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PIMCO Corporate Income Fund Letter to Shareholders

December 19, 2005

Dear Shareholder:

We are pleased to provide you with the annual report for the PIMCO Corporate Income Fund (the "Fund") for the year ended October 31, 2005.

Please refer to the following pages for specific Fund information. If you have any questions regarding the information provided, please contact your financial
advisor or call the Fund's transfer agent at (800) 331-1710. Also, note that a wide range of information and resources can be accessed through our Web site,
www.allianzinvestors.com.

Together with Allianz Global Investors Fund Management LLC, the Fund's investment manager and Pacific Investment Management Company LLC, the Fund's
sub-adviser, we thank you for investing with us.

We remain dedicated to serving your investment needs.

Sincerely,

Robert E. Connor Brian S. Shlissel

Chairman President & Chief Executive Officer

10.31.05 | PIMCO Corporate Income Fund Annual Report 1
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PIMCO Corporate Income Fund Performance & Statistics

October 31, 2005 (unaudited)

Symbol:

PCN

Objective:

To provide high current income. Capital preservation and appreciation are secondary objectives.

Primary Investments:

U.S. dollar-denominated corporate debt obligations of varying maturities and other corporate income-producing securities.

Inception Date:

December 21, 2001

Net Assets(1):

$825.7 million

Portfolio Manager:

Mark Kiesel

Total Return(2): Market Price Net Asset Value ("NAV")
1 year 6.92% 3.99%

3 year 15.80% 18.06%

Commencement of Operations (12/21/01) to 10/31/05 10.51% 11.33%

Common Share Market Price/NAV Performance:

Commencement of Operations (12/21/01) to 10/31/05
n NAV
n Market Price

Market Price/NAV:

Market Price $ 14.92

NAV $ 14.63

Premium to NAV 1.98%

Market Price Yield
(3)

8.55%

(1) Inclusive of net assets attributable to Preferred Shares outstanding.

(2) Past performance is no guarantee of future results. Total return is calculated by subtracting the value of an investment in the Fund at the beginning of each
specified period from the value at the end of the period and dividing the remainder by the value of the investment at the beginning of the period and expressing the
result as a percentage. The calculation assumes that all of the Fund's income dividends and capital gain distributions have been reinvested at prices obtained under
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the dividend reinvestment plan. Total return does not reflect broker commissions or sales charges. Total return for a period greater than one year represents the
average annual total return.

An investment in the Fund involves risk, including the loss of principal. Total return, market price, market yield and net asset value will fluctuate with changes in
market conditions. This data is provided for information only and is not intended for trading purposes. Closed-end funds, unlike open-end funds, are not
continuously offered. There is a one-time public offering and once issued, shares of closed-end funds are sold in the open market through a stock exchange. Net
asset value is total assets applicable to common shareholders less total liabilities divided by the number of common shares outstanding. Holdings are subject to
change daily.

(3) Market Price Yield is determined by dividing the annualized current monthly per share dividend to common shareholders by the market price per common
share at October 31, 2005.

2 PIMCO Corporate Income Fund Annual Report | 10.31.05
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PIMCO Corporate Income Fund Schedule of Invesments

October 31, 2005

 Principal
Amount
(000)

Credit Rating
(Moody's/S&P)* Value

CORPORATE BONDS & NOTES � 78.0%

Airlines � 5.2%

$ 2,503

American Airlines, Inc., pass thru certificates,

6.978%, 4/1/11, Ser. 01-2 Baa2/BBB+ $ 2,503,478

Continental Airlines, Inc., pass thru certificates,

10,000 6.503%, 6/15/11, Ser. 01-1 Baa3/BBB+ 9,542,977

3,035 7.056%, 9/15/09, Ser. 99-2 Baa3/A- 3,043,274

2,500 7.487%, 4/2/12, Ser. 00-2 Baa3/BBB 2,464,689

6,000

Delta Air Lines, Inc., pass thru certificates,

7.57%, 11/18/10, Ser. 00-1 Ba2/BB 5,812,675

4,142
Northwest Airlines, Inc., pass thru certificates,
7.575%, 3/1/19, Ser. 99-2A Ba2/BBB- 4,120,041

United Air Lines, Inc., pass thru certificates, (f)

3,262 4.09%, 3/2/49, Ser. 97-A, FRN NR/NR 3,258,544

6,171 6.201%, 9/1/08, Ser. 01-1 NR/NR 5,981,861

4,887 7.186%, 4/1/11, Ser. 00-2 NR/NR 4,816,355

700 10.36%, 11/13/12, Ser. 91C NR/NR 493,500

42,037,394

Apparel & Textiles � 0.3%

500 Quiksilver, Inc., 6.875%, 4/15/15 (d) B1/BB- 466,250

2,000 Russell Corp., 9.25%, 5/1/10 B2/B 2,025,000

2,491,250

Automotive � 1.5%

1,500 ArvinMeritor, Inc., 8.75%, 3/1/12 Ba2/BB 1,413,750

2,000 Auburn Hills Trust, 12.375%, 5/1/20 A3/BBB 2,953,676

1,500 Ford Motor Co., 9.98%, 2/15/47 Ba1/BB+ 1,312,500

5,000 General Motors Corp., 7.20%, 1/15/11 B1/BB- 4,175,000

1,000 Hertz Corp., 7.625%, 6/1/12 Baa3/BBB- 1,000,027

1,500 TRW Automotive, Inc., 9.375%, 2/15/13 Ba3/BB- 1,620,000

12,474,953

Banking � 1.7%

5,000 Colonial Bank, 9.375%, 6/1/11 Ba1/BBB- 5,827,345

1,700
Fifth Third Capital Trust I, 8.136%, 3/15/27, Ser.
A Aa3/AA 1,826,002

1,000
HSBC Capital Funding L.P., 10.176%, 6/30/30,
VRN A1/A- 1,499,372

1,000 Riggs Capital Trust, 8.625%, 12/31/26, Ser. A A3/BBB 1,079,032

1,750 Riggs National Corp., 9.65%, 6/15/09 A3/BBB+ 2,009,035

1,000
Royal Bank of Scotland Group PLC, 7.648%,
9/30/31, VRN A1/A 1,178,177

13,418,963

Chemicals � 0.7%

5,000 Lyondell Chemical Co., 10.50%, 6/1/13 B1/BB- 5,693,750

Computer Services � 0.3%

Electronic Data Systems Corp.,

1,000 6.50%, 8/1/13, Ser. B Ba1/BBB- 1,009,849
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1,500 7.125%, 10/15/09 Ba1/BBB- 1,586,788

2,596,637

Containers � 0.7%

Smurfit-Stone Container,

1,000 8.375%, 7/1/12 B2/B 960,000

5,000 9.75%, 2/1/11 B2/B 5,025,000

5,985,000

10.31.05 | PIMCO Corporate Income Fund Annual Report 3
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PIMCO Corporate Income Fund Schedule of Invesments

October 31, 2005 (continued)

 Principal
Amount
(000)

Credit Rating
(Moody's/S&P)* Value

Diversified Manufacturing � 2.3%

Hutchison Whampoa International Ltd., (d)

