as a
separate segment within Energy Services.

Oon April 23, 2001, Williams distributed 398.5 million shares, or
approximately 95 percent, of Williams' communications business, Williams
Communications Group, Inc. (WCG), to Williams' shareholders. WCG has been
accounted for as discontinued operations, and, accordingly, the accompanying
consolidated financial statements and notes reflect the results of operations,
net assets and cash flows of WCG as discontinued operations. For information
relating to litigation involving the distribution of WCG shares, see Note 19.
Unless indicated otherwise, the information in the Notes to Consolidated
Financial Statements relates to the continuing operations of Williams (see Note
3).

Certain prior year amounts have been reclassified to conform to current
year classifications.

PRINCIPLES OF CONSOLIDATION

The consolidated financial statements include the accounts of Williams and
its majority-owned subsidiaries and investments. Companies in which williams and
its subsidiaries own 20 percent to 50 percent of the voting common stock, or
otherwise exercise significant influence over operating and financial policies
of the company, are accounted for under the equity method.

USE OF ESTIMATES

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

Estimates and assumptions which, in the opinion of management, are
significant to the underlying amounts included in the financial statements and
for which it would be reasonably possible that future events or information
could change those estimates include: 1) contingent obligations including
guarantees related to WCG obligations; 2) litigation-related contingencies; 3)
valuations of energy contracts, including energy-related contracts; 4)
environmental remediation obligations; 5) impairment assessments of goodwill and
long-lived assets; 6) realization of deferred income tax assets; and 7) Gas
Pipeline revenues subject to refund. These estimates are discussed further
throughout the accompanying notes.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS -- (CONTINUED)
CASH AND CASH EQUIVALENTS

Cash and cash equivalents include demand and time deposits, certificates of
deposit and other marketable securities with maturities of three months or less
when acquired.

INVENTORY VALUATION

Inventories are stated at cost, which is not in excess of market, except
for certain assets held for energy risk management activities by Energy
Marketing & Trading, which are primarily stated at fair value. The cost of
inventories is determined using the following methods: certain crude oil and
refined products inventories held by Petroleum Services are determined using the
first-in, first-out (FIFO) cost method as adjusted for the effects of fair value
hedges as prescribed by Statement of Financial Accounting Standards (SFAS) No.
133, "Accounting for Derivative Instruments and Hedging Activities;" certain
natural gas inventories held by Transcontinental Gas Pipe Line are determined
using the last-in, first-out (LIFO) cost method; and the cost of the remaining
inventories is primarily determined using the average-cost method or market, if
lower.

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 pipelines are credited or charged to accumulated depreciation; other
gains or losses are recorded in net income.

0il and gas exploration and production activities are accounted for under
the successful efforts method of accounting. Costs incurred in connection with
the drilling and equipping of exploratory wells are capitalized as incurred. If
proved reserves are not found, such costs are charged to expense. Other
exploration costs, including lease rentals, are expensed as incurred. All costs
related to development wells, including related production equipment and lease
acquisition costs, are capitalized when incurred. Unproved properties are
evaluated annually, or as conditions warrant, to determine any impairment in
carrying value. Depreciation, depletion and amortization are provided under the
units of production method.

Proved properties, including developed and undeveloped, and costs
associated with probable reserves, are assessed for impairment using estimated
future cash flows. Estimating future cash flows involves the use of complex
judgments such as estimation of the proved and probable o0il and gas reserve
quantities, risk associated with the different categories of o0il and gas
reserves, timing of development and production, expected future commodity
prices, capital expenditures and production costs.

GOODWILL AND OTHER INTANGIBLE ASSETS

Goodwill represents the excess of cost over fair value of assets of
businesses acquired. In accordance with SFAS No. 142, "Goodwill and Other
Intangible Assets," approximately $1 billion of goodwill acquired subsequent to
June 30, 2001, in the acquisition of Barrett (see Note 2) is not being
amortized. All other goodwill is amortized on a straight-line basis over periods
from 20 to 40 years. Other intangible assets are amortized on a straight-line
basis over periods from three to 25 years. Accumulated amortization at December
31, 2001 and 2000 was $16.3 million and $45.2 million, respectively.
Amortization expense was $7 million, $10.7 million and $20.4 million in 2001,
2000 and 1999, respectively. See RECENT ACCOUNTING STANDARDS for further
discussion of SFAS No. 142.

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.
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ENERGY COMMODITY RISK MANAGEMENT AND TRADING ACTIVITIES

Energy Marketing & Trading has energy commodity risk management and trading
operations that enter into energy contracts to provide price-risk management
services to its third-party customers. Energy contracts utilized in energy
commodity risk management and trading activities are valued at fair value in
accordance with SFAS No. 133, "Accounting for Derivative Instruments and Hedging
Activities," and Emerging Issues Task Force Issue (EITF) No. 98-10, "Accounting
for Contracts Involved in Energy Trading and Risk Management Activities."
wWilliams adopted SFAS No. 133 effective January 1, 2001. Such adoption had no
impact on the accounting for energy commodity risk management and trading
activities. Prior to adopting SFAS No. 133, Energy Marketing & Trading followed
the guidance in EITF No. 98-10. Energy contracts include forward contracts,
futures contracts, option contracts, swap agreements, commodity inventories,
short-and long-term purchase and sale commitments, which involve physical
delivery of an energy commodity and energy-related contracts, such as
transportation, storage, full requirements, load serving and power tolling
contracts. In addition, Williams enters into interest rate swap agreements and
credit default swaps to manage the interest rate and credit risk in its energy
trading portfolio. These energy contracts and interest rate and credit default
swap agreements, with the exception of certain commodity inventories, are
recorded in current and noncurrent energy risk management and trading assets and
energy risk management and trading liabilities in the Consolidated Balance
Sheet. The classification of current versus noncurrent is based on the timing of
expected future cash flows. In accordance with SFAS No. 133 and EITF No. 98-10,
the net change in fair value of these contracts representing unrealized gains
and losses is recognized in income currently and recorded as revenues in the
Consolidated Statement of Operations. Energy Marketing & Trading reports its
trading operations' physical sales transactions net of the related purchase
costs, consistent with fair value accounting for such trading activities. The
accounting for Energy Marketing & Trading's energy-related contracts requires
wWilliams to assess whether certain of these contracts are executory service
arrangements or leases pursuant to SFAS No. 13, "Accounting for Leases." There
currently is not extensive authoritative guidance for determining when an
arrangement is a lease or an executory service arrangement. As a result,
williams assesses each of its energy-related contracts and makes the
determination based on the substance of each contract focusing on factors such
as physical and operational control of the related asset, risks and rewards of
owning, operating and maintaining the related asset and other contractual terms.

Fair value of energy contracts is determined based on the nature of the
transaction and the market in which transactions are executed. Certain
transactions are executed in exchange-traded or over-the-counter markets for
which quoted prices in active periods exist. Transactions are also executed in
exchange-traded or over-the-counter markets for which quoted market prices may
exist; however, the markets may be relatively inactive and price transparency is
limited. Certain transactions are executed for which quoted market prices are
not available. Quoted market prices for varying periods in active markets are
readily available for valuing forward contracts, futures contracts, swap
agreements and purchase and sales transactions in the commodity markets in which
Energy Marketing & Trading transacts. For contracts or transactions that extend
into periods for which actively quoted prices are not available, Energy
Marketing & Trading estimates energy commodity prices in the illiquid periods by
incorporating information obtained from commodity prices in actively quoted
markets, prices reflected in current transactions and market fundamental
analysis. For contracts where quoted market prices are not available, primarily
transportation, storage, full requirements, load serving and power tolling
contracts, Energy Marketing & Trading estimates fair value using models and
other valuation techniques that reflect the best information available under the
circumstances. Fair value for energy-related contracts is estimated using
valuation techniques that incorporate option pricing theory, statistical and
simulation analysis, present value concepts incorporating risk from uncertainty
of the timing and amount of estimated cash flows and specific contractual terms.
These valuation techniques utilize factors such as quoted energy commodity
market prices, estimates of energy commodity market prices in the absence of
quoted market prices, volatility factors underlying the positions, estimated
correlation of energy commodity prices, contractual volumes, estimated volumes
under option and other arrangements, liquidity of the market
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in which the contract is transacted, and a risk-free market discount rate. Fair
value also reflects a risk premium that market participants would consider in
their determination of fair value. Regardless of the method for which fair value
is determined, the recognized fair value of all contracts also considers the
risk of non-performance and credit considerations of the counterparty.

In some cases, Energy Marketing & Trading enters into price-risk management
contracts that have forward start dates commencing upon completion of
construction and development of assets to be owned and operated by third
parties. Until construction commences, revenue recognition and the fair value of
these contracts is limited to the amount of any guaranty or similar form of
acceptable credit support that encourages the counterparty to perform under the
terms of the contract with appropriate consideration for any contractual
provisions that provide for contract termination by the counterparty.

The fair value of Energy Marketing & Trading's trading portfolio is
continually subject to change due to changing market conditions and changing
trading portfolio positions. Determining fair value for these contracts also
involves complex assumptions including estimating natural gas and power market
prices in illiquid periods and markets, estimating volatility and correlation of
natural gas and power prices, evaluating risk arising from uncertainty inherent
in estimating cash flows and estimates regarding counterparty performance and
credit considerations.

GAS PIPELINE REVENUES

Revenues for sales of products are recognized in the period of delivery,
and revenues from the transportation of gas are recognized in the period the
service is provided. Gas Pipeline is subject to Federal Energy Regulatory
Commission (FERC) regulations and, accordingly, certain revenues collected may
be subject to possible refunds upon final orders in pending rate cases. Gas
Pipeline records estimates of rate refund liabilities considering Gas Pipeline
and other third-party regulatory proceedings, advice of counsel and estimated
total exposure, as discounted and risk weighted, as well as collection and other
risks.

ENERGY SERVICES REVENUES

Revenues generally are recorded when services have been performed or
products have been delivered. A portion of Williams Energy Partners is subject
to FERC regulations and, accordingly, the method of recording these revenues is
consistent with Gas Pipeline's method discussed above.

Additionally, revenues from the domestic production of natural gas in
properties for which Exploration & Production has an interest with other
producers, are recognized based on the actual volumes sold during the period.
Any differences between volumes sold and entitlement volumes, based on
Exploration & Production's net working interest, which are determined to be
non-recoverable through remaining production, are recognized as accounts
receivable or accounts payable, as appropriate. Cumulative differences between
volumes sold and entitlement volumes are not significant.

DERIVATIVE INSTRUMENTS AND HEDGING ACTIVITIES

On January 1, 2001, wWilliams adopted SFAS No. 133, "Accounting for
Derivative Instruments and Hedging Activities." This standard, as amended, did
not impact the accounting for derivatives within Energy Marketing & Trading's
energy commodity risk management and trading activities which are accounted for
at fair value as discussed above. All other derivatives are reflected on the
balance sheet at their fair value and are recorded in other current assets,
other assets and deferred charges, accrued liabilities and other liabilities and
deferred income in the Consolidated Balance Sheet as of December 31, 2001.

Derivative instruments held by wWilliams, other than those utilized in the
energy risk management and trading activities, consist primarily of futures
contracts, swap agreements, forward contracts and option contracts. Most of
these transactions are executed in exchange-traded or over-the-counter markets
for which
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quoted prices in active periods exist. For contracts with lives exceeding the
time period for which quoted prices are available, fair value determination
involves estimating commodity prices during the illiquid periods by
incorporating information obtained from commodity prices in actively quoted
markets, prices reflected in current transactions and market fundamental
analysis.

The accounting for changes in the fair value of a derivative depends upon
whether it has been designated in a hedging relationship and, further, on the
type of hedging relationship. To qualify for designation in a hedging
relationship, specific criteria must be met and the appropriate documentation
maintained. Hedging relationships are established pursuant to Williams' risk
management policies and are initially and regularly evaluated to determine
whether they are expected to be, and have been, highly effective hedges. If a
derivative ceases to be a highly effective hedge, hedge accounting is
discontinued prospectively, and future changes in the fair value of the
derivative are recognized in earnings each period. Changes in the fair value of
derivatives not designated in a hedging relationship are recognized in earnings
each period.

For derivatives designated as a hedge of a recognized asset or liability or
an unrecognized firm commitment (fair value hedges), the changes in the fair
value of the derivative as well as changes in the fair value of the hedged item
attributable to the hedged risk are recognized each period in earnings. If a
firm commitment designated as the hedged item in a fair value hedge is
terminated or otherwise no longer qualifies as the hedged item, any asset or
liability previously recorded as part of the hedged item is recognized currently
in earnings.

For derivatives designated as a hedge of a forecasted transaction or of the
variability of cash flows related to a recognized asset or liability (cash flow
hedges), the effective portion of the change in fair value of the derivative is
reported in other comprehensive income and reclassified into earnings in the
period in which the hedged item affects earnings. Amounts excluded from the
effectiveness calculation and any ineffective portion of the change in fair
value of the derivative are recognized currently in earnings. Gains or losses
deferred in accumulated other comprehensive income associated with terminated
derivatives and derivatives that cease to be highly effective hedges remain in
accumulated other comprehensive income until the hedged item affects earnings.
Forecasted transactions designated as the hedged item in a cash flow hedge are
regularly evaluated to assess whether they continue to be probable of occurring.
If the forecasted transaction is no longer probable of occurring, any gain or
loss deferred in accumulated other comprehensive income is recognized in
earnings currently.

On January 1, 2001, Williams recorded a cumulative effect of an accounting
change associated with the adoption of SFAS No. 133, as amended, to record all
derivatives at fair value. The cumulative effect of the accounting change was
not material to net income (loss), but resulted in a $95 million reduction of
other comprehensive income (net of income tax benefits of $59 million) related
to derivatives which hedge the variable cash flows of certain forecasted energy
commodity transactions. Of the transition adjustment recorded in other
comprehensive income at January 1, 2001, net losses of approximately $90 million
(net of income tax benefits of $56 million) were reclassified into earnings
during 2001, offsetting net gains realized in earnings from favorable market
movements associated with the underlying transactions being hedged.

With the adoption of SFAS No. 133 on January 1, 2001, the accounting for
certain aspects of derivative instruments and hedging activities was different
in periods prior to the adoption of SFAS No. 133. Prior to 2001, Williams
entered into energy derivative financial instruments and derivative commodity
instruments (primarily futures contracts, option contracts and swap agreements)
to hedge against market price fluctuations of certain commodity inventories and
sales and purchase commitments. Certain of these instruments were not required
to be recorded on the balance sheet; there was not a distinction between cash
flow and fair value hedges and no ineffectiveness was required to be recorded
currently in earnings. Unrealized and realized gains and losses on those hedge
contracts were deferred and recognized in income in the same manner as the
hedged item. No unrealized gains or losses were required to be reported in other
comprehensive income. These contracts were initially and regularly evaluated to
determine that there was high correlation between
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changes in the fair value of the hedge contract and fair value of the hedged
item. In instances where the anticipated correlation of price movements did not
occur, hedge accounting was terminated and future changes in the value of the
instruments were recognized as gains or losses. If the hedged item of the
underlying transaction was sold or settled, the instrument was recognized into
income (loss).

wWilliams entered into interest-rate swap agreements to modify the interest
characteristics of its long-term debt. These agreements were designated with all
or a portion of the principal balance and term of specific debt obligations.
These agreements involved 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
was accrued and recognized as an adjustment of interest accrued. Gains and
losses from terminations of interest-rate swap agreements were deferred and
amortized as an adjustment of the interest expense on the outstanding debt over
the remaining original term of the terminated swap agreement. In the event the
designated debt was extinguished, gains and losses from terminations of
interest-rate swap agreements were recognized into income (loss).

MAJOR MAINTENANCE COSTS

wWilliams incurs planned major maintenance costs at its two refineries and
an ethylene production facility and accrues for these costs in advance of the
period in which costs are actually incurred. The type of costs subject to this
policy are primarily scheduled turnaround costs of the facilities and are
classified as accounts payable and other liabilities on the Consolidated Balance
Sheet. For the refineries, such repairs are completed over a planned cycle of
five to six years, with modular components completed each year. For the ethylene
facility, major maintenance repairs are scheduled to occur approximately every
four years. At December 31, 2001, the total expected cost of the major
maintenance projects was approximately $40 million for the refineries and
approximately $6 million for the ethylene production facility. The balance of
costs to be accrued is approximately $28 million for the refineries and $5
million for the ethylene production facility over the 2002-2005 period.

Accruals are initiated upon completion of the most recent major maintenance
project. These projects are completed over periods of several days to several
weeks, with annual accruals in advance of costs actually being incurred expected
to total approximately $7 million for the refineries and approximately $2
million for the ethylene production facility over the 2002-2005 period.

IMPAIRMENT OF LONG-LIVED ASSETS

williams evaluates the long-lived assets, including other intangibles and
related goodwill, of identifiable business activities for impairment when events
or changes in circumstances indicate, in management's judgment, that the
carrying value of such assets may not be recoverable. When such a determination
has been made, management's estimate of undiscounted future cash flows
attributable to the assets is compared to the carrying value of the assets to
determine whether an impairment has occurred. If an impairment of the carrying
value has occurred, the amount of the impairment recognized in the financial
statements is determined by estimating the fair value of the assets and
recording a loss for the amount that the carrying value exceeds the estimated
fair value.

For assets identified to be disposed of in the future, the carrying value
of these assets is compared to the estimated fair value less the cost to sell to
determine if recognition of an impairment is required. Until the assets are
disposed of, the estimated fair value is redetermined when related events or
circumstances change.

Judgments and assumptions are inherent in management's estimate of
undiscounted future cash flows used to determine recoverability of an asset and
the estimate of an asset's fair value used to calculate the amount of impairment
to recognize. The use of alternate judgments and/or assumptions could result in
the recognition of different levels of impairment charges in the financial
statements.
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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 companies are
calculated in accordance with FERC rules. Rates used by unregulated companies
are based on the average interest rate on debt. Interest capitalized on
internally generated funds, as permitted by FERC rules, is included in
non-operating other income (expense) -- net.

EMPLOYEE STOCK-BASED AWARDS

Employee stock-based awards are accounted for under Accounting Principles
Board Opinion (APB) No. 25, "Accounting for Stock Issued to Employees" and
related interpretations. Fixed-plan common stock options generally 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 grant.

INCOME TAXES

Williams includes the operations of its subsidiaries in its consolidated
tax return. Deferred income taxes are computed using the liability method and
are provided on all temporary differences between the financial basis and the
tax basis of Williams' assets and liabilities. Management's judgment and income
tax assumptions are used to determine the levels, if any, of valuation
allowances associated with deferred tax assets.

EARNINGS PER SHARE

Basic earnings per share are based on the sum of the average number of
common shares outstanding and issuable restricted and deferred shares. Diluted
earnings per share include any dilutive effect of stock options and, for
applicable periods presented, convertible preferred stock.

FOREIGN CURRENCY TRANSLATION

The functional currency of certain of Williams' continuing foreign
operations is the local currency for the applicable foreign subsidiary or equity
method investee. These foreign currencies include the Canadian dollar, British
pound, Euro, and Brazilian real. Assets and liabilities of certain foreign
subsidiaries and equity investees are translated at the spot rate in effect at
the applicable reporting date, and the combined statements of operations and
wWilliams' share of the results of operations of its equity affiliates are
translated into the U.S. dollar at the average exchange rates in effect during
the applicable period. The resulting cumulative translation adjustment is
recorded as a separate component of other comprehensive income (loss).

Transactions denominated in currencies other than the functional currency
are recorded based on exchange rates at the time such transactions arise.
Subsequent changes in exchange rates result in transactions gains and losses
which are reflected in the Consolidated Statement of Operations.

ISSUANCE OF EQUITY OF CONSOLIDATED SUBSIDIARY

Sales of equity, common stock or limited partnership units, by a
consolidated subsidiary are accounted for as capital transactions with the
adjustment to capital in excess of par value. No gain or loss is recognized on
these transactions.

SECURITIZATIONS AND TRANSFERS OF FINANCIAL INSTRUMENTS

williams has agreements to sell, on an ongoing basis, certain of its trade
accounts receivable through revolving securitization structures and retains
servicing responsibilities as well as a subordinate interest in the transferred
receivables. Williams accounts for the securitization of trade accounts
receivable in accordance
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with SFAS No. 140, "Accounting for Transfers and Servicing of Financial Assets
and Extinguishments of Liabilities." As a result, the related receivables are
removed from the Consolidated Balance Sheet and a retained interest is recorded
for the amount of receivables sold in excess of cash received.

williams determines the fair value of its retained interests based on the
present value of future expected cash flows using management's best estimates of
various factors, including credit loss experience and discount rates
commensurate with the risks involved. These assumptions are updated periodically
based on actual results, thus the estimated credit loss and discount rates
utilized are materially consistent with historical performance. The fair value
of the servicing responsibility is estimated based on internal costs, which
approximate market. Costs associated with the sale of receivables are included
in nonoperating other income (expense) -- net in the Consolidated Statement of
Operations.

RECENT ACCOUNTING STANDARDS

The Financial Accounting Standards Board (FASB) issued SFAS No. 141,
"Business Combinations" and SFAS No. 142, "Goodwill and Other Intangible
Assets." SFAS No. 141 establishes accounting and reporting standards for
business combinations and requires all business combinations to be accounted for
by the purchase method. The Statement is effective for all business combinations
initiated after June 30, 2001, and any business combinations accounted for using
the purchase method for which the date of acquisition is July 1, 2001, or later.
SFAS No. 142 addresses accounting and reporting standards for goodwill and other
intangible assets. Under the provisions of this Statement, goodwill and
intangible assets with indefinite useful lives are no longer amortized, but will
be tested annually for impairment. Williams applied the new rules on accounting
for goodwill and other intangible assets beginning January 1, 2002. Application
of the nonamortization provisions of the Statement will not materially impact
the comparability of the Consolidated Statement of Operations. During
first-quarter 2002, Williams began the initial impairment tests of goodwill as
of January 1, 2002. Preliminary results of these tests have indicated that there
will not be a significant unfavorable impact of adopting this standard; however,
all tests have not been completed. Approximately $1 billion of goodwill recorded
as a result of the Barrett acquisition completed on August 2, 2001, (see Note 2)
is not being amortized.

