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UNITED STATES SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549
FORM 10-Q
(Mark One)

b QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES
EXCHANGE ACT OF 1934
For the quarterly period ended September 30, 2006
or

0 TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES
EXCHANGE ACT OF 1934
For the transition period from to
Commission file number 1-4174
THE WILLIAMS COMPANIES, INC.
(Exact name of registrant as specified in its charter)

DELAWARE 73-0569878
(State of Incorporation) (IRS Employer Identification Number)
ONE WILLIAMS CENTER, TULSA, OKLAHOMA 74172
(Address of principal executive office) (Zip Code)
Registrant s telephone number: (918) 573-2000
NO CHANGE

Former name, former address and former fiscal year, if changed since last report.

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of
the Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was
required to file such reports), and (2) has been subject to such filing requirements for the past 90 days.

Yes b No o
Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, or a non-accelerated
filer. See definition of accelerated filer and large accelerated filer in Rule 12b-2 of the Exchange Act.
Large accelerated filer p Accelerated filer o Non-accelerated filer o
Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act.)
Yes o No p

Indicate the number of shares outstanding of each of the issuer s classes of common stock as of the latest

practicable date.

Class Outstanding at October 31, 2006
Common Stock, $1 par value 596,338,450 Shares
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Certain matters contained in this report include forward-looking statements within the meaning of Section 27A of
the Securities Act of 1933, as amended, and Section 21E of the Securities Exchange Act of 1934, as amended. These
statements discuss our expected future results based on current and pending business operations. We make these
forward-looking statements in reliance on the safe harbor protections provided under the Private Securities Litigation
Reform Act of 1995.

All statements, other than statements of historical facts, included in this report which address activities, events or
developments that we expect, believe or anticipate will exist or may occur in the future, are forward-looking
statements. Forward-looking statements can be identified by various forms of words such as anticipates,  believes,

could, may, should, continues, estimates, expects, forecasts, might, planned, potential, projects,
expressions. These forward-looking statements include, among others, statements regarding:
Amounts and nature of future capital expenditures;

Expansion and growth of our business and operations;
Business strategy;

Estimates of proved gas and oil reserves;

Reserve potential;

Development drilling potential;

Cash flow from operations;

Seasonality of certain business segments;

Power and gas prices and demand.
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Forward-looking statements are based on numerous assumptions, uncertainties and risks that could cause future
events or results to be materially different from those stated or implied in this document. Many of the factors that will
determine these results are beyond our ability to control or predict. Specific factors which could cause actual results to
differ from those in the forward-looking statements include:

Availability of supplies (including the uncertainties inherent in assessing and estimating future reserves), market
demand, volatility of prices, and increased costs of capital;

Inflation, interest rates, fluctuation in foreign exchange, and general economic conditions;
The strength and financial resources of our competitors;

Development of alternative energy sources;

The impact of operational and development hazards;

Costs of, changes in, or the results of laws, government regulations, environmental liabilities, litigation, and rate
proceedings;

Changes in the current geopolitical situation;

Risks related to strategy and financing, including restrictions stemming from our debt agreements and our lack
of investment grade credit ratings;

Risks associated with future weather conditions and acts of terrorism.

Given the uncertainties and risk factors that could cause our actual results to differ materially from those contained
in any forward-looking statement, we caution investors not to unduly rely on our forward-looking statements. We
disclaim any obligations and do not intend to update the above list or to announce publicly the result of any revisions
to any of the forward-looking statements to reflect future events or developments.

In addition to causing our actual results to differ, the factors listed above and referred to below may cause our
intentions to change from those statements of intention set forth in this report. Such changes in our intentions may also
cause our results to differ. We may change our intentions, at any time and without notice, based upon changes in such
factors, our assumptions, or otherwise.

Because forward-looking statements involve risks and uncertainties, we caution that there are important factors, in
addition to those listed above, that may cause actual results to differ materially from those contained in the
forward-looking statements. For a detailed discussion of those factors, see Part I, Item IA. Risk Factors in our Annual
Report on Form 10-K for the year ended December 31, 2005.