$ 3,500 6.25%, 1/24/14 A3/A- $ 3,631,834

500 6.50%, 2/13/13 A3/A- 525,050

2,000 JSG Funding PLC, 9.625%, 10/1/12 B3/B- 1,930,000

1,030 Raychem Corp., 7.20%, 10/15/08 Baa3/BBB+ 1,087,063

£ 5,800 Tyco International Group S.A., 6.50%, 11/21/31 Baa3/BBB+ 11,412,270

18,586,217

Energy � 0.9%

$ 1,000 Edison Mission Energy, 7.73%, 6/15/09 B1/B+ 1,042,500

2,000 FirstEnergy Corp., 7.375%, 11/15/31, Ser. C Baa3/BBB- 2,284,574

2,719
Sithe Independence Funding Corp., 9.00%,
12/30/13, Ser. A Ba2/B 2,928,733

899
System Energy Resource, Inc., 5.129%, 1/15/14
(d) Baa3/BBB 864,783

7,120,590

Finance � 11.5%

8,500 Beaver Valley II Funding, 9.00%, 6/1/17 Baa3/BBB- 9,832,707

2,000 Bluewater Finance Ltd., 10.25%, 2/15/12 B1/B 2,140,000

4,480 Cedar Brakes II LLC, 9.875%, 9/1/13 (d) Baa2/BBB- 5,148,828

7,000 CIT Group, Inc., 4.12%, 9/20/07, FRN A2/A 7,023,940

Ford Motor Credit Co.,

500 5.70%, 1/15/10 Baa3/BB+ 450,348

2,000 5.80%, 1/12/09 Baa3/BB+ 1,832,996

1,000 6.50%, 1/25/07 Baa3/BB+ 988,419

3,000 7.75%, 2/15/07 Baa3/BB+ 3,011,991

1,000
Fresenius Medical Care Capital Trust, 7.875%,
6/15/11 B1/BB- 1,080,000

1,180 General Electric Capital Corp., 8.30%, 9/20/09 Aaa/AAA 1,319,149

General Motors Acceptance Corp.,

8,000 5.05%, 1/16/07, FRN Ba1/BB 7,891,416

5,000 6.875%, 9/15/11 Ba1/BB 4,853,835

15,000 7.75%, 1/19/10 Ba1/BB 15,106,575

1,265 HSBC Finance Corp., 7.65%, 5/15/07 A1/A 1,312,587

1,300
Mizuho JGB Investment LLC, 9.87%, 6/30/08,
VRN (d) Baa1/BBB+ 1,440,106

300
Mizuho Preferred Capital Co. LLC, 8.79%,
6/30/08, VRN (d) Baa1/BBB+ 324,420

Pemex Project Funding Master Trust,

4,350 8.00%, 11/15/11 Baa1/BBB 4,874,175

1,400 8.625%, 2/1/22 Baa1/BBB 1,676,500

3,500 9.75%, 9/15/27 (d) Baa1/BBB 4,539,500

2,000

Preferred Term Securities XIII,

4.436%, 3/24/34, FRN (b) (d) (g) Aaa/AAA 1,975,474

5,000
Sets Trust No. 2002-3, 8.85%, 4/2/07 (b) (d) (g)
(h) NR/NR 5,156,142

TIERS Principal Protected Trust,
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10,000 8.41%, 3/22/07 (b) (d) (g) (h) NR/NR 10,309,171

1,500
Universal City Development Partners Ltd.,
11.75%, 4/1/10 B2/B- 1,689,375

93,977,654

Food & Beverage � 1.4%

2,000 Anheuser-Busch Cos., Inc., 5.00%, 3/1/19 A1/A+ 1,932,822

5,000 Delhaize America, Inc., 8.125%, 4/15/11 Ba1/BB+ 5,364,810

1,500 HJ Heinz Co., 6.189%, 12/1/20, VRN (d) A3/A- 1,501,739

3,000 Ingles Markets, Inc., 8.875%, 12/1/11 B3/B 3,018,750

11,818,121

Healthcare & Hospitals � 2.8%

HCA, Inc.,

1,000 8.70%, 2/10/10 Ba2/BB+ 1,087,761

5,470 9.00%, 12/15/14 Ba2/BB+ 6,260,847

4 PIMCO Corporate Income Fund Annual Report | 10.31.05
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PIMCO Corporate Income Fund Schedule of Invesments

October 31, 2005 (continued)

 Principal
Amount
(000)

Credit Rating
(Moody's/S&P)* Value

Healthcare & Hospitals (continued)

$ 9,000 HEALTHSOUTH Corp., 8.375%, 10/1/11 NR/NR $ 8,640,000

1,006 Manor Care, Inc., 8.00%, 3/1/08 Baa3/BBB 1,065,879

Tenet Healthcare Corp.,

5,000 7.375%, 2/1/13 B3/B 4,462,500

1,000 9.25%, 2/1/15 (d) B3/B 952,500

22,469,487

Hotels/Gaming � 5.3%

Caesars Entertainment, Inc.,

2,000 8.125%, 5/15/11 Ba1/BB+ 2,195,000

3,000 8.50%, 11/15/06 Baa3/BBB- 3,098,517

1,000 8.875%, 9/15/08 Ba1/BB+ 1,077,500

1,000
Choctaw Resort Development Enterprise, 7.25%,
11/15/19 (d) B1/BB- 995,000

1,000 Gaylord Entertainment Co., 8.00%, 11/15/13 B3/B- 1,047,500

1,500 Host Marriott L.P., 9.50%, 1/15/07, Ser. I, REIT Ba2/B+ 1,573,125

5,000 ITT Corp., 7.375%, 11/15/15 Ba1/BB+ 5,325,000

500 Mandalay Resort Group, 9.375%, 2/15/10 Ba3/B+ 547,500

MGM Mirage,

5,190 6.625%, 7/15/15 (d) Ba2/BB 5,060,250

9,000 8.50%, 9/15/10 Ba2/BB 9,697,500

4,000
Starwood Hotels & Resorts Worldwide, Inc.,
7.875%, 5/1/12 Ba1/BB+ 4,330,000

1,750 Station Casinos, Inc., 6.00%, 4/1/12 Ba2/BB- 1,728,125

2,588
Times Square Hotel Trust, 8.528%, 8/1/26 (b) (d)
(g) Baa3/BB+ 3,012,586

3,250 Wynn Las Vegas LLC, 6.625%, 12/1/14 B2/B+ 3,111,875

42,799,478

Insurance � 0.5%

2,300
Dai-ichi Mutual Life Insurance Co., 5.73%,
3/17/14 (d) NR/BBB+ 2,317,454

123 Prudential Financial, Inc., 4.104%, 11/15/06 A3/A- 121,781

1,500

Residential Reinsurance Ltd.,

8.82%, 6/8/06, Ser. 2003, FRN (b) (d) (g) Ba2/BB+ 1,464,975

3,904,210

Manufacturing � 0.4%

1,000 Bombardier, Inc., 6.30%, 5/1/14 (d) Ba2/BB 870,000

2,500 Dresser, Inc., 9.375%, 4/15/11 B2/B- 2,600,000

3,470,000

Metals & Mining � 0.4%

3,000 Falconbridge Ltd., 7.25%, 7/15/12 Baa3/BBB- 3,241,065

Multi-Media � 7.0%

3,000 British Sky Broadcasting PLC, 6.875%, 2/23/09 Baa2/BBB 3,153,108

1,000
Cablevision Systems Corp., 8.00%, 4/15/12, Ser.
B B3/B+ 960,000

6,000 B2/B- 6,045,000
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Charter Communications Operating LLC,
8.375%, 4/30/14 (d)