The FASB issued SFAS No. 143, "Accounting for Asset Retirement
Obligations." This Statement addresses financial accounting and reporting for
obligations associated with the retirement of tangible long-lived assets and the
associated asset retirement costs and amends FASB Statement No. 19, "Financial
Accounting and Reporting by 0il and Gas Producing Companies." The Statement
requires that the fair value of a liability for an asset retirement obligation
be recognized in the period in which it is incurred if a reasonable estimate of
fair value can be made, and that the associated asset retirement costs be
capitalized as part of the carrying amount of the long-lived asset. The
Statement is effective for financial statements issued for fiscal years
beginning after June 15, 2002. The effect of this standard on Williams' results
of operations and financial position is being evaluated. While it is likely
there will ultimately be material obligations related to the future retirement
of assets such as refineries and pipelines, Williams cannot currently estimate
the financial impact at the date of adoption as Williams has not yet completed
its evaluation. However, it is Williams' belief that any such impact would be a
charge to earnings.

The FASB issued SFAS No. 144, "Accounting for the Impairment or Disposal of
Long-Lived Assets." This Statement supersedes SFAS No. 121, "Accounting for the
Impairment of Long-Lived Assets and for Long-Lived Assets to be Disposed of,"
and amends Accounting Principles Board Opinion No. 30, "Reporting the Results of
Operations -- Reporting the Effects of Disposal of a Segment of a Business and
Extraordinary, Unusual and Infrequently Occurring Events and Transactions." The
Statement retains the basic framework of SFAS No. 121, resolves certain
implementation issues of SFAS No. 121, extends applicability to discontinued
operations, and broadens the presentation of discontinued operations to include
a component of an entity. The
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Statement is being applied prospectively, beginning January 1, 2002. Initial
adoption of the Statement did not have any impact on Williams' results of
operations or financial position.

NOTE 2. BARRETT ACQUISITION

Through two transactions, Williams acquired all of the outstanding stock of
Barrett. On June 11, 2001, Williams acquired 50 percent of Barrett's outstanding
common stock in a cash tender offer of $73 per share for a total of
approximately $1.2 billion. Williams acquired the remaining 50 percent of
Barrett's outstanding common stock on August 2, 2001, through a merger by
exchanging each remaining share of Barrett common stock for 1.767 shares of
wWilliams common stock for a total of approximately 30 million shares of Williams
common stock valued at $1.2 billion. The value of the 30 million shares of
wWilliams common stock was based on the average market price of wWilliams common
stock for the 2 days before and after the May 7, 2001, announcement of the terms
of the acquisition. This acquisition has been accounted for as a purchase
business combination with a purchase price, including transaction fees and other
related costs, of approximately $2.5 billion, excluding $312 million of debt
obligations of Barrett assumed in the acquisition.

williams' 50 percent share of Barrett's results of operations for the
period June 11, 2001 to August 1, 2001, as well as amortization of the excess of
wWilliams' investment over the underlying equity in Barrett's net assets for that
period, is included in equity earnings within investing income (loss) in the
Consolidated Statement of Operations and Exploration & Production's segment
profit. Beginning August 2, 2001, 100 percent of Barrett's results of operations
is included in Exploration & Production's revenues and operating income in the
Consolidated Statement of Operations, and the majority of these assets are
included in Exploration & Production's segment assets.

As of August 2, 2001, Barrett's estimated proved gas and oil reserves were
1.9 trillion cubic feet of gas equivalents. Barrett's assets included long-lived
reserves that Williams believes offer opportunity for long-term and steady
growth and align strategically with williams' other assets. Williams is a major
gatherer and processor in the Rockies and has natural gas pipelines and gas
liquids pipelines that transport product out of the Rockies. In addition, these
new gas reserves help to balance the risk profile of williams' growing power
trading portfolio by providing an additional physical and natural hedge against
a short natural gas position. As a result of the value that the Barrett
acquisition provides to Williams overall, $1.0 billion of goodwill was allocated
to Exploration & Production and $105.5 million was allocated to Energy Marketing
& Trading.

The following unaudited pro forma information combines the results of
operations of Williams and Barrett and incorporates the impact of the wWilliams
shares issued as if the purchase of 100 percent of Barrett occurred at the
beginning of each year presented:

(MILLIONS, EXCEPT PER-
SHARE AMOUNTS)

RV EBNUES .« v ittt ettt ettt e et e e e $11,247.9 $9,731.0
Income from continuing operations.........cvvvvvrnrrrnrnnnnn 876.0 882.0
Net InCOME (L0SS) .t ittt ittt anennn (396.0) 480.9
Basic earnings (loss) per common share:
Income from continuing operations............... ... viunn $ 1.70 $ 1.86
Net ZNCOME (10SS) . v v vt ittt ittt aie e $ (.77) $ 1.01
Diluted earnings (loss) per common share:
Income from continuing operations..........covvivvvrnrnrnnn $ 1.69 $ 1.84
Net income (10SS) .. vu it ittt ittt e $ (.76) $ 1.00

Pro forma financial information is not necessarily indicative of results of
operations that would have occurred if the acquisition had occurred at the
beginning of each year presented or of future results of operations of the
combined companies.
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The following table summarizes the estimated fair values of the assets
acquired and liabilities assumed at the date of acquisition. Fair value is
determined based on the nature of the asset acquired or liability assumed and
utilizes judgments and assumptions of management. Where available, exchange
quoted energy commodity market prices and current interest rate levels were
used. When the contract life or estimated reserve life exceeds the time period
for which quoted prices are available, judgment is used to estimate the energy
commodity prices during the illiquid periods by incorporating information
obtained from commodity prices in actively quoted markets, prices reflected in
current transactions and market fundamental analysis. Complex judgments also
include estimation of the o0il and gas reserve quantities, risk associated with
the different categories of o0il and gas reserves, timing of development and
production of oil and gas reserves, oil and gas capital expenditures necessary
to develop the reserves, production costs and discount rate.

AT
AUGUST 2,

2001
(MILLIONS)
Current deferred income taxes..........c.viiiinenrnnnnnrnnnnn $ 14.4
Other current asSetS. ... ..ttt it e e 113.2
Property, plant and equipment..........ciiiiiirnrnrrnnrnnnnn 2,520.4
Goodwill and other asSetS........oviiiiiiiiiiiiiiiiinnnnnns 1,114.5
Total @ssetsS. ... e s 3,762.5
Current liabilities........c.uiiiuiiiiiii it 134.6
Current energy risk management and trading liabilities...... 37.0
Long-term debt....... .. 312.1
Deferred 1NCOME LaXES. ... .ttt enennns 634.7
Noncurrent energy risk management and trading liabilities... 61.6
Other liabilities........ouiuiuiiiiiiiiiiiiiiiiiiiiiiiiiinnns 65.5
Total liabilities...........o iy 1,245.5
Net assets acquired...........oiiiiiinnnnnnnnnns $2,517.0

NOTE 3. DISCONTINUED OPERATIONS
KERN RIVER

On March 27, 2002, williams completed the sale of its Kern River pipeline
for $450 million in cash and the assumption by the purchaser of $510 million in
debt. As part of the agreement, a maximum of $32.5 million of the purchase price
is contingent upon Kern River receiving a certificate from the FERC to construct
and operate a future expansion. This certificate is expected to be received
during third-quarter 2002. The agreement contains certain indemnities which
survived the closing of the transaction. Williams has not received any claims
for indemnification under the agreement. In accordance with the provisions
related to discontinued operations within SFAS No. 144, "Accounting for the
Impairment or Disposal of Long-Lived Assets," the results of operations,
financial position and cash flows for Kern River have been reflected in the
accompanying consolidated financial statements and notes as discontinued
operations.

Kern River had interest-rate swap agreements to manage interest-rate risk
that were not designated as hedges of long-term debt. Changes in fair value were
recorded each period in other income (expense) -- net below operating income in
the Consolidated Statement of Operations. These agreements were terminated
during 2001. Offsetting amounts were recorded as an adjustment to a regulatory
asset.
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WILLIAMS COMMUNICATIONS GROUP, INC.
EVENTS AROUND THE WCG SEPARATION AND OTHER RELATED INFORMATION

on March 30, 2001, Williams' board of directors approved a tax-free spinoff
of WCG to Williams' shareholders. Williams distributed 398.5 million shares, or
approximately 95 percent of the WCG common stock held by williams, to holders of
record on April 9, 2001, of wWilliams' common stock. Distribution of .822399 of a
share of WCG common stock for each share of williams common stock occurred on
April 23, 2001. In accordance with APB Opinion No. 30, "Reporting the Results of
Operations -- Reporting the Effects of Disposal of a Segment of a Business, and
Extraordinary, Unusual, and Infrequently Occurring Events and Transactions," the
results of operations, financial position and cash flows for WCG have been
reflected in the accompanying consolidated financial statements and notes as
discontinued operations.

williams, prior to the spinoff and in an effort to strengthen WCG's capital
structure, entered into an agreement under which williams contributed an
outstanding promissory note from WCG of approximately $975 million and certain
other assets, including a building under construction and a commitment to
complete the construction. In return, Williams received 24.3 million newly
issued common shares of WCG.

The WCG common stock distribution was recorded as a dividend and resulted
in a decrease to consolidated stockholders' equity of approximately $2.0
billion, which included an increase to accumulated other comprehensive income of
approximately $21.3 million. The WCG shares retained by wWilliams are included in
investments in the Consolidated Balance Sheet. In third-quarter 2001, Williams
recognized a $70.9 million loss related to the write-down of this investment due
to the decline in value which was determined to be other than temporary (see
Note 4). At year-end, Williams wrote off its remaining $25 million investment in
WCG common stock as discussed further below. Additionally, receivables include
amounts due from WCG of approximately $27 million, net of allowance of $85
million, at December 31, 2001. This amount includes a $21 million deferred
payment (net of allowance of $85 million) for services provided to WCG due March
15, 2002. In February 2002, the deferred payment from WCG was extended to
September 15, 2002.

wWilliams, prior to the spinoff, provided indirect credit support for $1.4
billion of WCG's Note Trust Notes through a commitment to make available
proceeds of a Williams equity issuance or other permitted redemption sources in
the event any one of the following were to occur: (1) a WCG default; (2)
downgrading of wWilliams' senior unsecured debt to Bal or below by Moody's
Investor's Service, BB or below by Standard & Poor's, or BB+ or below by Fitch
Ratings, if williams' common stock closing price is below $30.22 for ten
consecutive trading days while such downgrade is in effect; or (3) to the extent
proceeds from WCG's refinancing or remarketing of certain structured notes prior
to March 2004 produces proceeds of less than $1.4 billion. On March 5, 2002,
williams received the requisite approvals on its consent solicitation to amend
the terms of the WCG Note Trust Notes. The amendment, among other things,
eliminates acceleration of the WCG Note Trust Notes due to a WCG bankruptcy or
from a wWilliams credit rating downgrade. The amendment also affirms wWilliams'
obligations for all payments due with respect to the WCG Note Trust Notes, which
are due March, 2004, and allows Williams to fund such payments from any
available sources. With the exception of the March and September 2002 interest
payments, totaling $115 million, WCG remains indirectly obligated to reimburse
wWilliams for any payments Williams is required to make in connection with the
Structured Notes.

wWilliams has provided a guarantee of WCG's obligations under a 1998
transaction in which WCG entered into an operating lease agreement covering a
portion of its fiber-optic network. The total cost of the network assets covered
by the lease agreement is $750 million. The lease term initially totaled five
years and, if renewed, could extend to seven years. WCG has an option to
purchase the covered network assets during the lease term at an amount
approximating lessor's cost. On March 6, 2002, a representative of WCG notified
williams that WCG intends to issue a notice so as to be able to purchase the
assets in the immediate future.
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As a result of an agreement between Williams and WCG's revolving credit facility
lenders, if williams gains control of the network assets covered by the lease,
wWilliams may be obligated to return the assets to WCG and the liability of WCG
to compensate Williams for such property may be subordinated to the interests of
WCG's revolving credit facility lenders and may not mature any earlier than one
year after the maturity of WCG's revolving credit facility.

williams has also provided guarantees on certain performance obligations of
WCG totaling approximately $57 million.

wWilliams has received a private letter ruling from the Internal Revenue
Service (IRS) stating that the distribution of WCG common stock would be
tax-free to Williams and its stockholders. Although private letter rulings are
generally binding on the IRS, Williams will not be able to rely on this ruling
if any of the factual representations or assumptions that were made to obtain
the ruling are, or become, incorrect or untrue in any material respect. However,
wWilliams is not aware of any facts or circumstances that would cause any of the
representations or assumptions to be incorrect or untrue in any material
respect. The distribution could also become taxable to Williams, but not
williams shareholders, under the Internal Revenue Code (IRC) in the event that
wWilliams' or WCG's subsequent business combinations were deemed to be part of a
plan contemplated at the time of distribution and would constitute a total
cumulative change of more than 50 percent of the equity interest in either
company.

Under the terms of an amended tax-sharing agreement between WCG and
wWilliams, WCG will remain liable to williams for federal and state income tax
audit adjustments relating to the period from October 1, 1999, through the date
of the spinoff, but will not be responsible for any interest accruing through
2005 on such tax deficiencies. With regard to the tax-free status of the
spinoff, williams will have the overall risk that the transaction is tax free,
but WCG will have liability to Williams if WCG causes the spinoff to be taxable.
Additionally, WCG and Williams have each agreed to be separately responsible for
any tax resulting from actions taken by its respective company that violate the
IRC requirement relating to a more than 50 percent change in equity interest in
either company discussed above and to mutually monitor activities of both
companies with respect to this requirement.

As part of the separation of Williams and WCG, both companies entered into
service agreements to support ongoing operations of WCG relating primarily to
certain human resources services, buildings and facilities, administrative and
strategic sourcing services and information technology. Many of these service
agreements expired at the end of 2001, however, certain of the agreements are
longer in term and some agreements have been amended to extend the terms into
2002. As these service agreements expire, the fees and reimbursements that are
paid by WCG will also cease.

wWilliams, with respect to shares of WCG's common stock that williams
retained, has committed to the IRS to dispose of all of the WCG common stock
that it retains as soon as market conditions allow, but in any event not longer
than five years after the spinoff. As part of a separation agreement, but
subject to an additional favorable ruling by the IRS that such a limitation is
not inconsistent with any ruling issued to Williams regarding the tax-free
treatment of the spinoff, williams agreed not to dispose of the retained WCG
shares for three years from the date of distribution and to notify WCG of an
intent to dispose of such shares. However, on February 28, 2002, wWilliams filed
with the IRS a request to withdraw its request for a ruling that the agreement
between Williams and WCG that Williams would not transfer any retained WCG stock
for a three year period from the spinoff would not be inconsistent with the
favorable tax-free treatment ruling issued to Williams. Williams represented in
the withdrawal request that it had abandoned its intent to make the lock-up
effective, thereby making the ruling request moot.
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SIGNIFICANT EVENTS OCCURRING AFTER THE WCG SEPARATION

In third-quarter 2001, Williams purchased the williams Technology Center
and other ancillary assets (Technology Center) and three corporate aircraft from
WCG for $276 million, which represents the approximate actual cost of
construction of the wWilliams Technology Center and the acquisition costs of the
ancillary assets and aircraft. Williams then entered into long-term lease
arrangements under which WCG is the sole lessee of the Technology Center and
aircraft (see Note 13). As a result of this transaction, williams' Consolidated
Balance Sheet includes $28.8 million in current accounts and notes receivable
and $137.2 million in noncurrent other assets and deferred charges, net of
allowance of $103.2 million, relating to amounts due from WCG (see Note 13).

For information relating to litigation involving the distribution of WCG
shares see Note 19.

Recent disclosures and announcements by WCG, including WCG's recent
announcement that it might seek to reorganize under the U.S. Bankruptcy Code,
have resulted in wWilliams concluding that it is probable that it will not fully
realize the $375 million of receivables from WCG at December 31, 2001 nor
recover its remaining $25 million investment in WCG common stock. In addition,
wWilliams has determined that it is probable that it will be required to perform
under the $2.21 billion of guarantees and payments obligations discussed above.
Other events that have affected wWilliams' assessment include the credit
downgrades of WCG, the bankruptcy of a significant competitor announced on
January 28, 2002, and public statements by WCG regarding an ongoing
comprehensive review of its bank secured credit arrangements. As a result of
these factors, Williams, using the best information available at the time and
under the circumstances, has developed an estimated range of loss related to its
total WCG exposure. Management utilized the assistance of external legal counsel
and an external financial and restructuring advisor in making estimates related
to its guarantees and payment obligations and ultimate recovery of the
contractual amounts receivable from WCG. At this time, management believes that
no loss within the range is more probable than another. Accordingly, Williams
has recorded the $2.05 billion minimum amount of the range of loss which is
reported in the Consolidated Statement of Operations as a $1.84 billion pre-tax
charge to discontinued operations and a $213 million pre-tax charge to
continuing operations. wWilliams recognized a related deferred tax benefit in the
Consolidated Statement of Operations of $742.5 million ($68.9 million in
continuing operations and $673.6 million in discontinued operations). The
ultimate amount of tax benefit realized could be different from the deferred tax
benefit recorded, as influenced by potential changes in federal income tax laws
and the circumstances upon the actual realization of the tax benefits from WCG's
balance sheet restructuring program.

The charge to discontinued operations of $1.84 billion includes the $1.77
billion minimum amount of the estimated range of loss from performance on $2.21
billion of guarantees and payment obligations and approximately $16 million in
expenses. With the exception of the interest on the Note Trust Notes and the
expenses, Williams has assumed for purposes of this estimated loss that it will
become an unsecured creditor of WCG for all or part of the amounts paid under
the guarantees and payment obligations. However, it is probable that wWilliams
will not be able to recover a significant portion of the receivables. The
estimated loss from the performance of the guarantees and payment obligations is
based on the overall estimate of recoveries on amounts receivable discussed
below. Due to the amendment of the WCG Note Trust Notes discussed above, $1.1
billion of the accrued loss will be classified as a long-term liability in the
Consolidated Balance Sheet.

The charge to continuing operations of $213 million includes estimated
losses from an assessment of the recoverability of carrying amounts of the $106
million deferred payment for services provided to WCG, the $269 million minimum
lease payment receivable from WCG, and a remaining $25 million investment in WCG
common stock. The $85 million provision on the deferred payment is based on the
overall estimate of recoveries on amounts receivable using the same assumptions
on collectability as discussed below. The $103 million provision on the minimum
lease payments receivable is based on an estimate of the fair value of
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the leased assets. The $25 million write-off of the WCG investment is based on
management's assessment of realization as a result of WCG's balance sheet
restructuring program.

The estimated range of loss assumes that wWilliams, as a creditor of WCG,
will recover only a portion of its unsecured claims against WCG. Such claims
include a $2.21 billion receivable from performance on guarantees and payment
obligations and a $106 million deferred payment for services provided to WCG.
with the assistance of external legal counsel and an external financial and
restructuring advisor, and considering the best information available at the
time and under the circumstances, management developed a range of loss on these
receivables with a minimum loss of 80 percent on claims in a bankruptcy of WCG.
Estimating the range of loss as a creditor involves making complex judgments and
assumptions about uncertain outcomes. The actual loss may ultimately differ from
the recorded loss due to changes in numerous factors, which include, but are not
limited to, the future demand for telecommunications services and the state of
the telecommunications industry, WCG's individual performance, and the nature of
the restructuring of WCG's balance sheet. There could be additional losses
recognized in the future, a portion of which may be reflected as discontinued
operations.

The minimum amount of loss in the range is estimated based on recoveries
from a successful reorganization process under Chapter 11 of the U.S. Bankruptcy
Code. Recoveries after a successful reorganization process depend, among other
things, on the impact of a bankruptcy on WCG's financial performance and WCG's
ability to continue uninterrupted business services to its customers and to
maintain relationships with vendors. To estimate recoveries of the unsecured
creditors, Williams estimated an enterprise value of WCG using a present value
analysis and reduced the enterprise value by the level of secured debt which may
exist in WCG's restructured balance sheet. In its estimate of WCG's enterprise
value, Williams considered a range of cash flow estimates based on information
from WCG and from other external sources. Future cash flow projections are
valued using discount rates ranging from 17 percent to 25 percent. The range of
cash flows is based on different scenarios related to the growth, if any, of
WCG's revenues and the impact that a bankruptcy may have on revenue growth. The
range of discount rates considers WCG's assumed restructured capital structure
and the market return that equity investors may require to invest in a
telecommunications business operating in the current distressed industry
environment. The range of loss also considers recoveries based on transaction
values from recent telecommunications restructurings and from a liquidation of
WCG's assets.

Should WCG go into bankruptcy under Chapter 7 of the U.S. Bankruptcy Code,
recoveries under a liquidation would include factors such as the nature of WCG's
assets, the value of operating assets in a distressed telecommunications market,
the cost of liquidation, operating losses during the period of liquidation, the
length of liquidation period and claims of creditors superior to those of
wWilliams' unsecured claims.
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SUMMARIZED RESULTS OF DISCONTINUED OPERATIONS

Summarized results of discontinued operations for the years ended December
31, 2001, 2000 and 1999, are as follows:

2001 2000
(MILLIONS)
Kern River:
REVENUES . ot ittt ittt it it e s $ 164.0 $ 149.4 $ 150.3
Income from operations:
Income before income taxes.............ovvuuvnnn. $ 64.5 $ 63.0 $ 53.4
Income tax provision........... .. i, (23.4) (23.0) 0)
Income from discontinued operations........ 41.1 40.0 .4
Total net loss from discontinued
operations. ........ i e $(1,272.0) $(401.1) $(165.3)
WCG:
REVENUES . ottt ittt it i e s $ 329.5* $ 818.8 $ 575.6
Loss from operations:
Loss before income taxes.........ovvviininnnnnnnnn $ (271.3)* $(252.4) $(272.0)
Estimated before tax loss on disposal of WCG's
Solutions segment. ... ..o -- (323.9) --
Estimated losses attributable to probable
performance on WCG guarantee obligations........ (1,839.2) -- --
Benefit for income taxes.............ciiiiiinnn 797.4 156.8 73.3
Cumulative effect of change in accounting
PrainCiple. .. s -- (21.6) --
Loss from discontinued operations.......... $(1,313.1) $(441.1) $(198.7)

* Represents results of operations from January 1, 2001 through April 23, 2001.