2
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The Williams Companies, Inc.
Consolidated Statement of Income

(Unaudited)
Three months Nine months
ended September 30, ended September 30,
(Dollars in millions, except per-share amounts) 2006 2005 2006 2005
Revenues:
Exploration & Production $ 371.1 $ 3184 $ 1,069.4 $ 8489
Gas Pipeline 334.2 345.8 1,005.5 1,038.1
Midstream Gas & Liquids 1,117.0 754.7 3,139.9 2,341.8
Power 2,104.1 2,242.9 5,764.3 6,307.2
Other 6.4 6.3 19.8 194
Intercompany eliminations (632.8) (585.8) (1,956.3) (1,647.9)
Total revenues 3,300.0 3,082.3 9,042.6 8,907.5
Segment costs and expenses:
Costs and operating expenses 2,822.4 2,826.2 7,684.9 7,708.1
Selling, general and administrative expenses 128.0 90.6 308.3 226.8
Other (income) expense net (15.8) (21.4) 23.6 (1.3)
Total segment costs and expenses 2,934.6 2,895.4 8,016.8 7,933.6
General corporate expenses 35.0 42.8 99.3 106.3
Securities litigation settlement and related costs 34 165.3
Operating income (loss):
Exploration & Production 138.9 153.0 3954 367.9
Gas Pipeline 99.3 144.1 339.0 456.7
Midstream Gas & Liquids 204.9 117.9 471.0 343.7
Power (77.3) (227.4) (179.5) (190.3)
Other (4) 0.7) 1) 4.1)
General corporate expenses (35.0) (42.8) (99.3) (106.3)
Securities litigation settlement and related costs (3.4 (165.3)
Total operating income 327.0 144.1 761.2 867.6
Interest accrued (162.7) (166.0) (507.0) (495.3)
Interest capitalized 4.8 1.8 11.8 4.3
Investing income 50.7 31.1 140.9 44.9
Early debt retirement costs (31.4)
Minority interest in income of consolidated subsidiaries (12.1) (6.8) (27.5) (16.8)
Other income (expense) net 2.8 (1.1) 18.9 12.5
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Income from continuing operations before income taxes 210.5

Provision (benefit) for income taxes
Income from continuing operations
Loss from discontinued operations
Net income

Basic earnings per common share:
Income from continuing operations
Loss from discontinued operations
Net income

Weighted-average shares (thousands)
Diluted earnings per common share:
Income from continuing operations
Loss from discontinued operations
Net income

Weighted-average shares (thousands)

Cash dividends per common share

100.4
110.1
(3.9)

$ 106.2
$ 19
(.01)

$ 18
596,199
$ 19
(.01)

$ 18
609,062
$ .09
See accompanying notes.

3

3.1 366.9
(2.6) 189.6
5.7 177.3
(1.3) (15.2)

4.4 $ 162.1

.01 $ .30
(.03)

.01 $ 27

572,543 594,406

.01 $ 29
(.02)

.01 $ 27
580,735 608,045

.075 $ 255

417.2

168.6

248.6

(1.8)
$ 2468
$ 43
$ 43
569,426
$ 42
$ 42
604,749
$ 175
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The Williams Companies, Inc.
Consolidated Balance Sheet

(Unaudited)

(Dollars in millions, except per-share amounts)

ASSETS

Current assets:

Cash and cash equivalents
Restricted cash

Accounts and notes receivable (net of allowance of $23.9 in 2006 and $86.6 in

2005)

Inventories

Derivative assets

Margin deposits

Assets of discontinued operations
Deferred income taxes

Other current assets and deferred charges

Total current assets

Restricted cash

Investments

Property, plant and equipment net
Derivative assets

Goodwill

Other assets and deferred charges

Total assets

LIABILITIES AND STOCKHOLDERS
Current liabilities:

Accounts payable

Accrued liabilities

Customer margin deposits payable
Liabilities of discontinued operations
Derivative liabilities

Long-term debt due within one year

Total current liabilities

Long-term debt

Deferred income taxes

Derivative liabilities

Other liabilities and deferred income

EQUITY

Contingent liabilities and commitments (Note 11)
Minority interests in consolidated subsidiaries

Table of Contents

$

September
30,
2006

1,074.6
79.3

1,232.9
260.2
2,311.3
127.0
53
293.1
306.3

5,690.0

40.9
929.5
13,651.8
2,739.1
1,011.4
758.8

24,821.5

1,055.0
1,229.5
77.4
1.3
2,246.0
142.3

4,751.5
7,275.2
2,897.7
2,377.4
1,010.1

4384

December
31,
2005

$ 1,597.2
92.9

1,613.8
272.6
5,299.7
349.2
12.8
241.0
218.1

9,697.3

36.5
887.8
12,409.2
4,656.9
1,014.5
740.4

$ 294426

$ 1,360.6
1,121.9

320.7

1.2

5,523.2

122.6

8,450.2
7,590.5
2,508.9
4,331.1

920.3

214.1
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Stockholders equity:
Common stock (960 million shares authorized at $1 par value; 601.8 million
shares issued at September 30, 2006 and 579.1 million shares issued at