2,250 Comcast Corp., 10.625%, 7/15/12 Ba1/BBB 2,819,070

925 Comcast MO of Delaware, Inc., 9.00%, 9/1/08 Baa2/BBB+ 1,016,624

CSC Holdings, Inc.,

1,000 7.625%, 4/1/11, Ser. B B1/BB- 1,007,500

700 7.875%, 2/15/18 B1/BB- 680,750

3,000 8.125%, 7/15/09, Ser. B B1/BB- 3,082,500

7,625 8.125%, 8/15/09, Ser. B B1/BB- 7,834,687

DirecTV Holdings LLC,

1,000 6.375%, 6/15/15 (d) Ba2/BB- 986,250

3,900 8.375%, 3/15/13 Ba2/BB- 4,241,250

10.31.05 | PIMCO Corporate Income Fund Annual Report 5
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PIMCO Corporate Income Fund Schedule of Invesments

October 31, 2005 (continued)

 Principal
Amount
(000)

Credit Rating
(Moody's/S&P)* Value

Multi-Media (continued)

$ 1,950 Echostar DBS Corp., 9.125%, 1/15/09 Ba3/BB- $ 2,052,375

500 Historic TW, Inc., 6.625%, 5/15/29 Baa1/BBB+ 506,860

2,000 Mediacom Broadband LLC, 11.00%, 7/15/13 B2/B 2,150,000

News America, Inc.,

1,610 6.75%, 1/9/38 Baa3/BBB 1,688,211

7,450 7.43%, 10/1/26 Baa3/BBB 8,262,177

CAD 1,750 Rogers Cable, Inc., 7.25%, 12/15/11 Ba3/BB+ 1,528,125

$ 8,000 Time Warner, Inc., 7.70%, 5/1/32 Baa1/BBB+ 9,138,776

57,153,263

Oil & Gas � 7.7%

CenterPoint Energy Res. Corp.,

4,000 6.50%, 2/1/08 Baa3/BBB 4,109,776

1,200 7.75%, 2/15/11 Baa3/BBB 1,326,706

4,000 Chesapeake Energy Corp., 7.75%, 1/15/15 Ba2/BB 4,260,000

3,000
Columbia Energy Group, 7.32%, 11/28/10, Ser.
E Baa2/BBB 3,006,297
Dynergy-Roseton Danskammer, Inc., pass thru
certificates,

1,750 7.27%, 11/8/10, Ser. A Caa2/B 1,742,344

3,000 7.67%, 11/8/16, Ser. B Caa2/B 2,956,875

2,000 El Paso CGP Co., 10.75%, 10/1/10 Caa1/B- 2,260,000

4,300 Gaz Capital S.A., 8.625%, 4/28/34 Baa1/BB 5,428,750

4,700 Gazprom, 9.625%, 3/1/13 NR/BB 5,671,490

901 Perforadora Central S.A. de CV, 4.92%, 12/15/18 NR/NR 898,074

1,300 Pogo Producing Co., 8.25%, 4/15/11, Ser. B Ba3/B+ 1,368,250

2,000 Reliant Energy, Inc., 6.75%, 12/15/14 B1/B+ 1,870,000

300 SESI LLC, 8.875%, 5/15/11 B1/BB- 315,750

3,000 Sonat, Inc., 7.625%, 7/15/11 Caa1/B- 3,030,000

250
Transcontinental Gas Pipe Line Corp., 8.875%,
7/15/12, Ser. B Ba2/B+ 287,500

2,000 USX Corp., 9.375%, 2/15/12, Ser. B Baa1/BBB+ 2,431,158

5,000
Weatherford International, Inc., 6.625%,
11/15/11, Ser. B Baa1/BBB+ 5,328,575

Williams Cos., Inc.,

2,000 7.125%, 9/1/11 B1/B+ 2,072,500

7,000 7.50%, 1/15/31, Ser. A B1/B+ 7,315,000

5,000 7.875%, 9/1/21 B1/B+ 5,418,750

1,000 8.75%, 3/15/32 B1/B+ 1,158,750

62,256,545

Paper/Paper Products � 2.3%

5,000 Abitibi-Consolidated, Inc., 8.55%, 8/1/10 Ba3/BB- 4,912,500

Bowater, Inc.,

1,000 9.00%, 8/1/09 Ba3/BB 1,020,000

3,000 9.50%, 10/15/12 Ba3/BB 3,030,000
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Georgia-Pacific Corp.,

2,000 8.00%, 1/15/14 Ba1/BB+ 2,160,000

3,000 8.00%, 1/15/24 Ba2/BB+ 3,210,000

500 8.125%, 5/15/11 Ba2/BB+ 545,000

850
Norske Skogindustrier ASA, 6.125%, 10/15/15
(d) Baa3/BBB- 821,809

2,500 OfficeMax, Inc., 7.315%, 6/15/09, Ser. A Ba1/B+ 2,737,500

18,436,809

Pharmaceuticals � 0.1%

1,000 Wyeth, 6.50%, 2/1/34 Baa1/A 1,091,397

6 PIMCO Corporate Income Fund Annual Report | 10.31.05
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PIMCO Corporate Income Fund Schedule of Invesments

October 31, 2005 (continued)

 Principal
Amount
(000)

Credit Rating
(Moody's/S&P)* Value

Retail � 2.2%

$ 9,000 Albertson's, Inc., 8.00%, 5/1/31 Baa3/BBB- $ 8,260,083

3,000 JC Penney Co., Inc., 8.125%, 4/1/27 Ba1/BB+ 3,120,000

5,897 Yum! Brands, Inc., 8.875%, 4/15/11 Baa3/BBB- 6,876,350

18,256,433

Telecommunications � 12.2%

792 AT&T Corp., 9.05%, 11/15/11 Ba1/BB+ 879,120

5,000 Bellsouth Capital Funding, 7.875%, 2/15/30 A2/A 5,915,920

Cincinnati Bell, Inc.,

5,000 7.00%, 2/15/15 B1/B- 4,750,000

1,000 8.375%, 1/15/14 B3/B- 977,500

8,000 Citizens Communications Co., 9.25%, 5/15/11 Ba3/BB+ 8,700,000

10,000
Deutsche Telekom International Finance BV,
8.50%, 6/15/10 A3/A- 11,170,190