On January 25, 2001, WCG's board of directors approved a plan for WCG's
management to divest operations that previously comprised the Solutions segment.
On January 29, 2001, WCG signed an agreement to sell the domestic and Mexican
operations of Solutions to Platinum Equity, LLC. This sale closed in first-
quarter 2001. WCG divested its remaining Canadian Solutions operations in 2001.
The estimated pre-tax loss on disposal of WCG's Solutions segment in 2000
represents the pre-tax estimated loss on sale, including exit costs and the
pre-tax estimated operating losses of Solutions from January 1, 2001, to the
anticipated disposal date. The 2001 benefit for income taxes attributable to
discontinued operations includes an approximately $40 million benefit resulting
from wWilliams finalizing the tax basis of the businesses disposed.

Prior to January 1, 2000, Williams' revenue recognition policy on WCG
Solutions' new system sales and upgrades had been to recognize revenues under
the percentage-of-completion method. A portion of the revenues on the contracts
was initially recognized upon delivery of equipment with the remaining revenues
under the contract being recognized over the installation period based on the
relationship of incurred labor to total estimated labor. In light of the new
guidance in SAB No. 101, effective January 1, 2000, Williams changed its method
of accounting for new systems sales and upgrades from the
percentage-of-completion method to the completed-contract method. The cumulative
effect of the accounting change resulted in a charge to the 2000 loss on
discontinued operations of $21.6 million (net of income tax benefits of $14.9
million and minority interest of $21 million).

In October 1999, WCG completed an initial public offering of approximately
34 million shares of its common stock at $23 per share for proceeds of
approximately $738 million. In addition, approximately 34 million shares of
common stock were privately sold in concurrent investments by SBC Communications
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Inc., Intel Corporation, and Telefonos de Mexico S.A. de C.V. for proceeds of
$738.5 million. These transactions resulted in a reduction of williams'
ownership interest in WCG from 100 percent to 85.3 percent. In accordance with
wWilliams' policy regarding the issuance of subsidiary's common stock, Williams
recognized a $1.17 billion increase to Williams' capital in excess of par, a
$3.4 million decrease to accumulated other comprehensive income, and an initial
increase of $307 million to Williams' minority interest liability. The issuances
of stock by WCG were not subject to federal income taxes.

SUMMARIZED ASSETS AND LIABILITIES OF DISCONTINUED OPERATIONS

Assets and liabilities of discontinued operations for Kern River as of
December 31, 2001 and 2000, are as follows:

2001 2000

©(MILLIONS)

Total current asSetsS. ...ttt e e $ 25.6 $ 31.9
Property, plant and €qUAPMENt - MEt............veeoeeoeers ;éé?i -%éé?é
Other non-current assetsS...... ..ot 155.5 152.9
TOtAL NON-CUFTENt ASSEES. .. v e rserssnsseseneereeneenns ééé:é _ééé?A
TOLAL ASSEES .+ v v v e e s e e e e e ééi:é _ééé:é
Long-term debt due WAthin ONe YEAr.........oeeseeesoeeeeenns éé:é _;éé:é
Other current liabilities........... o iuiiiiiiiiiiiiinnnnnn 18.9 22.5
Total cUrrent 1HabilitieS. ... ..eeerssreseeeeeeineinees Aé:é _Aéé:é
B N Aéé:é ____::
Other non-current liabilities..........coiiiiiiiiiiiinnnnnnns -- 32.9
Total non-current 11abilitieS.........ooeeoreserseeeennn, iéé?é --ééjé
Total liabilities......... ot éééé:é ééié:é

Net assets of discontinued operations for WCG as of December 31, 2000, are
as follows:

2000
(MILLIONS)
CUNT Nt ASSEES . v vttt ittt ittt ettt ittt $1,206.4
INVESEMENE S . ottt it e e e 619.9
Property, plant and equipment..........ciiiiirrnrnrnrnnnnnnn 5,228.5
Other assets and goodwill...........o ittt nnnnn 444.0
TOtAl @SSEES . vttt ittt et e e e e 7,498.8
Current liabilities........ouiiiniiiiiii it 968.8
Long-term debt...... .o i e 3,511.9
Other liabilities and deferred income..................ouun 453.9

Minority and preferred interest in consolidated

SUbSidiaries. .. v e e e e 285.8
Total liabilities and minority interest................... 5,220.4
2,278.4
Consolidated tax impact of discontinued operations.......... 190.5
Consolidated minority interest in WCG..........covuiiununnnnns (178.7)
Net assets of discontinued operations............c.cvvvvvunnnn $2,290.2
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NOTE 4. INVESTING ACTIVITIES

Investing income (loss) for the years ended December 31, 2001, 2000 and

1999, is as follows:

2001

Equity earnings (LloSSesS ) .. ittt s $ 22.
Write-down of investment in WCG stock...................... (95.
Income (loss) from investments*...........ciiiiiiiinnnnnnns (23.
Loss provision for WCG receivables (see Note 3)............ (188.
Interest income and other......... .. 84.
Total. .o e e e e $(200.

2000 1999
(MILLIONS)
7 $21.6 $(6.3)
9) -- --
3) 0.8 --
0) -- --
4 82.6  31.2
1) $105.0 $24.9

* Items also included in segment profit.

wWilliams recognized a $94.2 million charge in third-quarter 2001,
representing declines in the value of certain investments, including $70.9
million related to Williams' investment in WCG and the $23.3 million related to
loss from other investments, which were determined to be other than temporary.
These determinations were primarily based on the continued depressed market
values of these investments and the overall market value decline experienced by

related industry sectors. In addition, a $25 million charge relating to

wWilliams' remaining investment in WCG common stock was recorded in conjunction
with williams' assessment of realization as a result of WCG's balance sheet
restructuring program. The total charges of $119.2 million are included in
investing income (loss) and are reflected in net income (loss) with no

associated tax benefit.

Investments at December 31, 2001 and 2000, are as follows:

2001 2000
(MILLIONS)

Equity method:
Gulfstream Pipeline, LLC -+ 50%. .. ..uuuuururrnnnnnnnnnns $ 467.8 % 17.1
Alliance Pipeline -- 14.6%. . ...ttt 186.8 183.6
Longhorn Partners Pipeline, L.P. -- 32.1%........0c0vvuuun. 105.1 105.3
Discovery Pipeline -- 50%. .. ...uutiuiiiiniiiiiiii s 70.2 87.6
ACCIOVEN - 49.3%. v ittt it ittt ettt 57.1 --
Alliance Aux Sable -- 14.6%.......ouuiir i 53.9 57.6
AB Mazeikiu Nafta -- 33%......ciiiiiiiiiiiiiiiiiinnnann 39.1 61.2
(0o = 191.2 242.2
1,171.2 754.6

Cost method:

Gulf Liquids Holdings, LLC.......c.iitiiiiiiiiiiiniinnnnnnnns 92.2 44.5
Algar Telecom S.A. -- common and preferred stock.......... 52.8 52.8
Asian Infrastructure Fund............ciiiiiiiiiinnnnnnnnnn 36.3 40.5
(0o = 95.1 72.5
276.4 210.3
Ferrellgas Partners L.P. senior common units................ -- 193.9
Advances to affiliates and other................. ... ... vt 115.5 209.8
$1,563.1 $1,368.6

Dividends and distributions received from companies carried on the equity
basis were $51 million, $21 million and $14 million in 2001, 2000 and 1999,

respectively.
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The Ferrellgas Partners L.P. senior common units were sold in 2001 for
$199.1 million. Williams recognized no gain or loss associated with this
transaction as the purchase price of the units sold approximated their carrying
value. As part of the sale, Williams is party to a put agreement whereby the
purchaser's lenders can require Williams to repurchase the units upon certain
events of default by the purchaser or failure or default by Williams under any
of its debt obligations greater than $60 million. The total contingent
obligation under the put agreement at December 31, 2001, was $99.6 million.
williams' contingent obligation reduces as purchaser's payments are made to the
lender. The put agreement expires December 30, 2005. There have been no events
of default and the purchaser has performed as required under payment terms with
the lender.

At December 31, 2001, commitments for additional investments in Gulfstream
Pipeline, LLC, certain international cost investments and advances to Longhorn
Partners Pipeline, L.P. are $233 million.

NOTE 5. ASSET SALES, IMPAIRMENTS AND OTHER ACCRUALS

The $170 million impairment charge, reflected in the Consolidated Statement
of Operations, relates to the soda ash mining facility located in Colorado. The
facility, which began production in fourth-quarter 2000, experienced higher than
expected construction costs and implementation difficulties through December
2001. As a result, an impairment of the assets based on management's estimate of
the fair value was recorded in fourth-quarter 2001. Management's estimate was
based on the present value of discounted future cash flows. In addition,
management engaged an outside business consulting firm to provide further
information to be utilized in management's estimation. Future events and the use
of different judgments and/or assumptions could result in the recognition of an
additional impairment charge.

Significant gains or losses from asset sales, impairments and other

accruals included in other (income) expense -- net within segment costs and
expenses for the years ended December 31, 2001, 2000 and 1999, are as follows:

(GAINS) LOSSES

2001 2000 1999
(MILLIONS)
ENERGY MARKETING & TRADING
Impairment of plant for terminated expansion.............. $13.3 $ -- $ --
Guarantee loss accruals and impairments................... -- 47.5 --
Impairment of distributed power services business......... -- 16.3 --
Gain on sale of certain retail gas and electric
OpPeratioNS . .ot e e s -- -- (22.3)
GAS PIPELINE
Gain on sale of limited partner units of Northern Border
Partners, L.P.. ...t (27.5) -- --
Loss accrual for royalty claims (see Note 19)............. 18.3 -- o
ENERGY SERVICES:
EXPLORATION & PRODUCTION
Gain on sale of certain interests in gas producing
0] ¢ 1= g o = -- -- (14.7)
MIDSTREAM GAS & LIQUIDS
Impairment of south Texas assets.............cvivvvvvnnn 13.8 -- --
PETROLEUM SERVICES
Impairment and other loss accruals for travel
[o1= 31 o= 14.7 -- --
Gain on sale of certain convenience stores............. (75.3) -- --
Impairment of end-to-end mobile computing systems
DUSINESS . ottt e e 12.1 11.9 --

The guarantee loss accruals and impairments of $47.5 million in 2000
include impairment charges resulting from the decision to discontinue mezzanine
lending services, and the accruals represent the estimated liabilities
associated with guarantees of third-party lending activities.

99(b)-61



THE WILLIAMS COMPANIES, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS -- (CONTINUED)
NOTE 6. PROVISION FOR INCOME TAXES

The provision for income taxes from continuing operations includes:

2001 2000 1999
(MILLIONS)
Current:
L= 1 o= $230.3  $149.1  $(293.3)
S = = 27.6 23.5 27.4
FOrBagN . ottt i e s 13.1 4.3 3.4
271.0 176.9 (262.5)
Deferred:
Federal. .. i e e e e 285.2 369.1 454 .7
18- o 32.9 63.6 19.2
FOredign. . oo e e s 17.7 (2.7) (.6)
335.8 430.0 473.3
Total pProvision........c.uuiiiiiiiie i $606.8 $606.9 $ 210.8

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

2001 2000 1999
(MILLIONS)

Provision at statutory rate.............. .o, $490.4  $536.3  $186.5
Increases (reductions) in taxes resulting from:

State income taxes (net of federal benefit).............. 39.3 56.6 30.0

Foreign operations-net..........ciiiiiiiiiiiiiiiiiiias 12.2 2.1 (1.6)

Change in valuation allowanCe............ouvvuuunnnnnnnnns 44.5 -- --

Other -- net. ... . i i e i 20.4 11.9 (4.1)
Provision for inCome taXesS.........uuiuirunnnnnnnnnnnnnnnns $606.8 $606.9 $210.8
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Significant components of deferred tax liabilities and assets as of
December 31, 2001 and 2000, are as follows:

2001 2000
(MILLIONS)
Deferred tax liabilities:

Property, plant and equipment.......... ..o $3,075.1 $2,268.6
Energy risk management and trading -- net................. 1,023.1 368.3
INVeSIMENtS . o it i i e e e s 510.2 525.3
(0 o = 170.6 211.5

Total deferred tax liabilities.................... 4,779.0 3,373.7

Deferred tax assets:

Guarantee obligations related to WCG.........ovviuuununnns 742.5 --
Minimum tax Credits. . ... .uviviin it it et s 249.0 241.7
Accrued liabilities........viiiiiiiiiiiiiiiiiniiinnanaan 245.4 230.5
INVESEMENES . vttt i i e e e 173.3 --
Receivables. ..ot s 63.1 2.5
LOSS CaAITYOVEI S . vt v vttt n ittt st e 73.5 --
Rate refunds. .. ..o s 35.7 19.4
(0o = 120.5 80.6

Total deferred tax assetS........covviiiiinnnnnnnn 1,703.0 574.7
Valuation allowanCe...........uiiiiiiininnnnnnnnnananas 173.3 --

Net deferred tax assets..........ciiiiiiiiinnenn. 1,529.7 574.7
Overall net deferred tax liabilities.............oiuiuuunns $3,249.3  $2,799.0

Cash payments for income taxes (net of refunds) were $87 million and $112
million in 2001 and 2000, respectively. In 1999, cash refunds exceeded cash
payments resulting in a net refund of $387 million. Federal tax refunds received
in 1999 are reflected as current tax benefits with offsetting deferred tax
provisions attributable to temporary differences between the book and tax basis
of certain assets.

Valuation allowances were established during 2001 for deferred tax assets
from basis differences in investments for which the ultimate realization of the
tax asset may be dependent on future capital gains. The recording of the
investment in the retained shares of WCG after the spinoff (see Note 3) resulted
in a $129 million tax asset for which a valuation allowance of $129 million was
established. The remaining $44 million of the tax asset, for which a valuation
allowance was established, resulted from the financial impairment of certain
investments during 2001 (see Note 4).

The merger with Barrett (see Note 2) resulted in $620 million of net
liability added to wWilliams' deferred tax balances as of the merger date.
Included in this amount was $70 million of deferred tax assets for pre-
affiliation federal net operating loss carryovers which are expected to be
utilized by williams prior to expiration of the carryovers in 2011 through 2018.

NOTE 7. EXTRAORDINARY GAIN

On December 17, 1999, Williams sold its retail propane business, Thermogas
L.L.C. (Thermogas), previously a subsidiary of MAPCO, to Ferrellgas Partners
L.P. (Ferrellgas) for $443.7 million, including $175 million in senior common
units of Ferrellgas. The sale resulted from an unsolicited offer from Ferrellgas
and yielded an after-tax gain of $65.2 million (net of a $47.9 million provision
for income taxes), which is reported as an extraordinary gain. The results of
operations from this business are not significant to
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consolidated net income for 1999. Thermogas operations for 1999 are reported
within the Energy Marketing & Trading segment.

NOTE 8. EARNINGS PER SHARE

Basic and diluted earnings per common share are computed for the years
ended December 31, 2001, 2000 and 1999, as follows:

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

Income from continuing operations.................... $ 794.3 $ 925.4 $ 321.5
Convertible preferred stock dividends................ -- -- (2.8)
Income from continuing operations available to common

stockholders for basic earnings per share.......... 794.3 925.4 318.7
Effect of dilutive securities:

Convertible preferred stock dividends.............. -- -- 2.8
Income from continuing operations available to common

stockholders for diluted earnings per share........ $ 794.3 $ 925.4 $ 321.5
Basic weighted-average shares...........ccovvuununnnns 496,935 444,416 436,117
Effect of dilutive securities:

Convertible preferred stock.................oovut -- -- 5,403

StoCK OpPtioNS. ..t e e 3,632 4,904 5,395
Diluted weighted-average shares.............covivuunnn 500,567 449,320 446,915
Earnings per share from continuing operations:

BaASIC. sttt ittt $ 1.60 $ 2.08 $ .73

Diluted. .ottt s $ 1.59 $ 2.06 $ .72

Approximately 15.3 million, 7.2 million and 6.2 million options to purchase
shares of common stock with weighted-average exercise prices of $36.12, $43.11
and $38.56, respectively, were outstanding on December 31, 2001, 2000 and 1999,
respectively, but have been excluded from the computation of diluted earnings
per share. Inclusion of these shares would have been antidilutive, as the
exercise prices of the options exceeded the average market prices of the common
shares for the respective years.
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NOTE 9. EMPLOYEE BENEFIT PLANS

The following table presents the changes in benefit obligations and plan
assets for pension benefits and other postretirement benefits for the years
indicated. It also presents a reconciliation of the funded status of these
benefits to the amount recognized in the Consolidated Balance Sheet at December
31 of each year indicated. The year 2000 disclosure excludes WCG which has been
accounted for as discontinued operations (see Note 1). Subsequent measurement of
the impact of the spinoff of WCG identified additional benefit obligations and
respectively, which have been
included in the table as a divestiture in the year 2001.

plan assets of $2.3 million and $11.8 million,

Change in benefit obligation:
Benefit obligations at beginning of year....
Service COSt... .. v i e
Interest COSt. ..ottt nas
Plan participants' contributions............
AMENdmMENtS . . vt e e
Divestiture....... .o
Special termination benefit cost............
Actuarial 10SS.....iiiiiiiiiiiiiiiiaan
Benefits paid........coviiiiiiiiiiiiiii

Benefit obligation at end of year...........

Change in plan assets:
Fair value of plan assets at beginning of
V2= Y
Actual return on plan assets................
Divestiture.......cviiiiiiiiiiiiiiiiiiiia
Employer contributions..............ciiuiuunn
Plan participants' contributions............
Benefits paid........ccoviiiiiiiiiiiiiiiia
Settlement benefits paid....................

Fair value of plan assets at end of year....
Funded status......... ..o
Unrecognized net actuarial (gain) loss........
Unrecognized prior service credit.............
Unrecognized transition (asset) obligation....

Prepaid (accrued) benefit cost................

Amounts recognized in the Consolidated Balance Sheet consist of:

Prepaid benefit cost..........ccviiiiiiiinnnnn
Accrued benefit cost......... ...,
Intangible asset......c.ciiiiiiiiiiiiii i

Accumulated other comprehensive income (before

L )

Prepaid (accrued) benefit cost................
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OTHER POSTRETIREMENT

PENSION BENEFITS BENEFITS
2001 2000 2001 2000
(MILLIONS)
$ 937.8 $ 791.5 $ 466.8 $ 443.3

37.0 34.1 6.9 7.5
71.6 69.6 29.5 33.1
- -- 2.7 2.0
- 4.7 - -
(2.3) -- -- --
- 11.6 -- 1.4
44.5 111.4 6.9 .5
(65.3) (85.1) (23.8) (21.0)
1,023.3 937.8 489.0 466.8
981.5 1,079.9 254.2 252.5
(81.4) (29.1) (14.4) (6.5)
(11.8) -- -- --
63.0 15.8 28.9 27.2
- -- 2.7 2.0
(65.3) (61.7) (23.8) (21.0)
- (23.4) -- --
886.0 981.5 247.6 254.2
(137.3) 43.7 (241.4) (212.6)
254.8 22.2 37.9 (8.1)
(11.4) (13.5) (1.3) (1.2)
.4 (.2) 44.8 48.9
$ 106.5 $ 52.2  $(160.0) $(173.0)
$ 135.1 $ 79.7 $ -- 5.9
(34.1) (27.5) (160.0)  (178.9)
1.9 -- -- --
3.6 -- -- --
$ 106.5 $ 52.2 $(160.0) $(173.0)
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Net pension and other postretirement benefit expense consists of the
following:

PENSION BENEFITS

2001 2000
(MILLIONS)
Components of net periodic pension expense:
SEIVICE COSET .ttt ittt it it e e $37.0  $34.1
INterest COST. .ttt it st s 71.6 69.6
Expected return on plan asSetS........oiiiriiiiiiiiiiiiaaas (98.8) (96.3)
Amortization of transition asset................. ... 00 (.6) (.8)
Amortization of prior service credit.......... .o (2.1) (2.1)
Recognized net actuarial 10SS..........coviiiiinnninneennn .5 --
Regulatory asset amortization.............coiiiiiiiinnnnnns 4.8 4.4
Settlement/curtailment gain........... .., -- --
Special termination benefit cost.............. ... ...t -- 11.6
Net periodic pension eXpense...........oiiiiin i rnnnen.s $12.4  $20.5

$36.0
65.1
(89.6
(.7
(2.4)
1
2
6
2

OTHER POSTRETIREMENT BENEFITS
2001 2000 1999
(MILLIONS)
Components of net periodic postretirement benefit expense:
Service COSt. ...t e $ 6.9 $ 7.5 $ 8.5
Interest COSt. ... it i i i i s i e s 29.5 33.1 29.9
Expected return on plan assets............ . i, (22.6) (17.3) (14.3)
Amortization of transition obligation.................... 4.1 . 4.0
Amortization of prior service coSt..............viiiinn 1 2 .1
Recognized net actuarial 1loss (gain)............ovvuiunnnn (2.6) (.9) .3
Regulatory asset amortization..............cviiiiiinnnnn. 14.7 8.7 9.0
Special termination benefit cost................... ... ... -- 1.4 --
Net periodic postretirement benefit expense................ $ 30.1 $ 36.8 $ 37.5
The projected benefit obligation, accumulated benefit obligation and fair
value of plan assets for the pension plans with accumulated benefit obligations
in excess of plan assets were $65.7 million, $51.9 million and $19.7 million,
respectively, as of December 31, 2001, and $65.0 million, $50.4 million and
$22.5 million, respectively, as of December 31, 2000.
The following are the weighted-average assumptions utilized as of December
31 of the year indicated:
OTHER
POSTRETIREMENT
PENSION BENEFITS BENEFITS
2001 2000 2001 2000
DISCOUNT rate. .. v ittt ittt ittt ittt e et as 7.5% 7.5% 7.5% 7.5%
Expected return on plan assets.......... i 10 10 10 10
Expected return on plan assets (net of effective tax
= o= N/A N/A 8.2 6
Rate of compensation INCrease..........vvvvrrrrnrnnnnnnn 5 5 N/A N/A

The annual assumed rate of increase in the health care cost trend rate for

2002 is 11.8 percent, and systematically decreases to 5 percent by 2015.