December 31, 2005) 601.8 579.1
Capital in excess of par value 6,567.6 6,327.8
Accumulated deficit (1,125.6) (1,135.9)
Accumulated other comprehensive income (loss) 68.7 (297.8)
Other D 4.5)

6,112.4 5,468.7
Less treasury stock, at cost (5.7 million shares of common stock in 2006 and
2005) (41.2) (41.2)
Total stockholders equity 6,071.2 5,427.5
Total liabilities and stockholders equity $ 24.821.5 $ 294426

See accompanying notes.
4
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The Williams Companies, Inc.
Consolidated Statement of Cash Flows

(Unaudited)
Nine months ended September
30,
(Dollars in millions) 2006 2005
OPERATING ACTIVITIES:
Net income $ 162.1 $ 246.8
Adjustments to reconcile to net cash provided by operations:
Loss from discontinued operations 15.2 1.8
Depreciation, depletion and amortization 627.9 545.9
Accrual for securities litigation settlement and related costs 165.3
Provision (benefit) for deferred income taxes 129.0 (63.1)
Provision for loss on investments, property and other assets 6.2 56.3
Net gain on disposition of assets (13.6) 47.0)
Early debt retirement costs 314
Minority interest in income of consolidated subsidiaries 27.5 16.8
Amortization of stock-based awards 32.5 9.9
Cash provided (used) by changes in current assets and liabilities:
Accounts and notes receivable 359.1 (115.0)
Inventories 12.5 (39.9)
Margin deposits and customer margin deposits payable (21.1) 61.0
Other current assets and deferred charges “47.1) 2.2)
Accounts payable (297.9) 114.5
Accrued liabilities (185.9) 52.7
Changes in current and noncurrent derivative assets and liabilities 252.1 203.1
Other, including changes in noncurrent assets and liabilities 52.5 40.7
Net cash provided by operating activities of continuing operations 1,307.7 1,082.3
Net cash provided by operating activities of discontinued operations 6.6
Net cash provided by operating activities 1,314.3 1,082.3
FINANCING ACTIVITIES:
Proceeds from long-term debt 699.4
Payments of long-term debt (773.6) (243.6)
Proceeds from issuance of common stock 21.6 303.4
Proceeds from sale of limited partner units of consolidated partnership 225.2 111.0
Payments for debt issuance costs and amendment fees (26.9) (29.6)
Premiums paid on early debt retirement (25.8)
Dividends paid (151.8) (100.0)
Dividends and distributions paid to minority interests (28.1) (19.8)
Changes in restricted cash 5.0 37.1
Changes in cash overdrafts (17.0) 58.7
Other net (1.3) 1
Net cash provided (used) by financing activities (73.3) 117.3
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INVESTING ACTIVITIES:
Property, plant and equipment:

Capital expenditures (1,758.9) (885.9)
Net proceeds from dispositions (10.6) 39.0
Proceeds from contract termination payment 33 87.9
Changes in accounts payable and accrued liabilities 37.8 4.0)
Purchases of investments/advances to affiliates (45.6) (98.2)
Purchases of auction rate securities (375.8) (171.3)
Proceeds from sales of auction rate securities 319.8 115.2
Proceeds from sales of businesses 314
Proceeds received on sale of note from WilTel 54.7
Proceeds from dispositions of investments and other assets 51.3 51.6
Other net 15.1 10.5
Net cash used by investing activities (1,763.6) (769.1)
Increase (decrease) in cash and cash equivalents (522.6) 430.5
Cash and cash equivalents at beginning of period 1,597.2 930.0
Cash and cash equivalents at end of period 1,074.6 $  1,360.5
See accompanying notes.
5
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The Williams Companies, Inc.
Notes to Consolidated Financial Statements
(Unaudited)
Note 1. General

Our accompanying interim consolidated financial statements do not include all the notes in our annual financial
statements and, therefore, should be read in conjunction with the consolidated financial statements and notes thereto in
our Annual Report on Form 10-K. The accompanying unaudited financial statements include all normal recurring
adjustments that, in the opinion of our management, are necessary to present fairly our financial position at
September 30, 2006, and results of operations for the three and nine months ended September 30, 2006 and 2005 and
cash flows for the nine months ended September 30, 2006 and 2005.