10,000 France Telecom S.A., 7.75%, 3/1/11 A3/A- 11,150,690

1,000 Intelsat Bermuda Ltd., 8.625%, 1/15/15 (d) B2/B+ 1,017,500

MCI, Inc.,

474 6.908%, 5/1/07 B2/B+ 479,925

474 7.688%, 5/1/09 B2/B+ 492,368

405 8.735%, 5/1/14 B2/B+ 449,550

Nextel Communications, Inc.,

3,000 6.875%, 10/31/13, Ser. E Baa2/A- 3,140,937

2,000 7.375%, 8/1/15, Ser. D Baa2/A- 2,118,640

750 PCCW Capital II Ltd., 6.00%, 7/15/13 (d) Baa2/BBB 760,108

12,860 Qwest Capital Funding, Inc., 7.25%, 2/15/11 B3/B 12,345,600

14,000
Qwest Communications International, Inc.,
7.25%, 2/15/11 B2/B 13,685,000

2,300 Qwest Corp., 7.12%, 6/15/13, FRN (d) Ba3/BB 2,438,000

Sprint Capital Corp.,

6,900 6.125%, 11/15/08 Baa2/A- 7,111,126

4,000 6.875%, 11/15/28 Baa2/A- 4,277,468

1,200
Time Warner Telecom Holdings, Inc., 7.79%,
2/15/11, FRN B2/CCC+ 1,230,000

5,469 Verizon Global Funding Corp., 7.25%, 12/1/10 A2/A+ 5,937,529

99,027,171

Tobacco � 0.2%

2,000
RJ Reynolds Tobacco Holdings, Inc., 7.25%,
6/1/12 Ba2/BB+ 2,020,000

Utilities � 8.2%

670 CMS Energy Corp., 7.75%, 8/1/10 B1/B+ 710,200

500 Consumers Energy Co., 6.375%, 2/1/08 (d) (g) Baa3/BBB- 512,360

East Coast Power LLC,

1,340 6.737%, 3/31/08, Ser. B Baa3/BBB- 1,356,310

3,128 7.066%, 3/31/12, Ser. B Baa3/BBB- 3,239,691

2,000
Florida Gas Transmission Co., 7.00%, 7/17/12
(d) Baa2/BBB+ 2,150,324
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4,355
FPL Energy Wind Funding LLC, 6.876%,
6/27/17 (d) Ba2/BB- 4,425,769

2,500
Georgia Power Co., 3.977%, 2/17/09, Ser. U,
FRN A2/A 2,507,787

4,700 Homer City Funding LLC, 8.137%, 10/1/19 Ba2/BB 5,240,500

IPALCO Enterprises, Inc.,

2,150 8.375%, 11/14/08 Ba1/BB- 2,246,750

5,500 8.625%, 11/14/11 Ba1/BB- 5,981,250

3,785

Midwest Generation LLC, pass thru certificates,

8.56%, 1/2/16, Ser. B B1/B+ 4,127,562

2,000
Northern States Power Co., 8.00%, 8/28/12, Ser.
B A2/A- 2,326,224

1,000 Ohio Edison Co., 5.647%, 6/15/09 (d) Baa2/BB+ 1,014,834

2,000 Potomac Electric Power, 6.25%, 10/15/07 A3/A- 2,049,156

10.31.05 | PIMCO Corporate Income Fund Annual Report 7
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PIMCO Corporate Income Fund Schedule of Invesments

October 31, 2005 (continued)

 Principal
Amount
(000)

Credit Rating
(Moody's/S&P)* Value

Utilities (continued)

PSEG Energy Holdings LLC,

$ 6,000 8.50%, 6/15/11 Ba3/BB- $ 6,427,500

4,790 8.625%, 2/15/08 Ba3/BB- 4,993,575

5,000 PSEG Power LLC, 8.625%, 4/15/31 Baa1/BBB 6,328,225

500
Public Service Electric & Gas Co., 4.00%,
11/1/08, Ser. C A3/A- 487,145

5,077
South Point Energy Center LLC, 8.40%, 5/30/12
(d) B3/B- 4,797,523

3,500 Tucson Electric Power, 7.50%, 8/1/08, Ser. B Baa3/BBB- 3,695,325

2,000 TXU U.S. Holdings Co., 7.17%, 8/1/07 Baa3/BB+ 2,064,328

66,682,338

Waste Disposal � 2.2%

Allied Waste North America, Inc.,

3,000 7.25%, 3/15/15 (d) B2/BB- 2,985,000

3,625 8.50%, 12/1/08, Ser. B B2/BB- 3,788,125

Waste Management, Inc.,

5,000 7.10%, 8/1/26 Baa3/BBB 5,577,025

5,000 7.375%, 8/1/10 Baa3/BBB 5,441,640

17,791,790
Total Corporate Bonds & Notes
(cost-$624,757,452) 634,800,515

SOVEREIGN DEBT OBLIGATIONS � 6.1%

Brazil � 1.7%

Federal Republic of Brazil,

2,179 8.00%, 1/15/18 Ba3/BB- 2,256,354

755 10.50%, 7/14/14 Ba3/BB- 886,748

9,000 11.00%, 8/17/40 Ba3/BB- 10,824,750

13,967,852

Guatemala � 0.2%

1,500 Republic of Guatemala, 9.25%, 8/1/13 (d) Ba2/BB- 1,747,500

Panama � 1.0%

Republic of Panama,

3,000 9.375%, 7/23/12 Ba1/BB 3,510,000

4,470 9.625%, 2/8/11 Ba1/BB 5,162,850

8,672,850

Peru � 1.4%

Republic of Peru,

4,840 9.125%, 2/21/12 Ba3/BB 5,619,240

4,750 9.875%, 2/6/15 Ba3/BB 5,878,125

11,497,365

Russia � 1.2%

Russian Federation,

7,362 5.00%, 3/31/30, VRN Baa2/BBB- 8,201,541

1,300 8.25%, 3/31/10 Baa2/BBB- 1,390,740
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9,592,281

South Africa � 0.4%

Republic of South Africa,

120 7.375%, 4/25/12 Baa1/BBB+ 132,900

2,600 9.125%, 5/19/09 Baa1/BBB+ 2,925,000

3,057,900
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PIMCO Corporate Income Fund Schedule of Invesments

October 31, 2005 (continued)

 Principal
Amount
(000)

Credit Rating
(Moody's/S&P)* Value

Ukraine � 0.2%

Republic of Ukraine,

$ 1,000 7.65%, 6/11/13 B1/BB- $ 1,077,500

280 11.00%, 3/15/07 B1/BB- 294,497

1,371,997
Total Sovereign Debt Obligations
(cost-$46,683,636) 49,907,745

MORTGAGE-BACKED SECURITIES � 1.8%

3,500
Chase Commercial Mortgage Securities Corp.,
6.887%, 10/15/32, CMO (d) NR/BB+ 3,578,593

4,778
GSMPS Mortgage Loan Trust, 7.50%, 6/19/27,
CMO (d) NR/NR 4,945,234
Merrill Lynch Mortgage Investors, Inc., CMO,
VRN

2,805 6.934%, 12/15/30 Baa2/A- 3,063,035

2,000 7.233%, 2/15/30 Baa1/BBB+ 2,098,449

658
Morgan Stanley Capital, Inc., 4.11%, 4/15/16,
CMO, FRN (d) Aaa/AAA 658,907
Total Mortgage-Backed Securities
(cost-$14,301,544) 14,344,218