The various nonpension postretirement benefit plans which williams sponsors

provide for retiree contributions and contain other cost-sharing features such

as deductibles and coinsurance. The accounting for
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these plans anticipates future cost-sharing changes to the written plans that
are consistent with wWilliams' expressed intent to increase the retiree
contribution rate generally in line with health care cost increases.

The health care cost trend rate assumption has a significant effect on the
amounts reported. A one-percentage-point change in assumed health care cost
trend rates would have the following effects:

POINT INCREASE POINT DECREASE

(MILLIONS)
Effect on total of service and interest cost components.... $ 5.2 $ (4.2)

Effect on postretirement benefit obligation................ 66.3 (54.3)

The amount of postretirement benefit costs deferred as a regulatory asset
at December 31, 2001 and 2000, is $56 million and $84 million, respectively, and
is expected to be recovered through rates over approximately 13 years.

wWilliams maintains various defined-contribution plans. Williams recognized
costs related to continuing operations of $36 million in 2001, $30 million in
2000 and $29 million in 1999 for these plans.
NOTE 10. INVENTORIES

Inventories at December 31, 2001 and 2000, are as follows:

2001 2000
(MILLIONS)

Raw materials:
Crude 0dd. ..ttt e $117.7 $ 70.0
Other. o e e e s 1.3 1.6
119.0 71.6

Finished goods:
Refined pProduCts. ...t 265.0 269.6
Natural gas 1iquids.........c.iiiiiiiiiiii it 142.6 200.2
General merchandise. .......oviiiiiiiiiiiiiiii s 14.5 12.5

Materials and SUPPlies. ... ...ttt i 134.0 122.3
Natural gas in underground StOrage.........c.vvvvrrrnrnrnnnnn 136.4 169.0
Other . o e e e s 1.7 2.6

As of December 31, 2001 and 2000, approximately 35 percent and 54 percent
of inventories, respectively, were stated at fair value. Inventories, primarily
related to energy risk management and trading activities, stated at fair value
at December 31, 2001 and 2000, included refined products of $90.8 million and
$195.1 million, respectively; natural gas in underground storage of $65.3
million and $125.8 million, respectively; and natural gas liquids of $97.9
million and $124.4 million, respectively. Inventories determined using the LIFO
cost method were approximately five percent and three percent of inventories at
December 31, 2001 and 2000, respectively. Certain crude o0il and refined products
inventories determined using the FIFO cost method and adjusted for the effects
of fair value hedges, as prescribed by SFAS No. 133 were approximately 25
percent of inventories at December 31, 2001. The remaining inventories were
primarily determined using the average-cost method.
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NOTE 11. PROPERTY, PLANT AND EQUIPMENT

Property, plant and equipment at December 31, 2001 and 2000, is as follows:

2001 2000
(MILLIONS)
Cost:

Energy Marketing & Trading..........coiiiiiiiiiiiiinnnnnnns $ 378.9 $ 299.8
Gas Pipeline. ...t s 8,792.4 8,073.5

Energy Services:
Exploration & Production.........c.ovuiinninnnnnnnnnnnns 3,325.7 526.3
International. .. ...ttt e e e 741.5 820.3
Midstream Gas & LiquidsS....... v 5,512.4 5,098.9
Petroleum ServiCesS. .. ..o 1,800.8 1,684.0
Williams Energy Partners........oviiiinnnnnnnnnnnnnnnnn 1,304.8 1,245.2
Other . o e e e 281.9 269.4
22,138.4 18,017.4
Accumulated depreciation, depletion and amortization........ (5,199.6) (4,515.0)

$16,938.8 $13,502.4

Depreciation, depletion and amortization expense for property, plant and
equipment was $757.7 million, $623.5 million and $567.1 million, respectively,
in 2001, 2000 and 1999.

Included in gross property, plant and equipment at December 31, 2001 and
2000, is approximately $1 billion and $937 million, respectively, of
construction in progress which is not yet subject to depreciation. In addition,
property of Exploration & Production includes approximately $839 million at
December 31, 2001, of capitalized costs from the Barrett acquisition (see Note
2) related to properties with probable reserves not yet subject to depletion.

Commitments for construction and acquisition of property, plant and
equipment are approximately $771 million at December 31, 2001.

Included in net property, plant and equipment is approximately $1.8 billion
and $1.9 billion at December 31, 2001 and 2000, respectively, related to amounts
in excess of the original cost of the regulated facilities within Gas Pipeline
as a result of williams' and prior acquisitions. This amount is being amortized
over the estimated remaining useful lives of these assets at the date of
acquisition. Current FERC policy does not permit recovery through rates for
amounts in excess of original cost of construction.
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NOTE 12. ACCOUNTS PAYABLE AND ACCRUED LIABILITIES
Under wWilliams' 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
$30 million at December 31, 2001, and $68 million at December 31, 2000.

Accrued liabilities at December 31, 2001 and 2000, are as follows:

2001 2000
(MILLIONS)

EMPLOYEE COSES. v ittt ittt ittt st e e $ 371.2 $ 335.8
Deposits received from customers relating to energy risk

management and trading and hedging activities............. 265.5 244.6
0 o o 213.0 141.2
Taxes other than income taxes.............iiiiiiiinnnnnnnns 163.2 126.9
TNCOME LK S . ¢ vttt ittt e a it it i n i a e e 105.7 18.4
Rate refunds. ... .o e e e 95.9 72.1
Other . o e e s 742.6 428.9

NOTE 13. DEBT, LEASES AND BANKING ARRANGEMENTS
NOTES PAYABLE

During 2001, Williams' commercial paper program, backed by a short-term
credit facility, was increased from $1.7 billion to $2.2 billion. At December
31, 2001 and 2000, $1.4 billion and $1.7 billion, respectively, of commercial
paper was outstanding under the respective programs. Interest rates vary with
current market conditions. In January 2002, $300 million of commercial paper was
repaid with proceeds from the issuance of long-term debt obligations and, as
such, $300 million is classified as long-term as discussed below. In addition,
wWilliams has entered into various other short-term credit agreements, as
discussed below, with amounts outstanding totaling $300 million at December 31,
2001, as compared to $350 million at December 31, 2000. The weighted-average
interest rate on all short-term borrowings at December 31, 2001 and 2000, was
3.33 percent and 7.18 percent, respectively.

In June 2001, Williams entered into a $200 million (amended in July to $300
million) short-term debt obligation expiring January 2002. The interest rate
varies based on LIBOR plus .875 with an interest rate of 2.81 percent at
December 31, 2001. In January 2002, this debt obligation was repaid with
proceeds from the issuance of long-term debt obligations and, as such, is
classified as long-term as discussed below.

In July 2001, wWilliams issued $300 million in floating rate notes due July
2002. The interest rate varies based on LIBOR plus .875 percent and was 3.15
percent at December 31, 2001.
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LONG-TERM DEBT

Long-term debt at December 31, 2001 and 2000, is as follows:

WEIGHTED
AVERAGE
INTEREST
RATE(1) 2001 2000
(MILLIONS)
Revolving credit 10ansS........uvvirinnnnnnnnnnnnnnnns 3.3% $ 53.7 $ 350.0
commercial pPaper. ... s 3.4 300.0 --
Debentures 6.25% -- 10.25%, payable 2003 -- 2031..... 7.4 1,585.4 1,103.5
Notes, 5.1% -- 9.45%, payable through 2031(2)........ 7.2 6,835.3 4,396.3
Notes, adjustable rate, payable through 2004......... 2.9 1,192.9 2,080.4
Other, including capitalized leases of $9.3 million
in 2001, payable through 2016..............cccvvuunn 7.8 60.2 73.9
10,027.5 8,004.1
Current portion of long-term debt.................... (1,014.8) (1,173.6)

(1) At December 31, 2001.

(2) $240 million, 6.125% notes, payable 2012, redeemed at par in February 2002,
and $400 million of 6.75% notes, payable 2016, putable/callable in 2006.

For financial statement reporting purposes at December 31, 2001, $300
million of commercial paper, $300 million of short-term debt obligations and
$244 million of long-term debt obligations due within one year, which would have
otherwise been classified as current, have been classified as noncurrent based
on Williams' intent and ability to refinance on a long-term basis. In January
2002, in connection with the issuance of the FELINE PACS (see Note 23), Williams
issued $1.1 billion of 6.5 percent long-term debt obligations due in 2007, but
subject to remarketing in 2004. Proceeds from the issuance of these long-term
debt obligations were sufficient to complete these refinancings.

Under the terms of williams' $700 million revolving credit agreement,
Northwest Pipeline, Transcontinental Gas Pipe Line and Texas Gas Transmission
have access to various amounts of the facility, while Williams (Parent) has
access to all unborrowed amounts. Interest rates vary with current market
conditions. At December 31, 2001, no amounts were outstanding under this
revolving credit agreement. Additionally, certain Williams subsidiaries have
revolving credit facilities with a total capacity of $110 million at December
31, 2001.

99(b)-70



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

Significant long-term debt issuances and retirements, other than amounts
under revolving credit agreements, in 2001 are as follows:

PRINCIPAL
ISSUE/TERMS DUE DATE AMOUNT
(MILLIONS)
Issuance of long-term debt in 2001:
A - 174 S 1 o} o = 2021 $750.0
7.125% NOLES . . i vttt i i i i s i s 2011 750.0
7.5% debentures. .ottt s 2031 700.0
A 4= T 10 o = 2031 480.0
6.75% Putable Asset Term Securities(l)................. ... 2016 400.0
7% notes (Transcontinental Gas Pipe Line)................. 2011 300.0
Adjustable rate notes (Williams Energy Partners).......... 2004 90.0
Retirements of long-term debt in 2001:
Adjustable rate NoOtes....... ...ttt 2001 $500.0
6.125% NOLES . . v vttt ittt i e s 2001 300.0
7.08% debentures (Transcontinental Gas Pipe Line)(2)...... 2026 192.5
9.375% NOLBS . vttt it ittt i e i i s 2001 34.8
Various notes, 6.65%-9.45%. . ...ttt 2001 120.4
Various notes, adjustable rate................. . .o 2001 15.5

(1) Putable/callable in 2006.
(2) Subject to redemption at par at the option of the debtholder in 2001.

In connection with the Barrett acquisition (see Note 2), Williams' December
31, 2001 Consolidated Balance Sheet includes $155 million of debt obligations of
Barrett. Barrett's debt obligations consist of $150 million principal amount of
7.55 percent notes due 2007, which are guaranteed by Williams, and $5 million
from purchase price allocation. Additionally, williams repaid $155 million of
debt obligations under Barrett's bank-credit facility in fourth-quarter 2001.

The agreements governing Williams' debt contain covenants and, in some
cases, conditions for future borrowings, with which williams believes it is
currently in compliance. The conditions for future borrowings include the
absence of default under such agreements, continued accuracy of the
representations and warranties contained in such agreements and absence of any
material adverse changes. Additionally, the agreements governing Williams' debt
include limitations upon liens on Williams' assets with certain exceptions,
including purchase money liens, liens existing on property when acquired by
williams, liens on receivables, and liens payable solely out of the proceeds of
0il, gas or other minerals produced from the property subject to the lien, as
further defined in the agreements and indentures. Most of Williams' private debt
agreements, including the $2.2 billion short-term credit facility backing
wWilliams' commercial paper program and $700 million revolving credit agreement,
are subject to compliance with certain financial covenants, including a
requirement that williams' net debt, as defined in the governing agreements, not
exceed 65 percent of consolidated net worth plus net debt, each as defined in
the governing agreements. Consolidated net worth is defined as total assets less
liabilities and minority and preferred interests in consolidated subsidiaries
plus certain minority interests as defined in the debt agreements. Net debt is
defined as all debt, other than non-recourse debt (non-recourse debt includes
$510 million related to Kern River), as well as certain Williams' guarantees as
defined in the agreements less cash and cash equivalents. Williams' ratio of net
debt to consolidated net worth plus net debt at December 31, 2001 was 61.5
percent. Following the January 2002 issuance of the FELINE PACS (see Note 23),
the definition of consolidated net worth was amended to include those securities
and the definition of net debt was amended to exclude those securities. If the
FELINE PACS were included in consolidated net worth at December 31, 2001,
wWilliams' ratio of net
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debt to consolidated net worth plus net debt would have been 57.6 percent. None
of the williams loans, notes or debentures maintains preferential rights in the
event of liquidation.

Terms of certain subsidiaries' borrowing arrangements with lenders limit
the transfer of funds to Williams (Parent). At December 31, 2001, approximately
$423 million of net assets of consolidated subsidiaries, including $191 million
of Kern River net assets, was restricted. In addition, certain equity method
investees' borrowing arrangements and foreign government regulations limit the
amount of dividends or distributions to Williams. Restricted net assets of
equity method investees was approximately $337 million at December 31, 2001.

Aggregate minimum maturities, considering the reclassification of current
obligations as previously described, for each of the next five years are as
follows:

(MILLIONS)
2002 s e e e e $1,015
2003 sttt e e e e e 708
2004 et e 1,537
101C - 256
2006 . 4t et e e e e e 1,130

Cash payments for interest (net of amounts capitalized) are as follows:
2001 -- $598 million; 2000 -- $605 million; and 1999 -- $466 million.

LEASES-LESSEE

Future minimum annual rentals under noncancelable operating leases as of
December 31, 2001, are payable as follows:

(MILLIONS)
2400 7 $ 81.7
74010 7S 57.8
2400 47.0
2 1O 1 37.2
74010 < 28.6
Thereafter. ..o e e 176.7
Total. . $429.0

Total rent expense was $112 million in 2001, $107 million in 2000 and $109
million in 1999.

During 2000, williams entered into operating lease agreements with two
special purpose entities (SPEs) owned by third parties covering certain Williams
travel center stores, offshore oil and gas pipelines and an onshore gas
processing plant. The SPEs are not consolidated by williams as their equity is
provided by non-related parties. The total estimated cost of the assets covered
by the lease agreements is approximately $300 million. The lease terms include a
five-year base term including the construction phase and can be renewed for
another five-year term upon mutual agreement of the lessor and lessee.

williams has an option to purchase the leased assets during the lease terms
at amounts approximating the lessors' cost. Williams provides a residual value
guarantee equal to 85 percent of the lessor's cost on the completed travel
center stores and equal to 89.9 percent of the lessor's cost, less the present
value of actual lease payments, on the offshore o0il and gas pipelines and the
onshore gas processing plant. In the event that williams does not exercise its
purchase option, Williams expects the fair market value of the covered assets to
substantially offset Williams' obligation under the residual value guarantees.
williams' disclosures for future minimum annual rentals under noncancelable
operating leases do not include amounts for residual value guarantees. As of
December 31, 2001, approximately $276 million of costs has been incurred by the
lessors.
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LEASES-LESSOR

In third-quarter 2001, wWilliams purchased the Technology Center and three
corporate aircraft from WCG for $276 million, which represents the approximate
actual cost of construction of the wWilliams Technology Center and the
acquisition cost of the ancillary assets and aircraft. wWilliams then entered
into long-term lease arrangements under which WCG is the sole lessee of the
Technology Center and aircraft assets. The lease arrangements are fully backed
by the underlying assets and have payment terms ranging from three to ten years.
WCG has an option to purchase the Technology Center, at any time during the term
of the lease, at the unamortized cost of those assets. Williams has a put option
that requires WCG to purchase the Technology Center due to a default by WCG on
the lease at the unamortized cost of the assets plus accrued rent, or within the
90-day period prior to the 10-year lease termination or in the event of a
casualty loss which exceeds set amounts at the unamortized cost of the
Technology Center. WCG also has an option to purchase the corporate aircraft, at
any time during the term of the lease, at the greater of the unamortized cost or
the market value of those assets. The leases are classified as direct-financing
leases. As a result, wWilliams removed the leased assets discussed above from its
books and recorded a minimum lease payment receivable equal to the total of the
minimum lease payments of $396 million reduced by the unearned interest income
which is computed using a variable interest rate and initially equaled $120
million. Lease payments from WCG are applied as a reduction of the receivable
while the unearned income is accreted to interest income using the effective
interest method over the life of the leases. As of December 31, 2001, the
Consolidated Balance Sheet includes $28.8 million in current accounts and notes
receivable and $137.2 million (net of allowance for doubtful accounts of $103.2
million) in noncurrent other assets and deferred charges relating to these
leasing arrangements.

Future minimum lease payments receivable under the leasing arrangements as
of December 31, 2001, are as follows:

(MILLIONS)
2002 . it e e e e s $ 41.9
4 00 40.6
2004 . i e e s 36.4
4 00 1 27.1
24 00 24.8
Thereafter. .. o e s 204.5
Total minimum lease payments receivable..................... 375.3
Less: Unearned 1nCOME. ... ...ttt (106.1)
Allowance for doubtful accounts...........cviiiiiiiinnnnnnnn (103.2)
Recorded net minimum lease payments receivable.............. $ 166.0

NOTE 14. PREFERRED INTERESTS IN CONSOLIDATED SUBSIDIARIES

williams owns the controlling interest in various entities formed in
separate transactions that resulted in the sale of a non-controlling preferred
ownership interest in one entity in each transaction to an outside investor. The
assets and liabilities of each of these entities are included in the
Consolidated Balance Sheet. The preferred ownership interest in each entity is
reflected in the preferred interest in consolidated subsidiaries caption of the
Consolidated Balance Sheet. The outside investors in these entities are
unconsolidated special purpose entities formed solely for the purpose of
purchasing the preferred ownership interest in the respective entity and are
capitalized with no less than three-percent equity from an independent third
party. Each outside investor is entitled to a priority return paid from the
operating results of the entity in which they have an investment. Williams has
the option to acquire each outside investor's interest in each entity for an
amount approximating the fair value of their ownership interest. Absent the
occurrence of certain events, the purchase option can be exercised at any time
prior to the expiration of the initial priority return period.
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In addition to financial support in favor of these entities, typically in
the form of demand notes, Williams provides the outside investor in each entity
with certain assurances that the entities involved in each transaction will
maintain certain financial ratios and follow various restrictive covenants
similar to, but in some cases broader than those found in Williams' credit
agreements. A violation of any restrictive covenant, a default by wWilliams of
its debt obligations, a failure to make priority distributions, or a failure to
negotiate new priority return structures prior to the end of the initial
priority return structure period, could ultimately result in an election by the
outside investor in the impacted entity to liquidate the assets of that entity.
A liquidation could result in a demand of repayment on any Williams obligations
as well as the sale of other assets owned or secured by the entity in order to
generate proceeds to return the investor's capital account balance. Williams can
prevent liquidation of each entity through the exercise of the option to
purchase the outside investor's preferred ownership interest.

At December 31, 2001, outside investors owned preferred interests in the
following Williams subsidiaries.

SNOW GOOSE ASSOCIATES, L.L.C.

In December 2000, wWilliams formed two separate legal entities, Snow Goose
Associates, L.L.C. (Snow Goose) and Arctic Fox Assets, L.L.C. (Arctic Fox) for
the purpose of generating funds to invest in certain Canadian energy-related
assets. An outside investor contributed $560 million in exchange for the non-
controlling preferred interest in Snow Goose. The investor in Snow Goose is
entitled to quarterly priority distributions, representing an adjustable rate
structure of approximately 3.5 percent at December 31, 2001. The initial
priority return period is currently set to expire in December 2005.

Snow Goose loaned the proceeds received from the outside investor to Arctic
Fox. These proceeds were ultimately used to purchase the Canadian energy-related
assets. Snow Goose's sole asset consists of a note receivable, due in December
2005 from Arctic Fox. At December 31, 2001, the assets of Arctic Fox include
approximately a $400 million note receivable from williams Energy (Canada),
Inc., due in December 2005, collateralized by the Canadian energy-related
assets, $35 million in loans from Williams payable upon demand, an investment in
operating assets with a carrying value of approximately $140 million and an
investment in 342,000 shares of Williams' cumulative convertible preferred stock
with a liquidation value of $1,000 per share. If sold in a liquidation, each
share of the wWilliams' cumulative preferred stock would become convertible into
a number of Williams common stock determined by dividing $1,000 by a conversion
price. The initial conversion price is $31.8125 per share. The initial
conversion price is subject to adjustment for events such as stock splits of
wWilliams common stock, the issuance of stock dividends, issuance of below market
value subscription rights or warrants, and issuance of unusually large cash
dividends.

In addition to the covenants discussed above, the Snow Goose transaction
requires Williams to maintain a credit rating equal to or higher than BBB- by
Standard & Poor's or a credit rating equal to or higher than Baa3 by Moody's
Investor's Service, but williams must also maintain credit ratings of BB+ by
Standard & Poor's and Bal by Moody's Investor's Service regardless of the rating
by the other agency. Other significant covenants include: (i) an obligation of
wWilliams Energy (Canada), Inc. to have earnings before interest, taxes,
depreciation and amortization each quarter that are at least three times greater
than the interest due on its loan from Arctic Fox for the quarter; (ii) an
obligation of Williams Energy (Canada), Inc. to have total debt that is less
than 50 percent of its total capitalization; (iii) an obligation of Arctic Fox
to have assets with a book value that is at least two times larger than the
unrecovered capital of the outside investor in Snow Goose; and (iv) an
obligation of Arctic Fox to have cash flow each quarter that is at least three
times greater than amounts payable to the outside investor in Snow Goose for
that quarter.