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.

Note 2. Basis of Presentation

Amounts presented as discontinued operations in our financial statements relate to residual activity and/or
adjustments from businesses that were sold or otherwise disposed of in prior years. The most recent such sale closed
in July 2004.

Unless indicated otherwise, the information in the Notes to Consolidated Financial Statements relates to our
continuing operations.

Certain amounts have been reclassified to conform to current classifications.

In February 2005, we formed Williams Partners L.P., a limited partnership engaged in the business of gathering,
transporting and processing natural gas and fractionating and storing natural gas liquids. In August 2005, we
completed our initial public offering of five million common units of Williams Partners L.P. We currently own
approximately 39 percent of Williams Partners L.P., including the interests of the general partner, which is
wholly-owned by us. Considering the presumption of control of the general partner in accordance with Emerging
Issues Task Force (EITF) Issue No. 04-5, Determining Whether a General Partner, or the General Partners as a Group,
Controls a Limited Partnership or Similar Entity When the Limited Partners Have Certain Rights, Williams Partners
L.P. is consolidated within our Midstream Gas & Liquids (Midstream) segment.

6
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Notes (Continued)
Note 3. Asset Sales, Impairments and Other Accruals

Significant gains or losses from asset sales, impairments and other accruals or adjustments reflected in our
Consolidated Statement of Income are included in the following table:

Three months ended Nine months ended
September 30, September 30,
2006 2005 2006 2005
(Millions) (Millions)

Costs and operating expenses:

Gas Pipeline

Liability reversal associated with a favorable rate

case ruling involving adjustments to estimated gas

purchase costs for operations in prior periods $ $(14.2) $ $(14.2)

Adjustments to correct the carrying value of certain
liabilities recorded in prior periods (12.1)

Midstream
Adjustment of accounts payable accrual (excluding
$.8 million recorded in SG&A) 9.8 9.8

Selling, general and administrative expenses

(SG&A):

Gas Pipeline

Adjustments to correct the carrying value of certain

liabilities recorded in prior periods (5.6)

Reduction in pension expense for the cumulative
impact of correcting an error attributable to 2003
and 2004 (17.1)

Other (income) expense net (within segment

costs and expenses):

Exploration & Production

Gains on sales of certain natural gas properties 21.7) (29.6)

Midstream
Gains on sales of properties (7.9) (7.9)

Losses on asset retirements, primarily due to the
impact of accelerating the timing of abandonment 5.2 5.2

Accrual for Gulf Liquids litigation contingency.

Associated with this contingency is an interest

expense accrual of $0.6 million for the third quarter

and $20.6 million year-to-date, which is included in

interest accrued (see Note 11) 2.4 70.4

Table of Contents 13
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Settlement of an international contract dispute 9.0)

Gas Pipeline

Reversal of an accrued litigation contingency due to
a favorable court ruling. Associated with this
contingency reversal is $5 million of income due to
reversing accrued interest, which is included in

interest accrued (2.0)
Power
Accrual for litigation contingencies 35 0.4 35 13.5

Reduction of contingent obligations associated with
our former distributive power generation business (12.7) (12.7)

General corporate expenses

Other

Insurance settlement charges associated with certain

insurance coverage allocation issues 13.8 13.8

Investing income (loss):

Midstream

Gain on sale of remaining interests in Mid-America

Pipeline (MAPL) and Seminole Pipeline (Seminole) 8.6

Other
Impairment of investment in Longhorn Partners
Pipeline L.P. (Longhorn) (49.1)

Loss from discontinued operations:

$19.2 million accrual for an adverse arbitration

award related to our former chemical fertilizer

business, net of taxes of $7.3 million (see Note 11) (11.9)

$6 million claim settlement related to a former
exploration business, net of taxes of $2.3 million 3.7 3.7

Table of Contents 14
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Notes (Continued)
Note 4. Provision (Benefit) for Income Taxes
The provision (benefit) for income taxes includes:

Three months ended Nine months ended
September 30, September 30,
2006 2005 2006 2005
(Millions) (Millions)
Current:
Federal $ 52 $ 205.6 $ 179 $212.9
State (.8) (1.3) 10.9 6.7
Foreign 14.6 5.8 31.8 12.1
19.0 210.1 60.6 231.7
Deferred:
Federal 52.3 (212.6) 85.0 (73.5)
State 21.5 (1.3) 25.7 14.8
Foreign 7.6 1.2 18.3 4.4)
81.4 (212.7) 129.0 (63.1)
Total provision (benefit) $100.4 $ (2.6 $189.6 $168.6

The effective income tax rate for the three months ended September 30, 2006, is greater than the federal statutory
rate due primarily to the effect of state income taxes and taxes on foreign operations.