NEW JERSEY MUNICIPAL BONDS (d) (k) � 1.6%

Tobacco Settlement Financing Corp. Rev., VRN

4,119 7.656%, 6/1/32 NR/AA 4,437,975

2,500 8.499%, 6/1/24 NR/AA 3,084,600

4,166 8.999%, 6/1/32 NR/AA 5,216,332

Total Municipal Bonds (cost-$10,029,622) 12,738,907

SENIOR LOANS (a) (b) (c) � 0.8%

Containers � 0.2%

Stone Container Corp.,

131 3.99%, 11/1/11 132,674

510 5.563%, 11/1/11, Term B 516,556

529 5.875%, 11/1/11, Term B 535,791

320 5.875%, 11/1/11, Term C 323,799

1,508,820

Energy � 0.2%

AES Corp.,

714 5.07%, 4/30/08, Term B 724,018

714 5.69%, 8/10/11, Term B 724,018

1,448,036

Multi-Media � 0.3%

2,500
Century Cable Holdings LLC, Term B, 8.75%,
6/30/09 2,480,135

Printing/Publishing � 0.1%

Dex Media East LLC,

488 5.46%, 5/8/09, Term B 490,519

359 5.50%, 5/8/09, Term B 360,976

81 5.77%, 11/8/08, Term B 81,157

Edgar Filing: PIMCO CORPORATE INCOME FUND - Form N-CSR

20



163 5.87%, 5/8/09, Term B 164,080

185 5.92%, 5/8/09, Term B 186,336

154 5.93%, 5/8/09, Term B 154,538

1,437,606

Total Senior Loans (cost-$6,832,682) 6,874,597
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PIMCO Corporate Income Fund Schedule of Invesments

October 31, 2005 (continued)

 Principal
Amount
(000)

Credit Rating
(Moody's/S&P)* Value

ASSET-BACKED SECURITIES � 0.7%

$ 8

Ameriquest Mortgage Securities, Inc.,

4.448%, 2/25/33, FRN Aaa/AAA $ 7,891

306

Credit-Suisse First Boston Mortgage Securities
Corp.,
4.368%, 5/25/43, FRN (d) Aaa/AAA 306,142

5,596 United Air Lines, Inc., 7.73%, 7/1/10 (f) NR/BBB- 5,404,354

Total Asset-Backed Securities (cost-$5,419,912) 5,718,387

U.S. TREASURY NOTE (e) � 0.2%

1,300
U.S. Treasury Note, 4.125%, 5/15/15
(cost-$1,262,983) 1,254,907

PREFERRED STOCK � 0.4%

Shares

Finance � 0.4%

3,400

Fresenius Medical Care Capital Trust II,

7.875% (cost-$3,674,550) B1/BB- 3,527,500

SHORT-TERM INVESTMENTS � 10.6%
 Principal
Amount
(000)

Corporate Notes � 4.0%

Finance � 0.6%

HSBC Finance Corp.,

$ 500 4.643%, 10/12/06, FRN A1/A 502,702

4,000 7.20%, 7/15/06 A1/A 4,067,476

4,570,178

Food & Beverage � 0.5%

4,139 Kroger Co., 8.15%, 7/15/06 Baa2/BBB- 4,227,310

Hotels/Gaming � 0.0%

175 ITT Corp., 6.75%, 11/15/05 Ba1/BB+ 175,000

Multi-Media � 1.4%

2,105 British Sky Broadcasting PLC, 7.30%, 10/15/06 Baa2/BBB 2,151,356

9,375 Lenfest Communications, Inc., 8.375%, 11/1/05 Baa2/BBB+ 9,375,000

11,526,356

Utilities � 1.5%

3,380 Duke Energy Corp., 4.24%, 12/8/05, FRN Baa1/BBB 3,379,618

1,000 GPU, Inc., 7.70%, 12/1/05, Ser. A Baa3/BBB- 1,002,398

4,500 Kansas Gas & Electric, 6.20%, 1/15/06 Baa3/BBB 4,513,770

500 Nisource Finance Corp., 7.625%, 11/15/05 Baa3/BBB 500,524

2,500 PPL Capital Funding Trust I, 7.29%, 5/18/06 Ba1/BB+ 2,526,060

11,922,370

Total Corporate Notes (cost-$32,470,623) 32,421,214

Commercial Paper (g) � 4.5%

Banking � 1.1%

8,900 Danske Corp., 4.10%, 1/26/06 NR/NR 8,811,089

500 Westpac Banking Corp., 4.06%, 1/17/06 NR/NR 495,540
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PIMCO Corporate Income Fund Schedule of Invesments

October 31, 2005 (continued)

 Principal
Amount
(000)

Credit Rating
(Moody's/S&P)* Value

Finance � 3.4%

$ 3,200 General Electric Capital Corp., 4.14%, 1/27/06 NR/NR $ 3,167,648

Societe Generale North America, Inc.,

1,400 4.11%, 2/21/06 NR/NR 1,381,632

22,875 4.145%, 2/1/06 NR/NR 22,630,009

600 UBS Finance, Inc., 4.155%, 2/28/06 NR/NR 591,618

27,770,907

Total Commercial Paper (cost-$37,083,020) 37,077,536

U.S. Treasury Bills (i) � 1.0%

7,785
3.34%-3.60%,12/1/05-12/15/05
(cost-$7,752,943) 7,752,943

Asset-Backed Securities (d) � 0.4%

3,000

Redwood Capital Ltd.,

7.904%, 1/9/06, FRN (cost-$3,000,000) Ba1/BB+ 3,003,570

Repurchase Agreements � 0.7%

5,979

State Street Bank & Trust Co.,
dated 10/31/05, 3.40%, due 11/1/05,
proceeds $5,979,565: collateralized by
Fannie Mae, 2.00%, 1/15/06, valued at
$6,101,186 including accrued interest
(cost-$5,979,000) 5,979,000
Total Short-Term Investments
(cost-$86,285,586) 86,234,263

OPTIONS PURCHASED (j) � 0.0%

Contracts

Call Options � 0.0%
U.S. Treasury Notes 10 yr. Futures, Chicago
Board of Trade,

170 strike price $115, expires 11/22/05 2,656

Put Options � 0.0%
Eurodollar Futures, Chicago Mercantile
Exchange,

269 strike price $93.75, expires 3/13/06 1,681

183 strike price $94.25, expires 12/19/05 1,144

404 strike price $94.375, expires 3/13/06 2,525

U.S Treasury Bond Futures,

610 strike price $104, expires 11/22/05 9,532

14,882

Total Options Purchased (cost-$22,855) 17,538
Total Investments before options written
(cost-$799,270,822) � 100.2% $ 815,418,577

OPTIONS WRITTEN (j) � (0.2)%

Call Options � (0.1)%

News America Holdings, OTC,

7,450,000 strike price $100, expires 10/01/06 (705,634)
U.S. Treasury Notes 10 yr. Futures, Chicago
Board of Trade,

952 strike price $112, expires 11/22/05 (14,875)
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150 strike price $113, expires 11/22/05 (2,344)

680 strike price $113, expires 12/23/05 (10,625)

1,058 strike price $114, expires 11/22/05 (16,531)

380 strike price $115, expires 2/24/06 (11,875)

(761,884)

10.31.05 | PIMCO Corporate Income Fund Annual Report 11

Edgar Filing: PIMCO CORPORATE INCOME FUND - Form N-CSR

25



PIMCO Corporate Income Fund Schedule of Invesments

October 31, 2005 (continued)

 Contracts Value

Put Options � (0.1)%
U.S. Treasury Notes 10 yr. Futures, Chicago
Board of Trade,

380 strike price $105, expires 2/24/06 $ (118,750)

2,068 strike price $106, expires 12/23/05 (387,750)

1,019 strike price $107, expires 11/22/05 (127,375)

680 strike price $107, expires 12/23/05 (265,625)

(899,500)
Total Options Written (premiums
received-$1,607,640) (1,661,384)
Total Investments net of options written
(cost-$797,663,182) � 100.0% $ 813,757,193

Notes to Schedule of Investments:

*  Unaudited

(a)  Private Placement. Restricted as to resale and may not have a readily available market.