CASTLE ASSOCIATES L.P.
In December 1998, Williams formed Castle Associates L.P. (Castle) through a
series of transactions that resulted in the sale of a non-controlling preferred

interest in Castle to an outside investor for $200 million.
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wWilliams used the proceeds of the sale for general corporate purposes. At
December 31, 2001, the assets of Castle include approximately $145 million in
loans from wWilliams payable upon demand (demand loans), a $125 million loan from
a Williams subsidiary secured by operating assets and a Williams guarantee due
in December 2003, $60 million in third-party receivables guaranteed by Williams,
and approximately $204 million in other various assets. While no event of
default would arise from a downgrade of Williams' unsecured credit rating below
Baa3 by Moody's Investor's Service and below BBB- by Standard & Poor's, Williams
would be required to replace the demand loans with other assets. The outside
investor is entitled to quarterly priority distributions based upon an
adjustable rate structure of approximately 3.8 percent at December 31, 2001, in
addition to a portion of the participation in the operating results of Castle.
The initial priority return structure is currently set to expire in December
2002.

Castle must satisfy certain financial covenants beyond those found in
wWilliams' standard credit agreements, including a requirement that it must have
assets with a value of at least 1.75 times the outside investors contributed
capital, and a requirement that at the end of each fiscal quarter, Castle's
profits for the year to date be at least 1.4 times the investor's priority
return.

PICEANCE PRODUCTION HOLDINGS LLC

In December 2001, williams formed Piceance Production Holdings LLC
(Piceance) and Rulison Production Company LLC (Rulison) in a series of
transactions that resulted in the sale of a non-controlling preferred interest
in Piceance to an outside investor for $100 million. Williams used the proceeds
of the sale for general corporate purposes. The assets of Piceance include
fixed-price overriding royalty interests in certain o0il and gas properties owned
by a williams subsidiary as well as a $135 million note from Rulison. The
outside investor is entitled to monthly priority distributions beginning in
January 2002, based upon an adjustable rate structure currently approximating
3.9 percent in addition to participation in a portion of the operating results
of Piceance. The initial priority return structure is currently scheduled to
expire in December 2006.

Piceance must satisfy certain financial covenants beyond those found in
wWilliams' standard credit agreements, including a requirement that it have
assets with a value of at least 1.35 times the investor's capital account, and a
requirement that at the end of each fiscal quarter, Piceance's profits for the
year to date be at least 1.2 times the investor's priority return.

wWilliams is allowed to access the excess cash flow of Piceance and Rulison
between distribution period through demand loans. However, if Williams' credit
ratings fall below BBB- by Standard & Poor's and Baa3 by Moody's Investor's
Service or below BB+ by Standard & Poor's or below Bal by Moody's Investor's
Service, Williams will be prevented from using demand loans, and therefore
excess cash will be retained between distribution periods. These ratings
triggers do not force an acceleration.

Failure to satisfy the terms of the agreements would entitle the investor
to deliver a transfer notice declaring the occurrence of a transfer event. In
such case, unless the wWilliams subsidiary that is a member of Piceance exercises
its purchase option, the managing member interest will automatically be
transferred to the investor ten days following the transfer event. Upon a
transfer event, the managing member can elect to liquidate and wind-up Piceance.

In addition to the transactions discussed above, an outside investor owns a
non-controlling preferred interest in the following Williams subsidiary.

WILLIAMS RISK HOLDINGS L.L.C.

During 1998, williams formed Williams Risk Holdings L.L.C. (Holdings) in a
series of transactions that resulted in the sale of a non-controlling preferred
interest in Holdings to an outside investor for $135 million. Williams used the
proceeds from the sale for general corporate purposes. The outside investor in
Holdings is not a special purpose entity. The outside investor is entitled to
monthly preferred distributions based upon an
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adjustable rate structure of approximately 5.9 percent at December 31, 2001, in
addition to participation in a portion of the operating results of Holdings. The
initial priority return structure of Holdings is currently scheduled to expire
in September 2003 at which time Williams can attempt to negotiate a new priority
return or elect to retire the outside investor's interest. In addition, terms of
the Holdings transaction require Williams to maintain a specified minimum credit
rating with various ratings organizations. Violation of various restrictive
covenants, including a downgrade of Williams' senior unsecured rating below BB
by Standard & Poor's or Bal by Moody's Investor's Service, could require an
early retirement of the outside investor's ownership interest.

Holdings must satisfy certain financial covenants beyond those found in
wWilliams standard credit agreements, including, (i) a requirement that Holdings'
cash, promissory notes and investments minus its contingent liabilities be equal
to or greater than the purchase price of the outside investors' interests; (ii)
a requirement that Holdings maintain a consolidated net worth at least two times
greater than the purchase price of the outside investors' interests; and (iii) a
requirement that Holdings' subsidiary's assets exceed by at least 1.05 times the
fair market value of such subsidiary's liabilities.

NOTE 15. WILLIAMS OBLIGATED MANDATORILY REDEEMABLE PREFERRED SECURITIES OF TRUST
HOLDING ONLY WILLIAMS INDENTURES

In December 1999, Williams formed Williams Capital Trust I which issued
$175 million in zero coupon Williams obligated mandatorily redeemable preferred
securities. During April 2001, these securities were redeemed.

NOTE 16. STOCKHOLDERS' EQUITY

In January 2001, Williams issued approximately 38 million shares of common
stock in a public offering at $36.125 per share. The impact of this issuance
resulted in increases of approximately $38 million to common stock and $1.3
billion to capital in excess of par value.

During 1999, each remaining share of the $3.50 Williams preferred stock was
converted at the option of the holder into 4.6875 shares of Williams common
stock prior to the redemption date.

Williams maintains a Stockholder Rights Plan under which each outstanding
share of wWilliams common stock has one-third of a preferred stock purchase right
attached. Under certain conditions, each right may be exercised to purchase, at
an exercise price of $140 (subject to adjustment), one two-hundredth of a share
of Series A Junior Participating Preferred Stock. The rights may be exercised
only if an Acquiring Person acquires (or obtains the right to acquire) 15
percent or more of wWilliams common stock; or commences an offer for 15 percent
or more of wWilliams common stock; or the board of directors determines an
Adverse Person has become the owner of a substantial amount of wWilliams common
stock. The rights, which until exercised 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 wWilliams common
stock or the board of directors 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, Williams 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 earnings power is sold or transferred, each holder of a
right (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 to two times the exercise price of the right.
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NOTE 17. STOCK-BASED COMPENSATION

wWilliams has several plans providing for common-stock-based awards to
employees and to 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 or based on
certain financial performance targets being achieved. 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.
Depending upon terms of the respective plans, stock options generally become
exercisable in one-third increments each year from the anniversary of the grant
or after three or five years, subject to accelerated vesting if certain future
stock prices or if specific financial performance targets are achieved. Stock
options expire 10 years after grant. At December 31, 2001, 46.4 million shares
of wWilliams common stock were reserved for issuance pursuant to existing and
future stock awards, of which 18.2 million shares were available for future
grants (20.9 million at December 31, 2000).

Certain of these plans had loan programs that provided loans for either a
three- or five-year term using stock certificates as collateral. Interest
payments are due annually during the term of the loan and interest rates are
based on the minimum applicable federal rates required to avoid imputed income.
The principal amount is due at the end of the loan term. Participants who leave
the company during the loan period are required to pay the loan balance and any
accrued interest within 30 days of termination. The amount of loans outstanding
at December 31, 2001 and 2000, totaled approximately $38.1 million and $53.5
million, respectively.

Effective November 14, 2001, the Company will no longer issue new loans
under the stock option loan program. Current loan holders have been offered a
one-time opportunity to refinance outstanding loans at a market rate of interest
commensurate with the borrower's credit standing. The refinancing, if elected,
would be in the form of a full recourse note, interest payable annually in cash,
and loan maturity of no later than December 31, 2005. The loan would remain in
force until maturity in the event of the employee's termination. The Company
would hold the collateral shares and would review the borrower's financial
position upon the one-time election and on an annual basis thereafter. If a
current loan holder does not make the election to refinance, the current loans
would remain outstanding with no refinancing at maturity.

The following summary reflects stock option activity for wWilliams common
stock and related information for 2001, 2000 and 1999:

2001 2000 1999

WEIGHTED- WEIGHTED- WEIGHTED-

AVERAGE AVERAGE AVERAGE

EXERCISE EXERCISE EXERCISE
OPTIONS PRICE OPTIONS PRICE OPTIONS PRICE
Outstanding -- beginning of year..... 23.1 $28.63 22.8 $25.03 21.7 $20.73
Granted. . ...t e 4.8 37.45 3.8 45,87 5.1 39.62
Exercised. ... .ot (3.3) 18.47 (3.3) 23.12 (3.7) 18.81

Barrett option conversions (Note

2) e 2.0 21.57 -- -- -- --
Adjustment for WCG spinoff(1)........ 2.1 -- -- -- -- --
CanCeled. .o vn et (3.1) 32.35 (.2) 38.19 (.3) 36.50
Outstanding -- end of year........... 25.6 $28.23 23.1 $28.63 22.8 $25.03
Exercisable at end of year........... 20.0 $26.41 22.1 $28.24 21.9 $24.50

(1) Effective with the spinoff of WCG on April 23, 2001, the number of
unexercised Williams stock options and the exercise price were adjusted to
preserve the intrinsic value of the stock options that existed prior to the
spinoff.
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The following summary provides information about Williams stock options
outstanding and exercisable at December 31, 2001:

STOCK OPTIONS OUTSTANDING STOCK OPTIONS EXERCISABLE
WEIGHTED-
WEIGHTED- AVERAGE WEIGHTED-
AVERAGE REMAINING AVERAGE
EXERCISE CONTRACTUAL EXERCISE
RANGE OF EXERCISE PRICES OPTIONS PRICE LIFE OPTIONS PRICE
(MILLIONS) (MILLIONS)
$4.24 to $25.14. ...ttt 10.2 $16.39 3.9 years 10.2 $16.39
$26.79 to $42.52. ... ..., 15.4 36.03 7.5 years 9.8 36.78
Total..vvvirrrnnnnnnn.. 25.6 $28.23 6.1 years 20.0 $26.41

The estimated fair value at date of grant of options for wWilliams common
stock granted in 2001, 2000 and 1999, using the Black-Scholes option pricing
model, is as follows:

2001 2000 1999

Weighted-average grant date fair value of options for

williams common stock granted during the year............ $10.93  $15.44  $11.90
Assumptions:

Dividend yield.........iiiiiiiiiiii i i e 1.9% 1.5% 1.5%

Volatilaty . . v e 35% 31% 28%

Risk-free interest rate.........coviiiiiiininnnnnnnnnnnns 4.8% 6.5% 5.6%

Expected 1ife (YearsS) .. ...t 5.0 5.0 5.0

Pro forma net income (loss) and earnings per share, assuming Williams had
applied the fair-value method of SFAS No. 123, "Accounting for Stock-Based
Compensation" in measuring compensation cost beginning with 1997 employee
stock-based awards, are as follows:

PRO PRO PRO
FORMA REPORTED FORMA REPORTED FORMA REPORTED

(MILLIONS, EXCEPT PER-SHARE AMOUNTS)

Net income (loSS)............. $(488.8) $(477.7) $381.4 $524.3 $168.1 $221.4
Earnings (loss) per share:
BaSiC....vv i $ (.98) $ (.96) $ .86 $ 1.18 $ .38 $ .50
Diluted........ovviiunnnn $ (.98) $ (.95) $ .85 $ 1.17 $ .37 $ .50

Pro forma amounts for 2001 include compensation expense from certain
wWilliams awards made in 1999 and compensation expense from Williams awards made
in 2001.

Pro forma amounts for 2000 include compensation expense from certain
wWilliams awards made in 1999 and the total compensation expense from Williams
awards made in 2000, as these awards fully vested in 2000 as a result of the
accelerated vesting provisions. Pro forma amounts for 2000 include $36.7 million
for wWilliams awards and $106.3 million related to discontinued operations.

Pro forma amounts for 1999 include the remaining total compensation expense
from Williams awards made in 1998 and the total compensation expense from
certain wWilliams awards made in 1999, as these awards fully vested in 1999 as a
result of the accelerated vesting provisions. In addition, 1999 pro forma
amounts include compensation expense related to the WCG plan awards and
conversions in 1999. Pro forma amounts for 1999 include $46.3 million related to
wWilliams awards and $7.0 million related to discontinued operations. Since
compensation expense from stock options is recognized over the future years'
vesting period
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for pro forma disclosure purposes, and additional awards generally are made each
year, pro forma amounts may not be representative of future years' amounts.

wWilliams granted deferred shares of approximately 1,423,000 in 2001,
332,000 in 2000 and 260,000 in 1999. Deferred shares are valued at the date of
award, and the weighted-average grant date fair value of the shares granted was
$40.84 in 2001, $39.13 in 2000 and $34.84 in 1999. Approximately $22 million,
$11 million and $13 million was recognized as expense for deferred shares of
wWilliams in 2001, 2000 and 1999, respectively. Expense related to deferred
shares is recognized in the performance year or over the vesting period,
depending on the terms of the awards. wWilliams issued approximately 260,000 in
2001, 140,000 in 2000 and 125,000 in 1999, of the deferred shares previously
granted.

NOTE 18. FINANCIAL INSTRUMENTS, DERIVATIVES, INCLUDING ENERGY TRADING
ACTIVITIES, AND CONCENTRATION OF CREDIT RISK

FINANCIAL INSTRUMENTS FAIR VALUE
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 to the short-term maturity of
these instruments.

Retained interest in accounts receivable sold to SPEs: The carrying
amounts reported in the balance sheet approximate fair value. Fair value is
based on the present value of future expected cash flows using management's best
estimates of various factors, including credit loss experience and discount
rates commensurate with the risks involved.

Notes and other noncurrent receivables, margin deposits and deposits
received from customers relating to energy trading and hedging activities: For
those instruments with interest rates approximating market or maturities of less
than three years, fair value is estimated to approximate historically recorded
amounts.

Investments-cost and advances to affiliates: Fair value is reflected to
approximate historically recorded amounts as the investments are primarily in
non-publicly traded foreign companies for which it is not practicable to
estimate fair value of these investments.

Investment in WCG: Fair value is calculated based on the year-end closing
price of WCG common stock. The carrying amount reflects write-downs of the WCG
investment to zero (see Note 4).

Ferrellgas Partners L.P. senior common units: These securities are
classified as available-for-sale and are reported at fair value, with net
unrealized appreciation or depreciation reported as a component of accumulated
other comprehensive income.

Long-term debt: The fair value of wWilliams' long-term debt is valued using
indicative year-end traded bond market prices for publicly traded issues, while
private debt is valued based on the prices of similar securities with similar
terms and credit ratings. At December 31, 2001 and 2000, 79 percent and 62
percent, respectively, of Williams' long-term debt was publicly traded. wWilliams
used the expertise of outside investment banking firms to assist with the
estimate of the fair value of long-term debt.

wWilliams obligated mandatorily redeemable preferred securities of
Trust: Fair value is based on the prices of similar securities with similar
terms and credit ratings as the preferred securities are not publicly traded.
wWilliams used the expertise of an outside investment banking firm to establish
the fair value of obligated mandatorily redeemable preferred securities.
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Interest-rate swaps: Fair value is determined by discounting estimated
future cash flows using forward-interest rates derived from the year-end yield
curve. Fair value was calculated by the financial institutions that are the
counterparties to the swaps.

Foreign exchange forward contract: Fair value is determined by discounting
estimated future cash flows using forward foreign exchange rates derived from
the year-end forward exchange curve. Fair value was calculated by the financial
institution that is counterparty to the agreement.

Energy risk management and trading and hedging contracts: Energy contracts
utilized in trading activities include forward contracts, futures contracts,
option contracts, swap agreements, commodity inventories, short- and long-term
purchase and sale commitments, which involve physical delivery of an energy
commodity and energy-related contracts, such as transportation, storage, full
requirements, load serving and power tolling contracts. In addition, Williams
enters into interest-rate swap agreements and credit default swaps to manage the
interest rate and credit risk in its energy trading portfolio. Fair value of
energy contracts is determined based on the nature of the transaction and the
market in which transactions are executed. Certain transactions are executed in
exchange-traded or over-the-counter markets for which quoted prices in active
periods exist. Transactions are executed in exchange-traded or over-the-counter
markets for which quoted market prices may exist; however, the markets may be
relatively inactive, and price transparency is limited. Certain transactions are
executed for which quoted market prices are not available. See Note 1 regarding
Energy commodity risk management and trading activities and Derivative
instruments and hedging activities for further discussion about determining fair
value for energy contracts.

Carrying amounts and fair values of Williams' financial instruments and energy
risk management and trading activities

2001 2000
CARRYING CARRYING
ASSET (LIABILITY) AMOUNT FAIR VALUE AMOUNT FAIR VALUE
(MILLIONS)
Financial instruments:

Cash and cash equivalents................uu. $ 1,292.4 $ 1,291.4 $ 986.5 $ 986.5
Retained interest in accounts receivable

SOLd TO SPES. ...ttt it 205.0 205.0 936.4 936.4
Notes and other noncurrent receivables...... 41.2 41.2 67.3
Investments-cost and advances to

affiliates......... ... i, 383.5 383.5 407.7 407.7
Investment in WCG. ... ... v i nnnn -- 49.8 --
Ferrellgas Partners L.P. senior common

UNLIES. ittt -- -- 193.9 193.9
Notes payable.........oiiiiiiiiiiiiiiiiiaas (1,424.5) (1,424.5) (2,036.7) (2,036.7)
Long-term debt, including current portion... (10,018.2) (10,190.7) (8,004.1) (8,060.9)
wWilliams obligated mandatorily redeemable

preferred securities of Trust............ -- -- (189.9) (191.6)
Margin deposits......... .o, 213.8 213.8 730.9 730.9
Deposits received from customers relating to

energy risk management and trading and

hedging activities.......... ... (265.5) (265.5) (244.6) (244.6)
GUAraNteeS . v vt it ittt (13.2) (a) (17.0) (a)
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2001 2000
CARRYING CARRYING
ASSET (LIABILITY) AMOUNT FAIR VALUE AMOUNT FAIR VALUE
(MILLIONS)
Derivatives, including energy risk management

and trading activities:
Energy risk management and trading

activities:

ASSEE S . vttt e 10,723.5 10,723.5 9,710.9 9,710.9

Liabilities. . vveui ettt (8,462.3) (8,462.3) (8,900.1)  (8,900.1)
Energy commodity cash flow and fair-value

hedges:

ASSELS. . i i i e e e 488.9 488.9 -- 65.9

Liabilities......ovviiiiiiiiii i (28.1) (28.1) (2.5) (218.1)
Other energy commodity derivatives:

ASSEES . o it e e -- -- -- --

Liabilities.......coviiiniiiiiii i (11.8) (11.8) -- --
Foreign currency hedges............ ..ot 16.9 16.9 -- --
Interest-rate derivatives............cvovvvunn (b) (b) -- --

(a) It is not practicable to estimate the fair value of these financial
instruments because of their unusual nature and unique characteristics.

(b) At December 31, 2001, Williams had interest rate swaps to mitigate its
interest rate risk in its energy trading portfolio and are included in
energy risk management and trading and price-risk management activities.

Other financial instruments

williams, through wholly owned bankruptcy remote subsidiaries, sells
certain trade accounts receivable to special purpose entities (SPEs) in a
securitization structure requiring annual renewal. Williams acts as the
servicing agent for sold receivables and receives a servicing fee approximating
the fair value of such services. At December 31, 2001, approximately $625
million of accounts receivable that would otherwise be wWilliams receivables were
sold to the SPEs in exchange for $420 million in cash and a $205 million
subordinated retained interest in the accounts receivable sold to the SPEs. In
2000, williams sold accounts receivable to special purpose entities under a
similar structure. For 2001 and 2000, Williams received cash from the SPEs of
approximately $12.8 billion and $9 billion, respectively. The sales of these
receivables resulted in a charge to results of operations of approximately $17
million and $23 million in 2001 and 2000, respectively. The retained interest in
accounts receivable sold to the SPEs is subject to credit risk to the extent
that these receivables are not collected. See Concentration of credit risk
below.

In addition to the guarantees included in the table, the guarantees and
payment obligations related to WCG discussed in Note 3, certain residual value
guarantees discussed in Note 13 and potential obligation under a put agreement
discussed in Note 4, wWilliams has issued other guarantees and letters of credit
with off balance sheet risk that total approximately $99 million and $78 million
at December 31, 2001 and 2000, respectively. Williams believes it will not have
to perform under these other guarantees and letters of credit, because the
likelihood of default by the primary party is remote and/or because of certain
indemnifications received from other third parties.
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Energy risk management and trading activities

wWilliams, through Energy Marketing & Trading, has energy commodity risk
management and trading operations that enter into energy contracts to provide
price-risk management services associated with the energy industry to its
customers. Contracts utilized in energy commodity risk management and trading
activities include forward contracts, futures contracts, option contracts, swap
agreements, short- and long-term purchase and sale commitments which involve
physical delivery of an energy commodity and energy-related contracts, including
transportation, storage, full requirements, load serving and power tolling
contracts. In addition, wWilliams enters into interest rate swap agreements and
credit default swaps to manage the interest rate and credit risk in its energy
portfolio. See Note 1 for a description of the accounting valuation for these
energy commodity risk management and trading activities. The net gain recognized
in revenues from all price-risk management and trading activities was $1,696
million, $1,285.1 million and $214 million in 2001, 2000 and 1999, respectively.

Energy Marketing & Trading actively manages the risk assumed from its
activities and operations. This risk results from exposure to commodity market
prices, volatility in those prices, correlation of commodity prices, the
liquidity of the market in which the contract is transacted, interest rates,
credit and counterparty performance. Energy Marketing & Trading manages market
risk on a portfolio basis through established trading policy guidelines which
are monitored on a daily basis. Energy Marketing & Trading actively seeks to
diversify its portfolio in managing the commodity price risk in the transactions
that it executes in various markets and regions by executing offsetting
contracts to manage such commodity price risk.