The effective income tax rate for the nine months ended September 30, 2006, is greater than the federal statutory
rate due primarily to the effect of state income taxes, taxes on foreign operations, estimated nondeductible expenses
associated with our securities litigation settlement and fees, and nondeductible expenses associated with the
conversion of convertible debentures.

The effective income tax rate benefit for the three months ended September 30, 2005, is less than the federal
statutory rate due primarily to the effect of income tax settlements (including a reduction of an accrual for income tax
contingencies) and taxes on foreign operations, partially offset by state income taxes and an increase in valuation
allowance. The significant current federal provision and deferred federal benefit are primarily the result of income tax
settlements in the third quarter.

The effective income tax rate for the nine months ended September 30, 2005, is greater than the federal statutory
rate due primarily to the effect of state income taxes, an increase in valuation allowance and nondeductible expenses,
partially offset by income tax settlements (including a reduction of an accrual for income tax contingencies) and taxes
on foreign operations.

8
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Notes (Continued)

Note 5. Earnings Per Common Share from Continuing Operations
Basic and diluted earnings per common share are computed as follows:

Income from continuing operations available to
common stockholders for basic and diluted earnings
per share (1)

Basic weighted-average shares (2)
Effect of dilutive securities:
Unvested deferred shares (3)
Stock options

Convertible debentures

Diluted weighted-average shares

Earnings per share from continuing operations:
Basic
Diluted

(1) The three and
nine months
ended
September 30,
2006 and the
nine months
ended
September 30,
2005, include
$.7 million,
$2.3 million, and
$7.6 million,
respectively, of
interest expense,
net of tax,
associated with
the convertible
debentures.
These amounts
have been added
back to income
from continuing

Table of Contents

$

Three months ended
September 30,
2006 2005
(Dollars in millions,
except per-share
amounts; shares in
thousands)

110.1 $ 5.7
596,199 572,543
1,032 2,999
4,503 5,193
7,328
609,062 580,735
.19 $ .01
.19 $ .01

$

Nine months ended
September 30,
2006 2005
(Dollars in millions,
except per-share
amounts; shares in

thousands)
177.3 $ 2486
594,406 569,426
921 2,849
4,351 4,926
8,367 27,548
608,045 604,749

.30 $ 43
29 $ 42

16



(@)

3)

operations
available to
common
stockholders to
calculate diluted
earnings per
common share.

During

January 2006, we
issued

20.2 million
shares of
common stock
related to a
conversion offer
for our

5.5 percent
convertible
debentures (see
Note 10).

The unvested
deferred shares
outstanding at
September 30,
2006, will vest
over a period
from

November 2006
through
September 2009.
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Approximately 27.5 million weighted-average shares related to the assumed conversion of convertible debentures,
as well as the related interest, net of tax, have been excluded from the computation of diluted earnings per common
share for the three months ended September 30, 2005. Inclusion of these shares would have an antidilutive effect on
diluted earnings per common share. If no other components used to calculate diluted earnings per common share
change, we estimate the assumed conversion of convertible debentures would have become dilutive and therefore be
included in diluted earnings per common share at an income from continuing operations available to common
stockholders amount of $53.7 million for the three months ended September 30, 2005.
The table below includes information related to stock options that were outstanding at September 30 of each
respective year but have been excluded from the computation of weighted-average stock options due to the option
exercise price exceeding the third quarter weighted-average market price of our common shares.