(b)  Illiquid security.

(c)  These securities generally pay interest at rates which are periodically pre-determined by reference to a base lending rate plus a premium. These base lending
rates are generally either the lending rate offered by one or more major European banks, such as the "LIBOR" or the prime rate offered by one or more major
United States banks, or the certificate of deposit rate. These securities are generally considered to be restricted as the Fund is ordinarily contractually obligated to
receive approval from the Agent bank and/or borrower prior to disposition. Remaining maturities of senior loans may be less than the stated maturities shown as a
result of contractual or optional payments by the borrower. Such prepayments cannot be predicted with certainty.

(d)  144A Security�Security exempt from registration under Rule 144A of the Securities Act of 1933. These securities may be resold in transactions exempt from
registration, typically only to qualified institutional buyers. Unless otherwise indicated, these securities are not considered to be illiquid.

(e)  Delayed-delivery security. To be settled after October 31, 2005.

(f)  Issuer in default.

(g)  Fair-valued security.

(h)  Credit-linked trust certificate.

(i)  All or partial amount segregated as collateral for futures contracts, when-issued or delayed-delivery securities.

(j)  Non-income producing.

(k)  Residual Interest/Tax Exempt Municipal Bonds-The interest rate shown bears an inverse relationship to the interest rate on another security or the value of an
index.

Glossary:

£  -  British Pound
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CAD  -  Canadian Dollar

CMO  -  Collateralized Mortgage Obligation

FRN  -  Floating Rate Note. The interest rate disclosed reflects the rate in effect on October 31, 2005.

LIBOR  -  London Inter-Bank Offered Rate

NR  -  Not Rated

REIT  -  Real Estate Investment Trust

VRN  -  Variable Rate Note. Instruments whose interest rates change on specified date (such as a coupon date or interest payment date) and/or whose interest rates
vary with changes in a designated base rate (such as the the prime interest rate). The interest rate disclosed reflects the rate in effect on October 31, 2005.

12 PIMCO Corporate Income Fund Annual Report | 10.31.05 | See accompanying Notes to Financial Statements.
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PIMCO Corporate Income Fund Statement of Assets and Liabilities

October 31, 2005

Assets:

Investments, at value (cost-$799,270,822) $ 815,418,577

Foreign currency (cost-$5,735) 5,748

Interest receivable 15,504,495

Unrealized appreciation on swaps 6,647,063

Receivable for swaps purchased 3,024,917

Receivable for variation margin on futures contracts 37,188

Prepaid expenses 29,070

Unrealized appreciation of forward foreign currency contracts 4,466

Total Assets 840,671,524

Liabilities:

Payable to custodian 250,152

Unrealized depreciation on swaps 4,682,061

Dividends payable to common and preferred shareholders 3,956,989

Premium for swaps sold 2,434,000

Options written, at value (premiums received-$1,607,640) 1,661,384

Payable for investments purchased 1,290,693

Investment management fees payable 387,922

Accrued expenses 190,709

Unrealized depreciation of forward foreign currency contracts 76,665

Payable for variation margin on futures contracts 13,094

Total Liabilities 14,943,669
Preferred shares ($25,000 net asset and liquidation value per share applicable
to an aggregate of 12,000 shares issued and outstanding) 300,000,000

Net Assets Applicable to Common Shareholders $ 525,727,855

Composition of Net Assets Applicable to Common Shareholders:

Common Stock:
Par value ($0.00001 per share, applicable to 35,945,887 shares issued and
outstanding) $ 359

Paid-in-capital in excess of par 510,523,218

Dividends in excess of net investment income (1,280,818)

Accumulated net realized gain 1,833,262
Net unrealized appreciation of investments, futures contracts, options written,
swaps
and foreign currency transactions 14,651,834

Net Assets Applicable to Common Shareholders $ 525,727,855

Net Asset Value Per Common Share $ 14.63

See accompanying Notes to Financial Statements. | 10.31.05 | PIMCO Corporate Income Fund Annual Report 13
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PIMCO Corporate Income Fund Statement of Operations

For the year ended October 31, 2005

Investment Income:

Interest $ 52,047,893

Dividends 267,750

Total Investment Income 52,315,643

Expenses:

Investment management fees 6,312,972

Auction agent fees and commissions 777,354

Custodian and accounting agent fees 224,285

Reports to shareholders 159,576

Audit and tax services 107,454

Trustees' fees and expenses 40,509

Transfer agent fees 35,850

New York Stock Exchange listing fees 31,141

Legal fees 24,927

Miscellaneous 17,810

Insurance expense 16,757

Investor relations 11,779

Interest expense 4,806

Total expenses 7,765,220

Less: investment management fees waived (1,683,548)

custody credits earned on cash balances (9,482)

Net expenses 6,072,190

Net Investment Income 46,243,453

Realized and Change in Unrealized Gain (Loss):

Net realized gain (loss) on:

Investments 10,147,606

Futures contracts (1,514,316)

Options written 2,245,391

Swaps (2,399,124)

Foreign currency transactions 815,434

Net change in unrealized appreciation/depreciation of:

Investments (24,832,365)

Futures contracts (4,233,691)

Options written 825,843

Swaps 2,566,079

Foreign currency transactions (10,139)
Net realized and change in unrealized loss on investments, futures contracts,

options written, swaps and foreign currency transactions (16,389,282)

Net Increase in Net Assets Resulting from Investment Operations 29,854,171

Dividends and Distributions on Preferred Shares (8,721,905)
Net Increase in Net Assets Applicable to Common Shareholders
Resulting from Investment Operations $ 21,132,266

14 PIMCO Corporate Income Fund Annual Report | 10.31.05 | See accompanying Notes to Financial Statements.
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PIMCO Corporate Income Fund Statement of Changes in Net Assets
Applicable to Common Shareholders

Year ended

October 31, 2005 October 31, 2004

Investment Operations:

Net investment income $ 46,243,453 $ 48,432,788
Net realized gain on investments, futures contracts, options
written,
swaps and foreign currency transactions 9,294,991 9,846,897
Net change in unrealized appreciation/depreciation of
investments,

futures contracts, options written, swaps and foreign
currency

transactions (25,684,273) 15,093,070
Net increase in net assets resulting from investment
operations 29,854,171 73,372,755

Dividends and Distributions on Preferred Shares from:

Net investment income (8,250,450) (3,423,698)

Net realized gains (471,455) (584,124)

Total dividends and distributions to preferred shareholders (8,721,905) (4,007,822)
Net increase in net assets applicable to common
shareholders
resulting from investment operations 21,132,266 69,364,933

Dividends and Distributions on Common Shareholders from:

Net investment income (45,701,987) (49,978,163)

Net realized gains (9,765,042) (12,044,100)

Total dividends and distributions to common shareholders (55,467,029) (62,022,263)

Capital Share Transactions:

Reinvestment of dividends and distributions 3,547,880 4,717,803
Total increase (decrease) in net assets applicable to

common shareholders (30,786,883) 12,060,473

Net Assets Applicable to Common Shareholders:

Beginning of year 556,514,738 544,454,265
End of year (including dividends in excess of net
investment
income of $1,280,818 and $4,753, respectively) $ 525,727,855 $ 556,514,738
Common Shares Issued in Reinvestment of
Dividends and Distributions 233,775 303,847

See accompanying Notes to Financial Statements. | 10.31.05 | PIMCO Corporate Income Fund Annual Report 15
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PIMCO Corporate Income Fund Notes to Financial Statements

October 31, 2005

1. Organization and Significant Accounting Policies

PIMCO Corporate Income Fund (the "Fund"), was organized as a Massachusetts business trust on October 17, 2001. Prior to commencing operations on
December 21, 2001, the Fund had no operations other than matters relating to its organization and registration as a diversified, closed-end management investment
company registered under the Investment Company Act of 1940 and the rules and regulations thereunder, as amended. Allianz Global Investors Fund Management
LLC (the "Investment Manager") serves as the Fund's Investment Manager and is an indirect wholly-owned subsidiary of Allianz Global Investors of America L.P.
("Allianz Global"). Allianz Global is an indirect, majority-owned subsidiary of Allianz AG. The Fund has an unlimited amount of $0.00001 par value common
stock authorized.

The Fund seeks to achieve high current income with capital preservation and appreciation as secondary objectives by investing at least 80% of its assets in a
diversified portfolio of U.S. dollar denominated corporate debt obligations of varying maturities and other income producing securities.

The Fund employs a strategy of selling options on U.S. Treasury futures and other fixed income instruments. This strategy enables the Fund to capture premiums
when Pacific Investment Management Company LLC (the "Sub-Adviser") believes future interest rate volatility is likely to be lower than the level of volatility
implied in the options contracts. In addition, the Fund has engaged in interest rate swaps as part of a strategy to enhance the Fund's income while managing interest
rate and credit risk.

The preparation of the financial statements in accordance with accounting principles generally accepted in the United States of America requires management to
make estimates and assumptions that affect the reported amounts and disclosures in the financial statements. Actual results could differ from these estimates.

In the normal course of business the Fund enters into contracts that contain a variety of representations which provide general indemnifications. The Fund's
maximum exposure under these arrangements is unknown as this would involve future claims that may be made against the Fund that have not been asserted.
However, the Fund expects the risk of any loss to be remote.

The following is a summary of significant accounting policies followed by the Fund:

(a) Valuation of Investments

Portfolio securities and other financial instruments for which market quotations are readily available are stated at market value. Portfolio securities and other
financial instruments for which market quotations are not readily available or if a development/event occurs that may significantly impact the value of a security,
may be fair-valued, in good faith, pursuant to guidelines established by the Board of Trustees, including certain fixed income securities which may be valued with
reference to securities whose prices are more readily available. The Fund's investments are valued daily by an independent pricing service, dealer quotations, or
are valued at the last sale price on the exchange that is the primary market for such securities, or the last quoted bid price for those securities for which the
over-the-counter market is the primary market or for listed securities in which there were no sales. Independent pricing services use information provided by
market makers or estimates of market values obtained from yield data relating to investments or securities with similar characteristics. The Fund's investments in
senior floating rate loans ("Senior Loans") for which a secondary market exists will be valued at the mean of the last available bid and asked prices in the market
for such Senior Loans, as provided by an independent pricing service. Other Senior Loans are valued at fair-value by the Sub-Adviser. Such procedures by the
Sub-Adviser include consideration and evaluation of: (1) the creditworthiness of the borrower and any intermediate participants; (2) the term of the Senior Loan;
(3) recent prices in the market for similar loans, if any; (4) recent prices in the market for loans of similar quality, coupon rate, and period until next interest rate
reset and maturity; and (5) general economic and market conditions affecting the fair value of the Senior Loan. Exchange traded options and futures are valued at
the settlement price determined by the relevant exchange. Securities purchased on a when-issued or delayed-delivery basis are marked to market daily until
settlement at the forward settlement value. Short-term investments maturing in 60 days or less are valued at amortized cost, if their original term to maturity was
60 days or less, or by amortizing their value on the 61st day prior to maturity, if the original term to maturity exceeded 60 days. The prices used by the Fund to
value securities may differ from the value that would be realized if the securities were sold and the differences could be material to the financial statements. The
Fund's net asset value is determined daily at the close of regular trading (normally, 4:00 p.m. Eastern time) on the New York Stock Exchange.

(b) Investment Transactions and Investment Income

Investment transactions are accounted for on the trade date. Securities purchased and sold on a when-issued or delayed-delivery basis may be settled a month or
more after the trade date. Realized gains and losses on investments
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PIMCO Corporate Income Fund Notes to Financial Statements

October 31, 2005

1. Organization and Significant Accounting Policies (continued)

are determined on the identified cost basis. Interest income is recorded on an accrual basis. Discounts or premiums on debt securities purchased are accreted or
amortized to interest income over the lives of the respective securities using the effective interest method. Dividend income is recorded on the ex-dividend date.
Facility fees and other fees (such as origination fees) received by the Fund are amortized as income over the expected term of the loan. Commitment fees received
by the Fund relating to unfunded purchase commitments are deferred and amortized to facility fee income over the period of the commitment.

(c) Federal Income Taxes

The Fund intends to distribute all of its taxable income and to comply with the other requirements of the U.S. Internal Revenue Code of 1986, as amended,
applicable to regulated investment companies. Accordingly, no provision for U.S. federal income taxes is required. In addition, by distributing substantially all of
its ordinary income and long-term capital gains, if any, during each calendar year the Fund intends not to be subject to U.S. federal excise tax.

(d) Dividends and Distributions � Common Stock

The Fund declares dividends from net investment income monthly to common shareholders. Distributions of net realized capital gains, if any, are paid at least
annually. The Fund records dividends and distributions to its shareholders on the ex-dividend date. The amount of dividends and distributions from net investment
income and net realized capital gains are determined in accordance with federal income tax regulations, which may differ from generally accepted accounting
principles. These "book-tax" differences are considered either temporary or permanent in nature. To the extent these differences are permanent in nature, such
amounts are reclassified within the capital accounts based on their federal income tax treatment; temporary differences do not require reclassification. For the year
ended October 31, 2005, permanent differences of $6,432,919 are primarily attributable to the differing treatment of foreign currency transactions, swap payments,
paydowns and consent fees. To the extent dividends and/or distributions exceed current and accumulated earnings and profits for federal income tax purposes; they
are reported as dividends and/or distributions of paid-in capital in excess of par.

Net investment income and net realized gains differ for financial statement and tax purposes primarily due to the treatment of amounts received under swap
agreements. For the year ended October 31, 2005 the Fund received $6,241,795 from swap agreements which are treated as net realized gain (loss) for financial
statement purposes and as net income (loss) for federal income tax purposes.

(e) Foreign Currency Translation

The Fund's accounting records are maintained in U.S. dollars as follows: (1) the foreign currency market value of investments and other assets and liabilities
denominated in foreign currency are translated at the prevailing exchange rate at the end of the period; and (2) purchases and sales, income and expenses are
translated at the prevailing exchange rate on the respective dates of such transactions. The resulting net foreign currency gain or loss is included in the Statement
of Operations.