Futures contracts are commitments to either purchase or sell a commodity at
a future date for a specified price and are generally settled in cash, but may
be settled through delivery of the underlying commodity. An exchange-traded or
over-the-counter market for which quoted prices in active periods are available
exists for the futures contracts entered into by Energy Marketing & Trading. The
fair value of these contracts is based on quoted prices.

Swap agreements call for Energy Marketing & Trading to make payments to (or
receive payments from) counterparties based upon the differential between a
fixed and variable price or variable prices of energy commodities for different
locations. Forward contracts and purchase and sale commitments with fixed
volumes which involve physical delivery of energy commodities, contain both
fixed and variable pricing terms. Swap agreements, forward contracts and
purchase and sale commitments with fixed volumes are valued based on prices of
the underlying energy commodities over the contract life and contractual or
notional volumes with the resulting expected future cash flows discounted to a
present value using a risk-free market interest rate.

Certain of Energy Marketing & Trading's purchase and sale commitments,
which involve physical delivery of energy commodities, contain optionality
clauses or other arrangements that result in varying volumes. In addition,
Energy Marketing & Trading buys and sells physical and financial option
contracts which give the buyer the right to exercise the option and receive the
difference between a predetermined strike price and a market price at the date
of exercise. These contracts are valued based on option pricing models
considering prices of the underlying energy commodities over the contract life,
volatility of the commodity prices, contractual volumes, estimated volumes under
option and other arrangements and a risk-free market interest rate.

Energy-related contracts include transportation, storage, full
requirements, load serving and power tolling contracts. Transportation contracts
provide Energy Marketing & Trading the right, but not the obligation, to
transport physical quantities of natural gas from one location to another on a
daily basis. The payment or settlement required typically has a fixed component
paid regardless of whether the transportation capacity is used and a variable
component. Variable payments are made for shipments actually made during the
month. The decision to use the capacity to ship natural gas is based on the
difference between the price of natural gas
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at the pipeline receipt and delivery locations and the variable cost of
transportation. Storage contracts provide Energy Marketing & Trading the right,
but not the obligation, to store physical quantities of gas to take advantage of
anticipated differentials between the price of natural gas during the period
between injection and withdrawal and to enable it to supply existing delivery
commitments when the estimated price spread differential less the cost of
storing the natural gas is favorable. Energy Marketing & Trading enters full
requirements arrangements which are structured to meet a variety of customers'
needs. Agreements may be designed to manage natural gas and power supply
requirements, service load growth, manage unplanned outages or other scenarios.
Load serving agreements require Energy Marketing & Trading to procure energy
supplies for its customers necessary to meet their load or energy needs. Power
tolling contracts provide Energy Marketing & Trading the right, but not the
obligation, to call on the counterparty to convert natural gas to electricity at
a predefined heat conversion rate. Energy Marketing & Trading supplies the
natural gas to the power plants and markets the electricity output. In exchange
for this right, Energy Marketing & Trading pays a monthly fee and a variable fee
based on usage. The decision as to whether the option will be exercised is
dependent on the differential between natural gas and power commodity prices
considering the heat conversion rate and variable fee.

Fair value of these energy-related contracts is estimated using valuation
techniques that incorporate option pricing theory, statistical and simulation
analysis, present value concepts incorporating risk from uncertainty of the
timing and amount of estimated cash flows and specific contractual terms. These
valuation techniques utilize factors such as quoted energy commodity market
prices, estimates of energy commodity market prices in the absence of quoted
market prices, volatility factors underlying the positions, estimated
correlation of energy commodity prices, contractual volumes, estimated volumes
under option and other arrangements, the liquidity of the market in which the
contract is transacted and a risk-free market discount rate. Fair value also
reflects a risk premium that market participants would consider in their
determination of fair value.

Interest-rate swap agreements are used to manage the interest rate risk in
the energy trading portfolio. Under these agreements, Energy Marketing & Trading
pays a fixed rate and receives a variable rate on the notional amount of the
agreements. The fair value of these contracts is determined by discounting
estimated future cash flows using forward interest rates derived from interest
rate yield curves. Credit default swaps are used to manage counterparty credit
exposure in the energy trading portfolio. Under these agreements, Energy
Marketing & Trading pays a fixed rate premium for a notional amount of risk
coverage associated with certain credit events. The covered credit events are
bankruptcy, obligation acceleration, failure to pay and restructuring. The fair
value of these agreements is based on current pricing received from the
counterparties.

The valuation of the contracts entered into by Energy Marketing & Trading
also considers factors such as the liquidity of the market in which the contract
is transacted, uncertainty regarding the ability to liquidate the position
considering market factors applicable at the date of such valuation and risk of
non-performance and credit considerations of the counterparty. For contracts or
transactions that extend into periods for which actively quoted prices are not
available, Energy Marketing & Trading estimates energy commodity prices in the
illiquid periods by incorporating information obtained from commodity prices in
actively quoted markets, prices reflected in current transactions and market
fundamental analysis.

Determining fair value for contracts also involves complex assumptions
including estimating natural gas and power market prices in illiquid periods and
markets, estimating volatility and correlation of natural gas and power prices,
evaluating risk from uncertainty inherent in estimating cash flows and estimates
regarding counterparty performance and credit considerations.

Energy Marketing & Trading has the risk of loss as a result of
counterparties not performing pursuant to the terms of their contractual
obligations. Risk of loss can result from credit considerations and the
regulatory environment of the counterparty. Energy Marketing & Trading attempts
to minimize credit-risk exposure to trading counterparties and brokers through
formal credit policies, consideration of credit ratings from public
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rating agencies, monitoring procedures, master netting agreements and collateral
support under certain circumstances. In addition, Williams has entered into
credit default swaps to reduce this exposure. Valuation allowances are provided
for credit risk in accordance with established credit policies.

The concentration of counterparties within the energy and energy trading
industry impacts wWilliams' overall exposure to credit risk in that these
counterparties are similarly influenced by changes in the economy and regulatory
issues.

The counterparties associated with assets from energy commodity risk
management and trading activities as of December 31, 2001 and 2000, are
summarized as follows:

2001 2000
INVESTMENT INVESTMENT
GRADE (A) TOTAL GRADE (A)
(MILLIONS)
Gas and electric utilities................ $ 4,253.9 $ 4,924.5 $ 3,281.1
Energy marketers and traders.............. 5,645.5 6,058.2 4,105.9
Financial institutions.................... 249.8 341.7 674.6
Other. ... .o i e 16.4 47.3 297.1
Total. . i $10,165.6 $11,371.7 $ 8,358.7
Credit reserves. .. ..o nnnnnnnnnns (648.2)
Assets from price-risk management
activities(b)..... ... i $10,723.5

(a) "Investment Grade" is primarily determined using publicly available credit
ratings along with consideration of cash, standby letters of credit, parent
company guarantees and property interests, including oil and gas reserves.
Included in "Investment Grade" are counterparties with a minimum Standard &
Poor's or Moody's Investor's Service rating of BBB- or Baa3, respectively.

(b) One counterparty within the California power market represents greater than
ten percent of assets from energy risk management and trading activities
and is included in "investment grade." Standard & Poor's or Moody's
Investor's Service does not rate this counterparty. However, Energy
Marketing & Trading has considered this counterparty investment grade by
the manner in which it was established by the State of California.

The notional quantities for trading activities for the prior year, December

31, 2000, as required under previous accounting disclosure rules, were as
follows:

Fixed price:

Natural gas (Thtu) .. ...t 4,552.4 6,406.3

Refined products, NGLs and crude (MMbbls)................. 450.8 300.9

Power (Terawatt HrS) .. ... 440.0 207.1
Variable price:

Natural gas (ThtU) ...ttt nnns 2,715.5 2,473.5

Refined products, NGLs and crude (MMbbls)................. 44.2 63.2

The net cash inflows related to these contracts at December 31, 2000 were
approximately $1 billion. At December 31, 2000, the cash inflows extend
primarily through 2022.
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Energy commodity cash flow hedges

Williams is also exposed to market risk from changes in energy commodity
prices within the Energy Services business unit and the non-trading operations
of Energy Marketing & Trading. Williams utilizes derivatives to manage its
exposure to the variability in expected future cash flows attributable to
commodity price risk associated with forecasted purchases and sales of natural
gas, refined products, crude o0il, electricity, ethanol and corn. These
derivatives have been designated as cash flow hedges.

williams produces, buys and sells natural gas at different locations
throughout the United States. To reduce exposure to a decrease in revenues or an
increase in costs from fluctuations in natural gas market prices, Williams
enters into natural gas futures contracts and swap agreements to fix the price
of anticipated sales and purchases of natural gas.

williams' refineries purchase crude oil for processing and sell the refined
products. To reduce the exposure to increasing costs of crude oil and/or
decreasing refined product sales prices due to changes in market prices,
wWilliams enters into crude oil and refined products futures contracts and swap
agreements to lock in the prices of anticipated purchases of crude oil and sales
of refined products.

wWilliams' electric generation facilities utilize natural gas in the
production of electricity. To reduce the exposure to increasing costs of natural
gas due to changes in market prices, Williams enters into natural gas futures
contracts and swap agreements to fix the prices of anticipated purchases of
natural gas. To reduce the exposure to decreasing revenues from electricity
sales, Williams enters into fixed-price forward physical contracts to fix the
prices of anticipated sales of electric production.

Derivative gains or losses from these cash flow hedges are deferred in
other comprehensive income and reclassified into earnings in the same period or
periods during which the hedged forecasted purchases or sales affect earnings.
To match the underlying transaction being hedged, derivative gains or losses
associated with anticipated purchases are recognized in costs and operating
expenses and amounts associated with anticipated sales are recognized in
revenues in the Consolidated Statement of Operations. Approximately $1 million
of gains from hedge ineffectiveness is included in revenues in the Consolidated
Statement of Operations during 2001. There were no derivative gains or losses
excluded from the assessment of hedge effectiveness and no hedges were
discontinued during 2001 as a result of it becoming probable that the forecasted
transaction will not occur. There is approximately $142 million of pre-tax gains
related to terminated derivatives included in accumulated other comprehensive
income at December 31, 2001. These amounts will be recognized into net income as
the hedged transaction occurs. As of December 31, 2001, williams has hedged
future cash flows associated with anticipated energy commodity purchases and
sales for up to 15 years, and, based on recorded values at December 31, 2001,
approximately $139 million of net gains (net of income tax provision of $86
million) will be reclassified into earnings within the next year offsetting net
losses that will be realized in earnings from unfavorable market movements
associated with the underlying hedged transactions.

Energy commodity fair-value hedges

wWilliams' refineries carry inventories of crude oil and refined products.
wWilliams enters into crude oil and refined products futures contracts and swap
agreements to reduce the market exposure of these inventories from changing
energy commodity prices. These derivatives have been designated as fair-value
hedges. Derivative gains and losses from these fair-value hedges are recognized
in earnings currently along with the change in fair value of the hedged item
attributable to the risk being hedged. Gains and losses related to hedges of
inventory are recognized in costs and operating expenses in the Consolidated
Statement of Operations. Approximately $5 million of net gains from hedge
ineffectiveness was recognized in costs and operating expenses in the
Consolidated Statement of Operations during 2001. There were no derivative gains
or losses excluded from the assessment of hedge effectiveness.
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Other energy commodity derivatives

wWilliams' operations associated with crude o0il refining and refined
products marketing also include derivative transactions (primarily forward
contracts, futures contracts, swap agreements and option contracts) which are
not designated as hedges. The forward contracts are for the procurement of crude
0il and refined products supply for operational purposes, while the other
derivatives manage certain risks associated with market fluctuations in crude
0il and refined product prices related to refined products marketing. The net
change in fair value of these derivatives representing unrealized gains and
losses is recognized in earnings currently as revenues or costs and operating
expenses in the Consolidated Statement of Operations.

Foreign currency hedges

wWilliams has a Canadian-dollar-denominated note receivable that is exposed
to foreign-currency risk. To protect against variability in the cash flows from
the repayment of the note receivable associated with changes in foreign currency
exchange rates, Williams entered into a forward contract to fix the U.S. dollar
principal cash flows from this note. This derivative has been designated as a
cash flow hedge and is expected to be highly effective over the period of the
hedge. Gains and losses from the change in fair value of the derivative are
deferred in other comprehensive income (loss) and reclassified to other income
(expense) -- net below operating income when the Canadian-dollar-denominated
note receivable impacts earnings as it is translated into U.S. dollars. There
were no derivative gains or losses recorded in the Consolidated Statement of
Operations from hedge ineffectiveness or from amounts excluded from the
assessment of hedge effectiveness, and no foreign currency hedges were
discontinued during 2001 as a result of it becoming probable that the forecasted
transaction will not occur. This foreign-currency risk exposure is being hedged
over the next 48 months. Of the $3.7 million net loss (net of income tax
benefits of $2.3 million) deferred in other comprehensive income (loss) at
December 31, 2001, the amount that will be reclassified into earnings over the
next year will vary based on the gain or loss recognized as the note receivable
is translated into U.S. dollars following changes in foreign-exchange rates.

Interest-rate derivatives

Williams enters into interest-rate swap agreements to manage its exposure
to interest rates and modify the interest characteristics of its long-term debt.
These agreements are designated with specific debt obligations, and involve the
exchange of amounts based on the difference between fixed and variable interest
rates calculated by reference to an agreed-upon notional amount. Interest-rate
swaps in place during 2001 effectively modified Williams' exposure to interest
rates by converting a portion of wWilliams' fixed rate debt to a variable rate.
These derivatives were designated as fair value hedges and were perfectly
effective. As a result, there was no current impact to earnings due to hedge
ineffectiveness or due to the exclusion of a component of a derivative from the
assessment of effectiveness. The change in fair value of the derivatives and the
adjustments to the carrying amount of the underlying hedged debt were recorded
as equal and offsetting gains and losses in other income (expense) -- net below
operating income in the Consolidated Statement of Operations. There are no
interest-rate derivatives designated as fair value hedges at December 31, 2001.

CONCENTRATION OF CREDIT RISK

williams' cash equivalents consist of high-quality securities placed with
various major financial institutions with credit ratings at or above AA by
Standard & Poor's or Aa by Moody's Investor's Service. Williams' investment
policy limits its credit exposure to any one issuer/obligor.
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The following table summarizes concentration of receivables, net of
allowances, by product or service at December 31, 2001 and 2000:

2001 2000
(MILLIONS)
Receivables by product or service:

Sale or transportation of natural gas and related
PrOdUCES . et e $ 381.5 $ 486.9
Power sales and related SErviCes..........ouuiiiinnrnnnnnnn 1,445.3 1,148.7
Sale or transportation of petroleum products.............. 841.6 518.3
Retained interest in accounts receivable sold to SPEs..... 205.0 936.4
Other. o e e s 245.2 246.1
(e 7= $3,118.6  $3,336.4

Natural gas customers include pipelines, distribution companies, producers,
gas marketers and industrial users primarily located in the eastern,
northwestern and midwestern United States. Petroleum products customers include
wholesale, commercial, governmental, industrial and individual consumers and
independent dealers located primarily in Alaska and the midsouth and
southeastern United States. Power customers include the California Independent
System Operator (ISO), the California Department of Water Resources, other power
marketers and utilities located throughout the majority of the United States.
Collection of the retained interest in accounts receivable sold to the SPEs is
dependent on the collection of the receivables. The underlying receivables are
primarily for the sale or transportation of natural gas and related products or
services and the sale of petroleum products in the United States. As a general
policy, collateral is not required for receivables, but customers' financial
condition and credit worthiness are evaluated regularly.

As of December 31, 2001, $388 million of certain power receivables from the
ISO and the California Power Exchange have not been paid. In addition, Williams
and other energy traders and marketers have been ordered to continue selling
power to the ISO and certain other utilities irrespective of their credit
ratings. wWilliams believes that it has appropriately reflected the collection
and credit risk associated with receivables and trading assets in the statement
of position and results of operations at December 31, 2001.

NOTE 19. CONTINGENT LIABILITIES AND COMMITMENTS
RATE AND REGULATORY MATTERS AND RELATED LITIGATION

williams' interstate pipeline subsidiaries have various regulatory
proceedings 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. The natural gas pipeline subsidiaries have accrued approximately $96
million for potential refund as of December 31, 2001.

On January 30, 1998, the FERC convened a public conference to consider, on
an industry-wide basis, issues with respect to rates of return for interstate
natural gas pipelines. In July 1998, the FERC issued orders announcing a
modification of its methodology for calculating a pipeline's return on equity.
Certain parties appealed the FERC's action because the modified formula results
in somewhat higher rates of return compared to the rates of return calculated by
the prior formula. These appeals have been denied and the FERC has continued to
utilize the formula as modified in 1998.

As a result of FERC Order 636 decisions in prior years, 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 supplier take-or-pay, ratable take or minimum take claims.

wWilliams Energy Marketing & Trading subsidiaries are engaged in power
marketing in various geographic areas, including California. Prices charged for
power by Williams and other traders and generators in California and other
western states have been challenged in various proceedings including those
before the
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FERC. In December 2000, the FERC issued an order which provided that, for the
period between October 2, 2000 and December 31, 2002, it may order refunds from
wWilliams and other similarly situated companies if the FERC finds that the
wholesale markets in California are unable to produce competitive, just and
reasonable prices or that market power or other individual seller conduct is
exercised to produce an unjust and unreasonable rate. Beginning on March 9,
2001, the FERC issued a series of orders directing Williams and other similarly
situated companies to provide refunds for any prices charged in excess of FERC
established proxy prices in January, February, March, April and May 2001, or to
provide justification for the prices charged during those months. According to
these orders, wWilliams' total potential refund liability for January through May
2001 is approximately $30 million. Williams has filed justification for its
prices with the FERC and calculated its refund liability under the methodology
used by the FERC to compute refund amounts at approximately $11 million. On July
25, 2001, the FERC issued an order establishing a hearing to establish the facts
necessary to determine refunds under the approved methodology. Refunds under
this order will cover the period of October 2, 2000 through June 20, 2001. They
will be paid as offsets against outstanding bills and are inclusive of any
amounts previously noticed for refund for that period. The judge presiding over
the refund proceedings is expected to issue his findings in August 2002. The
FERC will subsequently issue a refund order based on these findings.

In the order issued June 19, 2001, the FERC implemented a revised price
mitigation and market monitoring plan for wholesale power sales by all suppliers
of electricity, including williams, in spot markets for a region that includes
California and ten other western states (the "Western Systems Coordinating
Council," or "wSCC"). In general, the plan, which will be in effect from June
20, 2001 through September 30, 2002, establishes a market clearing price for
spot sales in all hours of the day that is based on the bid of the highest-cost
gas-fired California generating unit that is needed to serve the ISO's load.
When generation operating reserves fall below seven percent in California (a
"reserve deficiency period"), absent cost-based justification for a higher
price, the maximum price that wWilliams may charge for wholesale spot sales in
the WSCC is the market clearing price. When generation operating reserves rise
to seven percent or above in California, absent cost-based justification for a
higher price, Williams' maximum price will be limited to 85 percent of the
highest hourly price that was in effect during the most recent reserve
deficiency period. This methodology initially resulted in a maximum price of $92
per megawatt hour during non-emergency periods and $108 per megawatt hour during
emergency periods, and these maximum prices remained unchanged throughout Summer
and Fall 2001

The California Public Utilities Commission (CPUC) filed a complaint with
the FERC on February 25, 2002, seeking to void or, alternatively, reform a
number of the long-term power purchase contracts entered into between the State
of California and several suppliers in 2001, including Energy Marketing &
Trading. The CPUC alleges that the contracts are tainted with the exercise of
market power and significantly exceed "just and reasonable" prices. The
Electricity Oversight Board made a similar filing on February 27, 2002.

On December 19, 2001, the FERC reaffirmed its June 19 and July 25 orders
with certain clarifications and modifications. It also altered the price
mitigation methodology for spot market transactions for the WSCC market for the
winter 2001 season and set the period maximum price at $108 per megawatt hour
through April 30, 2002. Under the order, this price would be subject to being
recalculated when the average gas price rises by a minimum factor of ten percent
effective for the following trading day, but in no event will the maximum price
drop below $108 per megawatt hour. The FERC also upheld a ten percent addition
to the price applicable to sales into California to reflect credit risk.

Certain entities have also asked the FERC to revoke wWilliams' authority to
sell power from California-based generating units at market-based rates to limit
wWilliams to cost-based rates for future sales from such units and to order
refunds of excessive rates, with interest, back to May 1, 2000, and possibly
earlier.

On March 14, 2001, the FERC issued a Show Cause Order directing Williams
Energy Marketing & Trading Company and AES Southland, Inc. to show cause why
they should not be found to have engaged in
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violations of the Federal Power Act and various agreements, and they were
directed to make refunds in the aggregate of approximately $10.8 million, and
have certain conditions placed on Williams' market-based rate authority for
sales from specific generating facilities in California for a limited period. On
April 30, 2001, the FERC issued an Order approving a settlement of this
proceeding. The settlement terminated the proceeding without making any findings
of wrongdoing by Williams. Pursuant to the settlement, Williams agreed to refund
$8 million to the ISO by crediting such amount against outstanding invoices.
wWilliams also agreed to prospective conditions on its authority to make bulk
power sales at market-based rates for certain limited facilities under which it
has call rights for a one-year period. Williams also has been informed that the
facts underlying this proceeding are also under investigation by a California
Grand Jury.