September 30, September 30,
2006 2005
Options excluded (millions) 4.2 4.8
Weighted-average exercise prices of options excluded $ 35.33 $ 35.23
Exercise price ranges of options excluded $23.88-$42.29 $23.88-$42.29
Third quarter weighted-average market price $ 23.87 $ 21.75
Table of Contents 17
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Notes (Continued)
Note 6. Employee Benefit Plans

Net periodic pension expense (income) and other postretirement benefit expense for the three and nine months
ended September 30, 2006 and 2005 are as follows:

Pension Benefits

Three months Nine months
ended September
30, ended September 30,
2006 2005 2006 2005
(Millions) (Millions)

Components of net periodic pension expense (income):
Service cost $ 55 $ 54 $ 16.6 $ 162
Interest cost 12.7 12.0 37.6 35.8
Expected return on plan assets (16.7) (17.8) (50.1) (53.3)
Amortization of prior service credit (@)) (@)) (.4) (.3)
Recognized net actuarial (gain) loss 52 1.7 14.7 (8.3)
Regulatory asset amortization (deferral) 7 (@)) 3
Settlement/curtailment expense A 2.7
Net periodic pension expense (income) $ 66 $ 20 $ 183 $ 6.9

Other Postretirement Benefits

Three months Nine months
ended September
30, ended September 30,
2006 2005 2006 2005
(Millions) (Millions)

Components of net periodic other postretirement benefit
expense:
Service cost $ 8 $ 8 $ 24 $ 23
Interest cost 4.4 5.8 13.0 14.6
Expected return on plan assets 2.7 (2.9) (8.3) (8.6)
Amortization of prior service credit (@) (@)) (.3) “4.2)
Recognized net actuarial loss 9 24
Regulatory asset amortization 1.8 1.5 54 53
Net periodic other postretirement benefit expense $ 42 $ 6.0 $ 122 $ 11.8

Net periodic pension expense (income) for the nine months ended September 30, 2005, includes a $17.1 million
reduction to expense to record the cumulative impact of a correction of an error determined to have occurred in 2003
and 2004. The error was associated with our third-party actuarial computation of annual net periodic pension expense
which resulted from the identification of errors in certain Transcontinental Gas Pipe Line Corporation (Transco)
participant data involving annuity contract information utilized for 2003 and 2004. The adjustment is reflected as
$16.1 million within recognized net actuarial (gain) loss and $1 million within regulatory asset amortization
(deferral).

Through September 30, 2006, we have contributed $3.2 million to our pension plans and $11.0 million to our other
postretirement benefit plans. We presently anticipate making additional contributions of approximately $14 million to
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our pension plans in 2006 for a total of approximately $17 million. We presently anticipate making additional
contributions of approximately $4 million to our other postretirement benefit plans in 2006 for a total of
approximately $15 million.

Note 7. Stock-Based Compensation

Plan Information

The Williams Companies, Inc. 2002 Incentive Plan (the Plan) was approved by stockholders on May 16, 2002, and
amended and restated on May 15, 2003, and January 23, 2004. The Plan provides for common-stock-based awards to
both employees and nonmanagement directors. Upon approval by the stockholders, all prior stock plans were
terminated resulting in no further grants being made from those plans. However, awards outstanding in those prior
plans remain in those plans with their respective terms and provisions.

The Plan permits the granting of various types of awards including, but not limited to, stock options 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. At September 30, 2006, 42.8 million shares of our common stock were reserved
for issuance pursuant to existing and future stock awards, of which 19.9 million shares were available for future
grants. At December 31, 2005, 45 million shares of our common stock were reserved for issuance, of which
21.6 million were available for future grants.

10
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Notes (Continued)
Accounting for Stock-Based Compensation

Prior to January 1, 2006, we accounted for the Plan under the recognition and measurement provisions of
Accounting Principles Board (APB) Opinion No. 25, Accounting for Stock Issued to Employees, and related
interpretations, as permitted by Financial Accounting Standards Board (FASB) Statement No. 123, Accounting for
Stock-Based Compensation (SFAS No. 123). Compensation cost for stock options was not recognized in the
Consolidated Statement of Income for the nine months ending September 30, 2005, as all options granted under the
Plan had an exercise price equal to the market value of the underlying common stock on the date of the grant. Prior to
January 1, 2006, compensation cost was recognized for deferred share awards. Effective January 1, 2006, we adopted
the fair value recognition provisions of FASB Statement No. 123(R), Share-Based Payment (SFAS No. 123(R)), using
the modified-prospective method. Under this method, compensation cost recognized in the first nine months of 2006
includes: (1) compensation cost for all share-based payments granted through December 31, 2005, but for which the
requisite service period had not been completed as of December 31, 2005, based on the grant date fair value estimated
in accordance with the provisions of SFAS No. 123, and (2) compensation cost for most share-based payments
granted subsequent to December 31, 2005, based on the grant date fair value estimated in accordance with the
provisions of SFAS No. 123(R). The performance targets for certain performance based deferred shares have not been
established and therefore expense is not currently recognized. Results for prior periods have not been restated.