On September 27, 2001, the FERC issued a Notice of Proposed Rulemaking
proposing to adopt uniform standards of conduct for transmission providers. The
proposed rules define transmission providers as interstate natural gas pipelines
and public utilities that own, operate or control electric transmission
facilities. The proposed standards would regulate the conduct of transmission
providers with their energy affiliates. The FERC proposes to define energy
affiliates broadly to include any transmission provider affiliate that engages
in or is involved in transmission (gas or electric) transactions, or manages or
controls transmission capacity, or buys, sells, trades or administers natural
gas or electric energy or engages in financial transactions relating to the sale
or transmission of natural gas or electricity. Current rules affecting wWilliams
regulate the conduct of wWilliams' natural gas pipelines and their natural gas
marketing affiliates. If adopted, these new standards would require the adoption
of new compliance measures by certain Williams subsidiaries.

On February 13, 2002, the FERC issued an Order Directing Staff
Investigation commencing a proceeding titled Fact-Finding Investigation of
Potential Manipulation of Electric and Natural Gas Prices. Through the
investigation, the FERC intends to determine whether "any entity, including
Enron Corporation (through any of its affiliates or subsidiaries), manipulated
short-term prices for electric energy or natural gas in the West or otherwise
exercised undue influence over wholesale electric prices in the West, since
January 1, 2000, resulting in potentially unjust and unreasonable rates in
long-term power sales contracts subsequently entered into by sellers in the
West." This investigation does not constitute a Federal Power Act complaint,
rather, the results of the investigation will be used by the FERC in any
existing or subsequent Federal Power Act or Natural Gas Act complaint. The FERC
Staff is directed to complete the investigation as soon as "is practicable."
williams, through many of its subsidiaries, is a major supplier of natural gas
and power in the West and, as such, anticipates being the subject of certain
aspects of the investigation.

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 to 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,
2001, these subsidiaries had accrued liabilities totaling approximately $33
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 these
obligations or 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 Williams Gas Pipelines
Central (Central) have identified polychlorinated biphenyl 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
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involved in negotiations with the U.S. 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 to potential mercury
contamination at certain gas metering sites have been commenced by Central,
Texas Gas and Transcontinental Gas Pipe Line. As of December 31, 2001, Central
had accrued a liability for approximately $9 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 accrued
liabilities for these costs which are included in the $33 million liability
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.

In July 1999, Transcontinental Gas Pipe Line received a letter stating that
the U.S. Department of Justice (D0J), at the request of the EPA, intends to file
a civil action against Transcontinental Gas Pipe Line arising from its waste
management practices at Transcontinental Gas Pipe Line's compressor stations and
metering stations in 11 states from Texas to New Jersey. Transcontinental Gas
Pipe Line, the EPA and the DOJ agreed to settle this matter by signing a Consent
Decree that provides for a civil penalty of $1.4 million.

wWilliams Energy Services (WES) and its subsidiaries also accrue
environmental remediation costs for its natural gas gathering and processing
facilities, petroleum products pipelines, retail petroleum and refining
operations and for certain facilities related to former propane marketing
operations primarily related to soil and groundwater contamination. In addition,
WES owns a discontinued petroleum refining facility that is being evaluated for
potential remediation efforts. At December 31, 2001, WES and its subsidiaries
had accrued liabilities totaling approximately $43 million. WES accrues
receivables related to environmental remediation costs based upon an estimate of
amounts that will be reimbursed from state funds for certain expenses associated
with underground storage tank problems and repairs. At December 31, 2001, WES
and its subsidiaries had accrued receivables totaling $1 million.

Williams Field Services (WFS), a WES subsidiary, received a Notice of
Violation (NOV) from the EPA in February 2000. WFS received a contemporaneous
letter from the DOJ indicating that the DOJ will also be involved in the matter.
The NOV alleged violations of the Clean Air Act at a gas processing plant. WFS,
the EPA and the DOJ agreed to settle this matter for a penalty of $850,000. In
the course of investigating this matter, WFS discovered a similar potential
violation at the plant and disclosed it to the EPA and the DOJ. In December
2001, the EPA, the DOJ and WFS agreed to settle this self-reported matter by
signing a Consent Decree that provides for a penalty of $950,000.

In connection with the 1987 sale of the assets of Agrico Chemical Company,
wWilliams agreed to indemnify the purchaser for environmental cleanup costs
resulting from certain conditions at specified locations, to the extent such
costs exceed a specified amount. At December 31, 2001, wWilliams had
approximately $10 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.

Oon July 2, 2001, the EPA issued an information request asking for
information on o0il releases and discharges in any amount from Williams'
pipelines, pipeline systems, and pipeline facilities used in the movement of oil
or petroleum products, during the period July 1, 1998 through July 2, 2001. In
November 2001, Williams furnished its response.

OTHER LEGAL MATTERS

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 certain settlements with producers which may require
the indemnification of certain claims for additional royalties which the
producers
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may be required to pay as a result of such settlements. As a result of such
settlements, Transcontinental Gas Pipe Line is currently defending three
lawsuits brought by producers. In one of the cases, a jury verdict found that
Transcontinental Gas Pipe Line was required to pay a producer damages of $23.3
million including $3.8 million in attorneys' fees. In addition, through December
31, 2001, post-judgment interest was approximately $10.5 million.
Transcontinental Gas Pipe Line's appeals have been denied by the Texas Court of
Appeals for the First District of Texas, and on April 2, 2001, the company filed
an appeal to the Texas Supreme Court. On February 21, 2002, the Texas Supreme
Court denied Transcontinental Gas Pipe Line's petition for review. As a result,
Transcontinental Gas Pipe Line recorded a pre-tax charge to income (loss) for
the year ended December 31, 2001 in the amount of $37 million ($18 million is
included in Gas Pipeline's segment profit and $19 million in interest accrued)
representing management's estimate of the effect of this ruling.
Transcontinental Gas Pipe Line plans to request rehearing of the court's
decision. In the other cases, producers have asserted damages, including
interest calculated through December 31, 2001, of $16.3 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 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 royalties under
the provisions of Order 528.

On June 8, 2001, 14 williams entities were named as defendants in a
nationwide class action lawsuit which has been pending against other defendants,
generally pipeline and gathering companies, for more than one year. The
plaintiffs allege that the defendants, including the Williams defendants, have
engaged in mismeasurement techniques that distort the heating content of natural
gas, resulting in an alleged underpayment of royalties to the class of producer
plaintiffs. In September 2001, the plaintiffs voluntarily dismissed two of the
14 williams entities named as defendants in the lawsuit. In November 2001,
williams, along with other Coordinating Defendants, filed a motion to dismiss
under Rules 9b and 12b of the Kansas Rules of Civil Procedure. In January 2002,
most of the Williams defendants, along with a group of Coordinating Defendants,
filed a motion to dismiss for lack of personal jurisdiction. The court has not
yet ruled on these motions. In the next several months, the Williams entities
will join with other defendants in contesting certification of the plaintiff
class.

In 1998, the United States Department of Justice informed Williams that
Jack Grynberg, an individual, had filed claims in the United States District
Court for the District of Colorado under the False Claims Act against Williams
and certain of its wholly owned subsidiaries including Central, Kern River Gas
Transmission, Northwest Pipeline, Williams Gas Pipeline Company,
Transcontinental Gas Pipe Line Corporation, Texas Gas, Williams Field Services
Company and Williams Production Company. Mr. Grynberg has also filed claims
against approximately 300 other energy companies and alleges that the defendants
violated the False Claims Act in connection with the measurement and purchase of
hydrocarbons. The relief sought is an unspecified amount of royalties allegedly
not paid to the federal government, treble damages, a civil penalty, attorneys'
fees, and costs. On April 9, 1999, the United States Department of Justice
announced that it was declining to intervene in any of the Grynberg qui tam
cases, including the action filed against the wWilliams entities in the United
States District Court for the District of Colorado. On October 21, 1999, the
Panel on Multi-District Litigation transferred all of the Grynberg qui tam
cases, including those filed against williams, to the United States District
Court for the District of Wyoming for pre-trial purposes. Motions to dismiss the
complaints filed by various defendants, including wWilliams, were denied on May
18, 2001.

wWilliams and certain of its subsidiaries are named as defendants in various
putative, nationwide class actions brought on behalf of all landowners on whose
property the plaintiffs have alleged WCG installed fiber-optic cable without the
permission of the landowners. Williams believes that WCG's installation of the
cable containing the fiber network that crosses over or near the putative class
members' land does not infringe on their property rights. wWilliams also does not
believe that the plaintiffs have sufficient basis for certification of a class
action. It is likely that williams will be subject to other putative class
action suits challenging WCG's
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railroad or pipeline rights of way. However, Williams has a claim for indemnity
from WCG, subject to their ability to perform, for damages resulting from or
arising out of the businesses or operations conducted or formerly conducted or
assets owned or formerly owned by any subsidiary of WCG.

In November 2000, class actions were filed in San Diego, California
Superior Court by Pamela Gordon and Ruth Hendricks on behalf of San Diego rate
payers against California power generators and traders including Williams Energy
Services Company and Williams Energy Marketing & Trading Company, subsidiaries
of Williams. Three municipal water districts also filed a similar action on
their own behalf. Other class actions have been filed on behalf of the people of
California and on behalf of commercial restaurants in San Francisco Superior
Court. These lawsuits result from the increase in wholesale power prices in
California that began in the summer of 2000. wWilliams is also a defendant in
other litigation arising out of California energy issues. The suits claim that
the defendants acted to manipulate prices in violation of the California
antitrust and unfair business practices statutes and other state and federal
laws. Plaintiffs are seeking injunctive relief as well as restitution,
disgorgement, appointment of a receiver, and damages, including treble damages.
These cases have all been coordinated in San Diego County Superior Court.

On May 2, 2001, the Lieutenant Governor of the State of California and
Assemblywoman Barbara Matthews, acting in their individual capacities as members
of the general public, filed suit against five companies including Williams
Energy Marketing & Trading and 14 executive officers, including Keith Bailey,
Chairman of Williams, Steve Malcolm, President and CEO of williams, and Bill
Hobbs, President and CEO of wWilliams Energy Marketing & Trading, in Los Angeles
Superior State Court alleging State Antitrust and Fraudulent and Unfair Business
Act Violations and seeking injunctive and declaratory relief, civil fines,
treble damages and other relief, all in an unspecified amount. This case is
being coordinated with the other class actions in San Diego Superior Court.

On May 17, 2001, the DOJ advised Williams that it had commenced an
antitrust investigation relating to an agreement between a subsidiary of
wWilliams and AES Southland alleging that the agreement limits the expansion of
electric generating capacity at or near the AES Southland plants that are
subject to a long-term tolling agreement between Williams and AES Southland. In
connection with that investigation, the DOJ has issued two Civil Investigative
Demands to Williams requesting answers to certain interrogatories and the
production of documents. Williams is cooperating with the investigation.

On October 5, 2001, suit was filed on behalf of California taxpayers and
electric ratepayers in the Superior Court for the County of San Francisco
against the Governor of California and 22 other defendants consisting of other
state officials, utilities and generators, including Energy Marketing & Trading.
The suit alleges that the long-term power contracts entered into by the state
with generators are illegal and unenforceable on the basis of fraud, mistake,
breach of duty, conflict of interest, failure to comply with law, commercial
impossibility and change in circumstances. Remedies sought include rescission,
reformation, injunction, and recovery of funds.

on October 19, 2001, wWilliams settled a $42 million claim for coal royalty
payments relating to a discontinued activity by agreeing to pay $9.5 million.

Since January 29, 2002, Williams is aware of numerous shareholder class
action suits that have been filed in the United States District Court for the
Northern District of Oklahoma. The majority of the suits allege that wWilliams
and co-defendants, Williams Communications and certain corporate officers, have
acted jointly and separately to inflate the stock price of both companies. Other
suits allege similar causes of action related to a public offering in early
January 2002, known as the FELINE PACS offering. This case was filed against
wWilliams, certain corporate officers, all members of the wWilliams board of
directors and all of the offerings' underwriters. Williams does not anticipate
any immediate action by the Court in these actions. In addition, class action
complaints have been filed against Williams and the members of its board of
directors under the

99(b)-92



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

Employee Retirement Income Security Act by participants in williams' 401(k) plan
based on similar allegations.

In addition to the foregoing, various other proceedings are pending against
wWilliams or its subsidiaries which are incidental to their operations.

Enron Corp. (Enron) and certain of its subsidiaries, with whom Energy
Marketing & Trading and other wWilliams subsidiaries have had commercial
relations, filed a voluntary petition for Chapter 11 reorganization under the
U.S. Bankruptcy Code in the Federal District Court for the Southern District of
New York on December 2, 2001. Additional Enron subsidiaries have subsequently
filed for Chapter 11. The court has not set a date for the filing of claims.
During fourth-quarter 2001, Energy Marketing & Trading recorded a total decrease
to revenues of approximately $130 million as a part of its valuation of energy
commodity and derivative trading contracts with Enron entities, approximately
$91 million of which was recorded pursuant to events immediately preceding and
following the announced bankruptcy of Enron. Other Williams subsidiaries
recorded approximately $4 million of bad debt expense related to amounts
receivable from Enron entities in fourth-quarter 2001, reflected in selling,
general and administrative expenses. At December 31, 2001, Williams has reduced
its recorded exposure to accounts receivable from Enron entities, net of margin
deposits, to expected recoverable amounts.

SUMMARY

While no assurances may be given, Williams, based on advice of counsel,
does not believe that the ultimate resolution of the foregoing matters, 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 requirements.

COMMITMENTS

Energy Marketing & Trading has entered into certain contracts giving
williams the right to receive fuel conversion services as well as certain other
services associated with electric generation facilities that are either
currently in operation or are to be constructed at various locations throughout
the continental United States. At December 31, 2001, annual estimated committed
payments under these contracts range from approximately $20 million to $462
million, resulting in total committed payments over the next 21 years of
approximately $8 billion.

See Note 4 for commitments related to certain equity and cost method
investments and Note 11 for commitments for construction and acquisition of
property, plant and equipment.

NOTE 20. RELATED PARTY TRANSACTIONS

In fourth-quarter 2000, Williams entered into a $600 million debt
obligation with Lehman Brothers Inc. Lehman Brothers Inc. is a related party as
a result of a director that serves on both wWilliams' and Lehman Brothers
Holdings, Inc.'s board of directors. This debt obligation was paid in
first-quarter 2001. In addition, Williams paid $27 million to Lehman Brothers
Inc. in 2001, primarily for underwriting fees related to debt and equity
issuances.
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NOTE 21. ACCUMULATED OTHER COMPREHENSIVE INCOME

The table below presents changes in the components of accumulated other
comprehensive income.

INCOME (LOSS)

UNREALIZED
APPRECIATION FOREIGN MINIMUM
CASH FLOW (DEPRECIATION) CURRENCY PENSION
HEDGES ON SECURITIES TRANSLATION LIABILITY
(MILLIONS)
Balance at December 31, 1998... $ -- $ 21.7 $ (5.0) $ --
1999 change:
Pre-income tax amount........ -- 194.9 (17.9) --
Income tax provision......... -- (75.8) -- --
Minority interest in other
comprehensive income...... -- (14.9) (.1) --
-- 104.2 (18.0) --
Adjustment due to issuance of
subsidiary's common stock.... -- (5.8) 2.4 --
Balance at December 31, 1999... -- 120.1 (20.6) --
2000 change:
Pre-income tax amount........ -- 218.1 (28.2) --
Income tax provision......... -- (82.2) -- --

Minority interest in other

comprehensive income

(1oSS) v it -- (20.4) 4.3 --
Net realized gains in net

income (net of $118.3

income tax benefit and

$28.0 minority

interest)......oviiiiiian -- (162.9) -- --
-- (47.4) (23.9) --
Balance at December 31, 2000... -- 72.7 (44.5) --

2001 change:

Cumulative effect of change
in accounting for
derivative instruments
(net of a $58.9 million

income tax benefit)....... (94.5) -- -- --
Pre-income tax amount........ 896.8 (69.7) (39.9) (3.6)
Income tax benefit

(provision).........oouuunn (343.3) 27.5 -- 1.4
Minority interest in other

comprehensive loss........ -- 5.4 2.8 --

Net realized gains in net

income (net of $.1 income

tax benefit and $1.8

minority interest)........ -- 1.5 -- o
Net reclassification into

earnings of derivative

instrument gains (net of a

$55.7 million income tax

benefit)............... ... (88.8) -- -- --
370.2 (35.3) (37.1) (2.2)

Adjustment due to spinoff of
(1o T -- (36.5) 57.8 --
Balance at December 31, 2001... $ 370.2 $ .9 $(23.8) $(2.2)

(94.5)
783.6

(314.4)
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Unrealized appreciation (depreciation) on securities for years prior to
2000 represents activity related to securities held by WCG. At December 31,
2000, the unrealized appreciation (depreciation) on securities balance includes
$76.1 million of unrealized net appreciation related to securities held by WCG.
Foreign currency translation balances include translation losses of $38.5
million and $13.6 million at December 31, 2000 and 1999, respectively, which
relate to WCG. The adjustment due to the spinoff of WCG for 2001 includes
unrealized appreciation (depreciation) on securities and foreign currency
translation balances which relate to WCG and are included in the $2.0 billion
decrease to stockholders' equity (see Note 3). The remaining balances relate to
the continuing operations of wWilliams.

NOTE 22. SEGMENT DISCLOSURES

williams evaluates performance based upon segment profit (loss) from
operations which includes revenues from external and internal customers,
operating costs and expenses, depreciation, depletion and amortization, equity
earnings (losses) and income (loss) from investments. The accounting policies of
the segments are the same as those described in Note 1, Summary of Significant
Accounting Policies. Intersegment sales are generally accounted for as if the
sales were to unaffiliated third parties, that is, at current market prices.

The majority of energy commodity hedging by the Energy Services' business
units is done through intercompany derivatives with Energy Marketing & Trading
which, in turn, enters into offsetting derivative contracts with unrelated third
parties. Energy Marketing & Trading bears the counter party performance risks
associated with unrelated third parties. Similarly, hedging of interest rate
risk in the energy trading portfolio by Energy Marketing & Trading is
facilitated by the corporate treasury operation. All hedging effectiveness,
ineffectiveness and risk of this activity is recognized by Energy Marketing &
Trading.

williams' reportable segments are strategic business units that offer
different products and services. The segments are managed separately because
each segment requires different technology, marketing strategies and industry
knowledge. Other includes corporate operations.

on April 11, 2002, Williams Energy Partners acquired Williams Pipe Line, an
operation within Petroleum Services. Accordingly, Williams Pipe Line's
operations have been transferred from the Petroleum Services segment to the
williams Energy Partners segment for which segment information has been restated
for all periods presented. Segment amounts for 2000 and 1999 have been restated
to reflect two new reporting segments, International and Williams Energy
Partners, and the reclassification of Energy Marketing & Trading to a third
industry group (see Note 1).

Exploration & Production's 2001 additions to long-lived assets and increase
in total assets, as noted on pages 99(b)-98 and 99(b)-99, respectively, are due
primarily to the Barrett acquisition (see Note 2).
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The following table reflects the reconciliation of operating income as
reported on the Consolidated Statement of Operations to segment profit (loss),

per the table on page 99(b)-98.

EQUITY

OPERATING EARNINGS

INCOME
(LOSS) FROM SEGMENT

INCOME (LOSSES) INVESTMENTS PROFIT
(MILLIONS)
2001
Energy Marketing & Trading.................. $1,296.1 $ (1.3) $(23.3) $1,271.5
Gas Pipeline........oiiiiiiiiiiiii i 573.3 46.3 -- 619.6
Energy Services.........oiiiiiiiiiiiiiiiaan 591.5 (21.6) -- 569.9
(08 =Y S 12.9 (.7) -- 12.2
Total segments.................... 2,473.8 $ 22.7 $(23.3) $2,473.2
General corporate expenses............. ... (124.3)
Total operating income............ $2,349.5
2000
Energy Marketing & Trading.................. $1,005.5 $ 1.6 $ 8 $1,007.9
Gas Pipeline........cciiiiiiiiiiii i 610.1 27.0 -- 637.1
ENErgy ServiCeS.....uviiirirrrnnnennnnnnnnns 571.7 (6.8) -- 564.9
[0} 1= 11.5 (.2) -- 11.3
Total segmentsS........covvinuvn.n. 2,198.8 $ 21.6 $ 8 $2,221.2
General corporate expenses...........euuuuun (97.2)
Total operating income............ $2,101.6
1999
Energy Marketing & Trading.................. $ 104.5 $ (.5) $ -- $ 104.0
Gas Pipeline........ .o 589.2 9.0 -- 598.2
ENergy ServiCesS. ... .iviirirrrrrrrrrrnrnnnns 439.6 (18.4) -- 421.2
Other. ... e 11.1 3.6 -- 14.7
Total segments.................... 1,144.4 $ (6.3) $  -- $1,138.1
General corporate expenses............... .. (76.9)
Total operating income............ $1,067.5

The following geographic area data includes revenues from external
customers based on product shipment origin and long-lived assets based upon

physical location.

(

MILLIONS)

$ 9,135.2 $ 6,373.1
308.2 107.1

2001
Revenues from external customers:
United StatesS. ...ttt $ 9,464.4
Other. ... e e 1,409.0
Total. ..o $10,873.4
Long-lived assets:
United StatesS. ... $16,762.9
Other . ot s 1,356.5
Total. ..o $18,119.4

$12,418.3 $11,775.4
1,126.6 354.4

$13,544.9 $12,129.8

Long-lived assets are comprised of property, plant and equipment and

goodwill and other intangible assets.
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REVENUES ADDITIONS
------------------------------------ SEGMENT EQUITY TO LONG- DEPRECIATION,
EXTERNAL PROFIT EARNINGS LIVED DEPLETION &
CUSTOMERS INTERSEGMENT TOTAL (LOSS) (LOSSES) ASSETS AMORTIZATION
(MILLIONS)
2001
Energy Marketing & Trading..... $2,573.5 $ (701.7)* $ 1,871.8 $1,271.5 $ (1.3) $ 209.6 $21.1
Gas Pipeline................... 1,537.0 47.8 1,584.8 619.6 46.3 738.2 297.5
Energy Services
Exploration & Production..... 111.9 493.6 605.5 228.8 14.6 3,775.9 98.7
International................ 133.1 -- 133.1 (182.9) (19.2) 117.6 34.3
Midstream Gas & Liquids...... 1,327.3 595.1 1,922.4 221.6 (16.9) 489.5 179.8
Petroleum Services........... 4,805.6 286.0 5,091.6 202.7 (.1) 93.9 83.1
williams Energy Partners..... 348.2 54.3 402.5 101.2 -- 87.7 34.5
Merger-related costs......... -- -- -- (1.5) -- -- --
Total Energy
Services............ 6,726.1 1,429.0 8,155.1 569.9 (21.6) 4,564.6 430.4
Other....... oo, 36.8 39.5 76.3 12.2 (.7) 34.9 15.7
Eliminations................... -- (814.6) (814.6) -- -- -- --
Total...ovevunnnnnnnn. $10,873.4 $ -- $10,873.4  $2,473.2 $ 22.7 $5,547.3 $764.7
2000
Energy Marketing & Trading..... $2,273.2 $ (700.6)* $ 1,572.6 $1,007.9 $ 1.6 $ 68.8 $ 18.7
Gas Pipeline..........c.vuvuvn.n 1,670.1 59.7 1,729.8 637.1 27.0 659.7 281.5
Energy Services
Exploration & Production..... 69.9 254.6 324.5 83.8 11.8 70.7 29.1
International................ 73.8 -- 73.8 (7.3) (14.0) 327.1 18.1
Midstream Gas & Liquids...... 835.1 679.6 1,514.7 297.9 (4.0) 799.2 163.0
Petroleum Services........... 4,178.6 126.9 4,305.5 93.4 (.6) 166.2 74.3
wWilliams Energy Partners..... 314.0 59.0 373.0 104.2 -- 65.6 30.3
Merger-related costs......... -- -- -- (7.1) -- -- --
Total Energy
Services............ 5,471.4 1,120.1 6,591.5 564.9 (6.8) 1,428.8 314.8
Other......... .o, 28.7 38.1 66.8 11.3 (.2) 43.2 19.2
Eliminations..........cvvuuuuunn -- (517.3) (517.3) -- -- -- --
Total.........oovvvnnn $9,443.4 $ -- $ 9,443.4 $2,221.2 $ 21.6 $2,200.5 $634.2
1999
Energy Marketing & Trading..... $1,217.7 $ (555.4)* $ 662.3 $ 104.0 $ (.5) $ 82.8 $ 35.3
Gas Pipeline.............ouuunn 1,613.5 58.8 1,672.3 598.2 9.0 356.6 267.1
Energy Services
Exploration & Production..... 69.6 139.9 209.5 47.5 6.0 148.5 23.5
International................ 53.1 -- 53.1 (11.6) (12.8) 247.9 11.9
Midstream Gas & Liquids...... 648.9 381.5 1,030.4 223.9 (12.1) 341.5 143.2
Petroleum Services........... 2,576.8 138.5 2,715.3 67.4 5 456.9 58.0
wWilliams Energy Partners..... 272.5 43.6 316.1 106.7 -- 259.2 25.5
Merger-related costs......... -- -- -- (12.7) -- -- --
Total Energy
Services............ 3,620.9 703.5 4,324.4 421.2 (18.4) 1,454.0 262.1
Other....... v, 28.1 37.3 65.4 14.7 3.6 42.7 23.0
Eliminations................... -- (244.2) (244.2) -- -- -- --
Total...oveevnnnnnnnn. $6,480.2 $ -- $ 6,480.2 $1,138.1 $ (6.3) $1,936.1 $587.5

* Energy Marketing & Trading intercompany cost of sales, which are netted in
revenues consistent with fair-value accounting, exceed intercompany revenues.
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TOTAL ASSETS EQUITY METHOD INVESTMENTS
DECEMBER 31, DECEMBER 31, DECEMBER 31, DECEMBER 31,
2001 2000 2001 2000
(MILLIONS)
Energy Marketing & Trading......... $15,483.0 $14,609.7 $ -- $ 1.4
Gas Pipeline..........oviiininnnnn. 8,291.5 7,928.9 715.5 281.5
Energy Services
Exploration & Production......... 5,008.7 729.6 31.6 58.1
International.................... 2,018.1 2,156.3 96.2 61.2
Midstream Gas & Liquids.......... 4,484 .4 4,293.5 217.8 239.2
Petroleum Services............... 2,275.4 2,104.0 110.1 113.2
wWilliams Energy Partners......... 1,033.6 912.3 -- --
Total Energy Services.... 14,820.2 10,195.7 455.7 471.7
(0] 3= P 7,344.5 7,019.9 -- --
Eliminations........covvininnnnnnnns (7,994.5) (8,156.1) -- --
37,944.7 31,598.1 1,171.2 754.6
Net assets of discontinued
operations............ . i, 961.5 3,178.5 -- --
Total assetsS. ... $38,906.2 $34,776.6 $1,171.2 $754.6

NOTE 23. SUBSEQUENT EVENTS

In January 2002, Williams issued 44 million publicly traded units, more
commonly known as FELINE PACs, that include a senior debt security and an equity
purchase contract. The debt has a term of five years, and the equity purchase
contract will require the company to deliver Williams common stock to holders
after three years based on a previously agreed rate. Net proceeds from this
issuance were approximately $1.1 billion.

The FELINE PACS were issued as part of Williams' plan to strengthen its
balance sheet and maintain its investment-grade rating. Some of the steps which
could impact amounts recorded at December 31, 2001 include:

- A $1 billion reduction in planned capital spending for 2002.

- Sales of certain non-core assets during 2002, from which wWilliams expects
to receive proceeds of between $250 million and $750 million.

- Initiation of action to eliminate ratings triggers on certain obligations
and contingencies that do not appear as debt on the Consolidated Balance
Sheet.
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THE WILLIAMS COMPANIES, INC.

QUARTERLY FINANCIAL DATA

(UNAUDITED)

Summarized quarterly financial data are as follows (millions,
per-share amounts). Certain amounts have been restated or reclassified as
described in Note 1 of Notes to Consolidated Financial Statements.

except

FIRST SECOND THIRD FOURTH

2001 QUARTER QUARTER QUARTER QUARTER
REVENUES .+ vttt ettt ettt ittt $3,057.7 $2,778.3 $2,760.0 $ 2,277.4
Costs and operating expenses............... 2,037.7 1,976.8 1,794.8 1,531.0
Income (loss) from continuing operations.... 366.9 328.8 210.0 (111.4)
Net income (10SS).......cviiiiininiinnnnnns 199.2 339.5 221.3 (1,237.7)
Basic earnings (loss) per common share:

Income (loss) from continuing

operations. . ...t .77 .68 .42 (.22)

Net income (1lOSS).......vvviiiiinnnnnnnnn .42 .70 .44 (2.39)
Diluted earnings (loss) per common share:...

Income (loss) from continuing

operations..... .o .76 .67 .42 (.22)
Net income (1lOSS) ... nnnnnnnnnns .41 .69 .44 (2.39)
FIRST SECOND THIRD FOURTH

2000 QUARTER QUARTER QUARTER QUARTER
REVENUES .+ vt ettt et ettt e ettt e $1,863.0 $2,314.9 $2,294.3 $ 2,971.2
Costs and operating expenses................ 1,308.4 1,486.5 1,665.8
Income from continuing operations........... 129.3 277.4 166.2
Net income (10SS)......vuviiiiinniininnnnnan 99.7 351.8 121.1
Basic earnings (loss) per common share:

Income from continuing operations......... .29 .62 .37

Net income (1l0SS)......viiiiiiinnnnnnnnn .22 .79 .27
Diluted earnings (loss) per common share:

Income from continuing operations......... .29 .61 .37

Net income (1OSS) ... nnnnns .22 .78 .27

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

First-quarter 2001 net income includes an after-tax loss from discontinued
operations of $179.1 million related to the spinoff of WCG and after-tax income
from discontinued operations of $11.4 million related to the operations of the
Kern River pipeline. Second and third-quarter 2001 net income includes after-tax
income from discontinued operations of $10.7 million and $11.3 million,
respectively, related to the operations of the Kern River pipeline.
Fourth-quarter 2001 loss from discontinued operations includes $1.17 billion
after-tax impact for accruals of WCG guarantees and payment obligations and
after-tax income from discontinued operations of $7.7 million related to the
operations of the Kern River pipeline (see Note 3). Additionally, first and
fourth-quarter 2001 net income (loss) includes additional pre-tax impairment
charges of $11.2 million and $.9 million, respectively, relating to Petroleum
Services' end-to-end mobile computing systems business.

Second and fourth-quarter 2001 net income (loss) includes a pre-tax gain
from the sale of certain convenience stores at Petroleum Services of $72.1
million and $3.2 million, respectively. Second and third-quarter 2001 net income
includes a pre-tax impairment loss related to certain south Texas non-regulated
gathering and processing assets at Midstream Gas & Liquids of $10.9 million and
$4.2 million, respectively. A $1.3 million reduction to these impairment charges
was made in fourth-quarter 2001 based on proceeds from the sales which closed in
first-quarter 2002. Additionally, second-quarter 2001 includes a $27.5 million
pre-tax gain on the sale of Williams' limited partnership interest in Northern
Border Partners, L.P. at Gas Pipeline.
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(UNAUDITED)

Included in third-quarter 2001 net income is a $94.2 million pre-tax charge
related to the write-down of certain equity and cost basis investments (see Note
4).

Fourth-quarter 2001 net income (loss) includes a $170 million pre-tax
impairment charge relating to the soda ash mining operations located in Colorado
(see Note 5). Also, included in fourth-quarter 2001 net income (loss) is a $130
million pre-tax decrease to revenues and an approximate $4 million pre-tax
charge to bad debt expense related to Williams' estimated net exposure for the
Enron bankruptcy at Energy Marketing & Trading and Gas Pipeline, respectively
(see Note 19), a $13.3 million pre-tax impairment charge for the termination of
a plant expansion at Energy Marketing & Trading and a $14.7 million pre-tax
impairment charge and other loss accruals related to certain travel centers at
Petroleum Services. Additionally, fourth-quarter 2001 net income (loss) includes
a $37 million pre-tax charge resulting from an unfavorable court decision in one
of Transcontinental Gas Pipe Line's royalty claims proceeding (see Note 19) and
$213 million pre-tax charges included in continuing operations related to
estimated losses from an assessment of the recoverability of WCG related
receivables (see Note 3).

Second-quarter 2000 net income includes approximately $75 million in
pre-tax reductions to certain rate refund liabilities and related interest
accruals based on favorable FERC and judicial rulings received regarding
regulatory proceedings. Also included in second and fourth-quarter 2000 net
income (loss) is a $25.9 million and a $17.2 million pre-tax charge,
respectively, resulting from the decision to discontinue Energy Marketing &
Trading's mezzanine lending services (see Note 5). Fourth-quarter 2000 net
income includes a $16.3 million pre-tax charge relating to management's decision
and commitment to sell Energy Marketing & Trading's distributed power generation
business and an $11.9 million pre-tax charge relating to management's decision
and commitment to sell certain of Petroleum Services' end-to-end mobile
computing systems business. These charges represent the impairment of the assets
to fair value based on the expected net sales proceeds.

First, third and fourth-quarter 2000 include after-tax loss from
discontinued operations of $39.2 million, $55.4 million and $411.9 million,
respectively, while second-quarter 2000 includes after-tax income of $65.4
million, all of which are related to WCG which was spun off April 23, 2001.
First, second, third and fourth-quarter 2000 include after-tax income from
discontinued operations related to the sale of Kern River pipeline of $9.6
million, $9.0 million, $10.3 million and $11.1 million, respectively (see Note
3).
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SUPPLEMENTAL OIL AND GAS DISCLOSURES
(UNAUDITED)

The following information pertains to the Company's 0il and gas producing
activities and is presented in accordance with SFAS No. 69 "Disclosures About
0il and Gas Producing Activities". The information is required to be disclosed
by geographic region. Williams has significant oil and gas producing activities
primarily in the Rocky Mountain, Mid-continent and Gulf Coast regions of the
United States. Additionally, wWilliams has o0il and gas producing activities in
Argentina; however, proved reserves and revenues related to these activities are
approximately 5.6 percent and 4.3 percent, respectively, of Williams' total oil
and gas producing activities. The following information relates only to the oil
and gas activities in the United States.

CAPITALIZED COSTS

FOR THE YEAR ENDED
DECEMBER 31,

2001
(MILLIONS)
Proved Properties. v e e e $2,415.2
Unproved properties. ... ...t i i e 851.9
3,267.1

Accumulated depreciation, depletion, and amortization, and

valuation provisions............ it i 268.3
Net capitalized COSES. ...t e e $2,998.8

- Capitalized costs include the cost of equipment and facilities for oil
and gas producing activities. This amount does not include approximately
$1 billion of goodwill related to the purchase of Barrett Resources Corp.
(Barrett).

- Proved properties include capitalized costs for o0il and gas leaseholds
holding proved reserves; development wells and related equipment and
facilities (including uncompleted development well costs); successful
exploratory wells and related equipment and facilities (and uncompleted
exploratory well costs) and support equipment.

- Unproved properties consist primarily of acreage related to probable
reserves acquired through the Barrett acquisition in addition to a small
portion of unproved exploratory acreage.

COSTS INCURRED DURING 2001

FOR THE YEAR ENDED
DECEMBER 31,

2001
(MILLIONS)
ACOUISIEION. vttt e e e e e $2,557.0
EXPloration. ...t i e e e 35.6
DEVELOPMENE . & v vttt e 198.9
$2,791.5

- Costs incurred include capitalized and expensed items.

- Property acquisition costs include costs incurred to purchase, lease, or
otherwise acquire a property, the majority of which is related to the
Barrett acquisition. This amount does not include approximately $1
billion of goodwill related to the purchase of Barrett.

- Exploration costs include the costs of geological and geophysical
activity, dry holes, drilling and equipping exploratory wells, and the
cost of retaining undeveloped leaseholds.

- Development costs include costs incurred to gain access to and prepare
development well locations for drilling and to drill and equip
development wells.
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SUPPLEMENTAL OIL AND GAS DISCLOSURES -- (CONTINUED)

(UNAUDITED)
RESULTS OF OPERATIONS
FOR THE YEAR ENDED
DECEMBER 31,
2001
(MILLIONS)
Revenues:
01l and gas FeVENUES. .. v ittt it it i i nnns $408.4
Other FrevenUEeS. ...ttt 171.2
Total reVENUES . . ottt i i i i 579.6
Costs:
ProduCtion COSES. . vttt st s e 79.3
General & administrative...........oiiiiiiiiiiiiiiiiiiiiia 40.1
EXpPloration eXPenSeS. vttt e s 10.1
Depreciation, depletion & amortization............ccvvvvvvnnn 94.0
Property impairments. ... ..ttt 7.2
Other eXPeNSeS. ittt ittt 138.7
Total EXPENSES . v vttt 369.4
ResUlts Of Operations. .......viiiiiiiiirrrrnnrennennnnnnnnns 210.2
EQUILY @arNiNgS . . v ittt ittt ittt ettt s 8.5
Provision for 1nCOme TaXeS.......itiiiiirrrrrrrnrnrernnnnnns (80.4)
Exploration and production net inCome............cvvvvvvvrnnn $138.3

- Results of operations for producing activities consist of all related

activities within the Exploration & Production reporting unit.

0il and gas revenues consist primarily of natural gas production sold to
Energy Marketing & Trading and includes the impact of intercompany
hedges.

Other revenues and other expenses consist of activities within the
Exploration & Production segment that are not a direct part of the
producing activities. These non-producing activities include acquisition
and disposition of other working interest and royalty interest gas and
the movement of gas from the wellhead to the tailgate of the respective
plants for sale to Energy Marketing & Trading or third party purchases.
In addition, other revenues include recognition of income from
transactions which transferred certain non-operating benefits to a third
party.

Production costs consist of costs incurred to operate and maintain wells
and related equipment and facilities used in the production of petroleum
liquids and natural gas. These costs also include production related
taxes other than income taxes, and administrative expenses related to the
production activity. Excluded are depreciation, depletion and
amortization of capitalized acquisition, exploration and development
costs.

Exploration expenses include unsuccessful exploratory dry hole costs,
leasehold impairment, geological and geophysical expenses and the cost of
retaining undeveloped leaseholds.

Depreciation, depletion and amortization includes depreciation of support
equipment.
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(UNAUDITED)

PROVED RESERVES
2001
(BCFE)
Proved reserves at beginning of period.............. ..t 1,202
REVISIONS . .ot i i e e e s (69)
PUINCRASES . . vttt i i i e e e e e e s 1,949
Extensions and discoveries........... ..ot 239
Production. ... e e s (131)
Sale of minerals in place........oiiiiiiiiiiiiiniinnnns (12)
Proved reserves at end of period..........cciiiiiiiinnnnnnnnn 3,178

Proved developed reserves at end of period..................

- Natural gas reserves are computed at 14.73 pounds per square inch
absolute and 60 degrees Fahrenheit. Crude o0il reserves are insignificant
and have been included in the proved reserves on a basis of billion cubic
feet equivalents (Bcfe).

STANDARDIZED MEASURE OF DISCOUNTED FUTURE NET CASH FLOWS RELATING TO PROVED OIL
AND GAS RESERVES

The following is based on the estimated quantities of proved reserves and
the year-end prices and costs. The average year end natural gas prices used in
the following estimates were $2.31 per mmcf and $9.17 per mmcf at December 31,
2001 and December 31, 2000, respectively. Future income tax expenses have been
computed considering available carryforwards and credits and the appropriate
statutory tax rates. The discount rate of 10 percent is as prescribed by SFAS
No. 69. Continuation of year-end economic conditions also is assumed. The
calculation is based on estimates of proved reserves, which are revised over
time as new data becomes available. Probable or possible reserves, which may
become proved in the future, are not considered. The calculation also requires
assumptions as to the timing of future production of proved reserves, and the
timing and amount of future development and production costs. Of the $1,114
million of future development costs, $230 million, $233 million and $188 million
are estimated to be spent in 2002, 2003 and 2004, respectively.

Numerous uncertainties are inherent in estimating volumes and the value of
proved reserves and in projecting future production rates and timing of
development expenditures. Such reserve estimates are subject to change as
additional information becomes available. The reserves actually recovered and
the timing of production may be substantially different from the reserve
estimates.
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STANDARDIZED MEASURE OF DISCOUNTED FUTURE NET CASH FLOWS

AT
DECEMBER 31, 2001
(MILLIONS)

Future cash InTLowS. .. ...ttt $7,334
Less:

Future production COSES. ...ttt ittt 1,958

Future development COStS......... ittt 1,114

Future income tax ProvViSIONS. ......vvvtvrrrrrrrrrnrnrnnnnn 1,317
Future net cash flows. . ... ..ttt e et e e 2,945
Less 10 percent annual discount for estimated timing of cash

B oW . o vttt e e e e e 1,513
Standardized measure of discounted future net cash flows.... $1,432

SOURCES OF CHANGE IN STANDARDIZED MEASURE OF DISCOUNTED FUTURE NET CASH FLOWS

2001
(MILLIONS)
Standardized measure of discounted future net cash flows
beginning of period.......... ..o i i i $ 2,720
Changes during the year:
Sales of oil and gas produced, net of operating costs..... (270)
Net change in prices and production costsS.............uuu. (3,945)
Extensions, discoveries and improved recovery, less
estimated future COStS. ... i 153
Development costs incurred during year...........oovuuuuuns 199
Changes in estimated future development costs............. (41)
Purchase of reserves in place, less estimated future
(0701 1,069
Sales of reserves in place, less estimated future costs... (8)
Revisions of previous quantity estimates.................. (43)
Accretion of discount........ ...t 426
Net change in income taxes............oiiiiiiinnnnnnnnn 1,077
(0o = 95
Net Changes. ..ot i s (1,288)
Standardized measure of discounted future net cash flows end
Of Period. ... e e e $ 1,432
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EXHIBIT 99(c)
THE WILLIAMS COMPANIES, INC.

SCHEDULE II -- VALUATION AND QUALIFYING ACCOUNTS

ADDITIONS

CHARGED
TO COSTS

BEGINNING AND

BALANCE EXPENSES OTHER DEDUCTIONS

(MILLIONS)
Year ended December 31, 2001:
Allowance for doubtful accounts --

Accounts and notes receivable(a)........ $ 9.8 $ 99.2 $ 145.6(e) $ (.4)(c)

Other noncurrent assets(a).............. -- 103.2 -- --
Price-risk management credit reserves(a)... 60.9 728.5 (141.2)(f) --
Refining and processing plant major

maintenance accrual(b).................. 13.9 10.2 -- 11.1(d)

Year ended December 31, 2000:
Allowance for doubtful accounts --

Accounts and notes receivable(a)........ 3.5 4.7 -- (1.6)(c)
Price-risk management credit reserves(a)... 10.6 50.3 -- --
Refining and processing plant major

maintenance accrual(b).................. 7.6 8.4 -- 2.1(d)

Year ended December 31, 1999:
Allowance for doubtful accounts --

Accounts and notes receivable(a)........ 10.6 (.1) -- 7.0(c)
Price-risk management credit reserves(a)... 13.0 (2.4) -- --
Refining and processing plant major

maintenance accrual(b).................. 5.3 7.8 3.9(9) 9.4(d)

()

(9)

Deducted from related assets.

Included in liabilities.

Represents balances written off, net of recoveries and reclassifications.
Represents payments made.

Reflects a reclassification of the reserve related to Enron from Price-risk
management credit reserves to Allowance for doubtful accounts -- Accounts
and notes receivable (see Note 19 of Notes to Consolidated Financial
Statements) and amounts related to acquisitions of businesses.

Reflects a reclassification of the reserve related to Enron from Price-risk
management credit reserves to Allowance for doubtful accounts -- Accounts
and notes receivable (see Note 19 of Notes to Consolidated Financial
Statements).

Primarily relates to acquisitions of businesses.

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

None.
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