Total stock-based compensation expense for the three and nine months ending September 30, 2006, was
$11.1 million and $32.5 million, respectively. The year-to-date amount reflects a reduction of $.3 million of
previously recognized compensation cost for deferred share awards related to the estimated number of awards
expected to be forfeited. This adjustment is not considered material for reporting as a cuamulative effect of a change in
accounting principle. Measured but unrecognized stock-based compensation expense at September 30, 2006, was
approximately $61 million, which does not include the effect of estimated forfeitures of $2.2 million. This amount is
comprised of approximately $17 million related to stock options and approximately $44 million related to deferred
shares. These amounts are expected to be recognized over a weighted-average period of 1.8 years.

As aresult of adopting SFAS No. 123(R), our income from continuing operations before income taxes and net
income for the three months ending September 30, 2006, are approximately $3.9 million and $2.3 million lower,
respectively, and for the nine months ending September 30, 2006, are approximately $14.5 million and $8.9 million
lower, respectively, than if we continued to account for share-based compensation under APB No. 25. For the nine
months ending September 30, 2006, basic and diluted earnings per share are $.02 and $.01 lower, respectively, due to
the implementation of SFAS No. 123(R).

The following table illustrates the effect on net income and earnings per common share if we had applied the fair
value recognition provisions to SFAS No. 123 to options granted under the Plan for the three and nine months ending
September 30, 2005. For purposes of this pro forma disclosure, the value of the options was estimated using a
Black-Scholes option pricing model and amortized to expense over the vesting period of the options.

Three months

ended Nine months ended
September 30, 2005 September 30, 2005
(Dollars in millions, (Dollars in millions,
except except
per share amounts) per share amounts)
Net income, as reported $ 4.4 $ 246.8
Add: Stock-based employee compensation expense included in
the Consolidated Statement of Income, net of related tax effects 2.8 6.8
Deduct: Stock-based employee compensation expense
determined under fair value based method for all awards, net of
related tax effects (4.8) (12.8)
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Pro forma net income $ 2.4 $ 240.8

Earnings per share:

Basic-as reported $ .01 $ 43
Basic-pro forma $ $ 42
Diluted-as reported $ .01 $ 42
Diluted-pro forma $ $ 41

Stock Options
Stock options are valued at the date of award, which does not precede the approval date, and compensation cost is
recognized on a straight-line basis, net of estimated forfeitures, over the requisite service period. Stock options
generally become exercisable over a three-year period from the date of grant and generally expire ten years after the
grant.
11
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The following summary reflects stock option activity and related information for the nine-month period ending
September 30, 2006.

Weighted-
Average Aggregate
Exercise Intrinsic
Stock Options Options Price Value
(Millions) (Millions)
Outstanding at December 31, 2005 20.4 $ 16.63
Granted 1.2 $ 21.64
Exercised (1.9) $ 1140 $ 22.7
Cancelled (.7 $ 30.11
Outstanding at September 30, 2006 19.0 $ 17.01 $ 1787
Exercisable at September 30, 2006 14.5 $ 16.97 $ 148.1

The following summary provides additional information about stock options that are outstanding and exercisable at
September 30, 2006.

Stock Options Outstanding Stock Options Exercisable
Weighted- Weighted-
Weighted- Average Weighted- Average
Average Remaining Average Remaining
Exercise Contractual Exercise Contractual
Range of Exercise Prices Options Price Life Options Price Life
(Millions) (Years) (Millions) (Years)
$2.27 to $10.00 9.0 $ 7.08 6.0 7.7 $ 6.59 5.8
$10.38 to $16.40 1.0 $ 15.50 4.0 1.0 $ 15.55 4.0
$17.10 to $31.58 5.7 $21.29 6.9 2.5 $22.79 4.6
$33.51 to $42.28 33 $37.62 1.8 33 $37.62 1.8
Total 19.0 $17.01 5.5 14.5 $16.97 4.6

The estimated weighted-average grant-date fair value of stock options granted during the first nine months of 2006
is $8.35 per share. We used the Black-Scholes option pricing model to estimate the grant-date fair value of each stock
option granted. The fair values of options granted during the first nine months of 2006 were estimated using the
following assumptions:

Expected dividend yield 1.42%
Expected volatility 36.30%
Risk-free interest rate 4.66%
Expected life (years) 6.5

The expected dividend yield is based on the average annual dividend yield as of the grant date. Expected volatility is
based on the historical volatility of our stock and the implied volatility of our stock based on traded options. In
calculating historical volatility, returns during calendar year 2002 were excluded as the extreme volatility during that
time is not reasonably expected to be repeated in the future. The risk-free interest rate is based on the U.S. Treasury
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Constant Maturity rates as of the grant date. The expected life of the option is based on historical exercise behavior
and expected future experience.

Cash received from stock option exercises was $21.6 million during the first nine months of 2006.
Nonvested Deferred Shares

Deferred shares are generally valued at market value on the grant date of the award and generally vest over three
years. Deferred share expense, net of estimated forfeitures, is generally recognized over the vesting period on a
straight-line basis.
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The following summary reflects nonvested deferred share activity and related information for the nine-month
period ended September 30, 2006.

Weighted-
Average
Deferred Shares Shares Fair Value*
(Millions)

Nonvested at December 31, 2005 2.8 $ 14.60
Granted 1.4 $ 21.85
Forfeited .1) $ 17.96
Vested (.6) $ 11.59
Nonvested at September 30, 2006 3.5 $ 18.40

*  Performance-based
shares are valued
at the
end-of-period
market price. All
other shares are
valued at the
grant-date market
price.

The total market value of shares vested and issued during the first nine months of 2006 was approximately
$11.5 million.

Performance-based share awards issued under the Plan represent 35 percent of nonvested deferred shares
outstanding at September 30, 2006. These awards are generally earned at the end of a three-year period based on
actual performance against a performance target. Based on the extent to which certain financial targets are achieved,
vested shares may range from zero percent to 200 percent of the original award amount.

Note 8. Inventories

Inventories at September 30, 2006 and December 31, 2005 are:

September December
30, 31,
2006 2005
(Millions)

Natural gas in underground storage $ 93.1 $ 90.4
Materials, supplies and other 86.7 82.2
Natural gas liquids 80.4 100.0
$260.2 $ 272.6

Note 9. Debt and Banking Arrangements
Long-Term Debt
Revolving credit and letter of credit facilities (credit facilities)
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In May 2006, we obtained an unsecured, three-year, $1.5 billion revolving credit facility, replacing our
$1.275 billion secured revolving credit facility. The new unsecured facility contains similar terms and financial
covenants as the secured facility, but contains additional restrictions on asset sales, certain subsidiary debt and
sale-leaseback transactions. The facility is guaranteed by Williams Gas Pipeline Company, LLC and we guarantee
obligations of Williams Partners L.P. for up to $75 million. Northwest Pipeline Corporation (Northwest Pipeline) and
Transco each have access to $400 million and Williams Partners L.P. has access to $75 million under the facility to
the extent not otherwise utilized by us. Interest is calculated based on a choice of two methods: a fluctuating rate equal
to the lender s base rate plus an applicable margin or a periodic fixed rate equal to LIBOR plus an applicable margin.
We are required to pay a commitment fee (currently .25 percent annually) based on the unused portion of the facility.
The margins and commitment fee are generally based on the specific borrower s senior unsecured long-term debt
ratings. Significant financial covenants under the credit agreement include the following:

Our ratio of debt to capitalization must be no greater than 65 percent;

Ratio of debt to capitalization must be no greater than 55 percent for Northwest Pipeline and Transco;
13
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Our ratio of EBITDA to interest, on a rolling four quarter basis, must be no less than 2.5 for the
period ending December 31, 2007 and 3.0 for the remaining term of the agreement.
At September 30, 2006, no loans are outstanding under our credit facilities. Letters of credit issued under our credit
facilities are:

Letters of Credit
at
September 30,
2006
(Millions)
$500 million unsecured credit facilities $ 4365
$700 million unsecured credit facilities $ 5056
$1.5 billion unsecured credit facility $ 45.6
Issuances and retirements

On May 28, 2003, we issued $300 million of 5.5 percent junior subordinated convertible debentures due 2033.
These notes, which are callable after seven years, are convertible at the option of the holder into our common stock at
a conversion price of approximately $10.89 per share. In November 2005, we initiated an offer to convert these
debentures to shares of ou