The Fund does not generally isolate that portion of the results of operations arising as a result of changes in the foreign currency exchange rates from the
fluctuations arising from changes in the market prices of securities. Accordingly, such foreign currency gain (loss) is included in net realized and unrealized gain
(loss) on investments. However, the Fund does isolate the effect of fluctuations in foreign currency exchange rates when determining the gain or loss upon the sale
or maturity of foreign currency denominated debt obligations pursuant to U.S. federal income tax regulations; such amount is categorized as foreign currency gain
or loss for both financial reporting and income tax reporting purposes.

(f) Senior Loans

The Fund purchases assignments of Senior Loans originated, negotiated and structured by a U.S. or foreign commercial bank, insurance company, finance
company or other financial institution (the "Agent") for a lending syndicate of financial institutions (the "Lender"). When purchasing an assignment, the Fund
succeeds all the rights and obligations under the loan agreement with the same rights and obligations as the assigning Lender. Assignments may, however, be
arranged through private negotiations between potential assignees and potential assignors, and the rights and obligations acquired by the purchaser of an
assignment may differ from, and be more limited than, those held by the assigning Lender.

10.31.05 | PIMCO Corporate Income Fund Annual Report 17

Edgar Filing: PIMCO CORPORATE INCOME FUND - Form N-CSR

34



PIMCO Corporate Income Fund Notes to Financial Statements

October 31, 2005
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(g) Option Transactions

The Fund may purchase and write (sell) put and call options for hedging purposes, risk management purposes or as a part of its investment strategy. The risk
associated with purchasing an option is that the Fund pays a premium whether or not the option is exercised. Additionally, the Fund bears the risk of loss of
premium and change in market value should the counterparty not perform under the contract. Put and call options purchased are accounted for in the same manner
as portfolio securities. The cost of securities acquired through the exercise of call options is increased by the premiums paid. The proceeds from the securities sold
through the exercise of put options is decreased by the premiums paid.

When an option is written, the premium received is recorded as an asset with an equal liability and is subsequently marked to market to reflect the current market
value of the option written. These liabilities are reflected as options written in the Statement of Assets and Liabilities. Premiums received from writing options
which expire unexercised are recorded on the expiration date as a realized gain. The difference between the premium received and the amount paid on effecting a
closing purchase transaction, including brokerage commissions, is also treated as a realized gain, or if the premium is less than the amount paid for the closing
purchase transactions, as a realized loss. If a call option is exercised, the premium is added to the proceeds from the sale of the underlying security in determining
whether there has been a realized gain or loss. If a put option is exercised, the premium reduces the cost basis of the security. In writing an option, the Fund bears
the market risk of an unfavorable change in the price of the security underlying the written option. Exercise of an written option could result in the Fund
purchasing a security at a price different from the current market.

(h) Interest Rate/Credit Default Swaps

The Fund enters into interest rate and credit default swap contracts ("swaps") for investment purposes, to manage its interest rate and credit risk or to add leverage.

As a seller in the credit default swap contract, the Fund would be required to pay the notional amount or other agreed-upon value of a referenced debt obligation to
the counterparty in the event of a default by a third party, such as a U.S. or foreign corporate issuer, on the referenced debt obligation. In return, the Fund would
receive from the counterparty a periodic stream of payments over the term of the contract provided that no event of default has occurred. If no default occurs, the
Fund would keep the stream of payments and would have no payment obligations. Such periodic payments are accrued daily and recorded as realized gain (loss).

The Fund may also purchase credit default swap contracts in order to hedge against the risk of default of debt securities held, in which case the Fund would
function as the counterparty referenced in the preceding paragraph. As a purchaser of a credit default swap contract, the Fund would receive the notional amount
or other agreed upon value of a referenced debt obligation from the counterparty in the event of default by a third party, such as a U.S. or foreign corporate issuer
on the referenced obligation. In return, the Fund would make periodic payments to the counterparty over the term of the contract provided no event of default has
occurred. Such periodic payments are accrued daily and recorded as realized gain (loss).

Interest rate swap agreements involve the exchange by the Fund with a counterparty of their respective commitments to pay or receive interest, e.g., an exchange
of floating rate payments for fixed rate payments with respect to a notional amount of principal. Net periodic payments received (paid) by the Fund are included as
part of realized gain (loss) and net periodic payments accrued, but not yet received (paid) are included in the change in unrealized appreciation/depreciation on the
Statement of Operations.

Swaps are marked to market daily by the Sub-Adviser based upon quotations from market makers and the change in value, if any, is recorded as unrealized
appreciation or depreciation in the Fund's Statement of Operations. For a credit default swap sold by the Fund, payment of the agreed upon amount made by the
Fund in the event of default of the referenced debt obligation is recorded as the cost of the referenced debt obligation purchased/received. For a credit default swap
purchased by the Fund, the agreed upon amount received by the Fund in the event of default of the referenced debt obligation is recorded as proceeds from
sale/delivery of the referenced debt obligation and the resulting gain or loss realized on the referenced debt obligation is recorded as such by the Fund.

Entering into swaps involves, to varying degrees, elements of credit, market and documentation risk in excess of the amounts recognized on the Statement of
Assets and Liabilities. Such risks involve the possibility that there will be no liquid market for these agreements, that the counterparty to the agreements may
default on its obligation to perform or disagree as to the meaning of the contractual terms in the agreements, and that there may be unfavorable changes in net
interest rates.
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(i) Futures Contracts

A futures contract is an agreement between two parties to buy and sell a financial instrument at a set price on a future date. Upon entering into such a contract, the
Fund is required to pledge to the broker an amount of cash or securities equal to the minimum "initial margin" requirements of the exchange. Pursuant to the
contracts, the Fund agrees to receive from or pay to the broker an amount of cash equal to the daily fluctuation in the value of the contracts. Such receipts or
payments are known as "variation margin" and are recorded by the Fund as unrealized appreciation or depreciation. When the contracts are closed, the Fund
records a realized gain or loss equal to the difference between the value of the contracts at the time they were opened and the value at the time they were closed.
Any unrealized appreciation or depreciation recorded is simultaneously reversed. The use of futures transactions involves the risk of an imperfect correlation in the
movements in the price of futures contracts, interest rates and the underlying hedged assets, and the possible inability of counterparties to meet the terms of their
contracts.

(j) Forward Foreign Currency Contracts

A forward foreign currency contract is an agreement between two parties to buy and sell a currency at a set exchange rate on a future date. The Fund may enter
into forward foreign currency contracts for the purpose of hedging against foreign currency risk arising from the investment or anticipated investment in securities
denominated in foreign currencies. The Fund may also enter these contracts for purposes of increasing exposure to a foreign currency or to shift exposure to
foreign currency fluctuations from one country to another. The market value of a forward foreign currency contract fluctuates with changes in forward currency
exchange rates. All commitments are marked to market daily at the applicable exchange rates and any resulting unrealized appreciation or depreciation is recorded.
Realized gains or losses are recorded at the time the forward contract matures or by delivery of the currency. Risks may arise upon entering these contracts from
the potential inability of counterparties to meet the terms of their contracts and from unanticipated movements in the value of a foreign currency relative to the
U.S. dollar.

(k) Credit-Linked Trust Certificates

Credit-linked trust certificates are investments in a limited purpose trust or other vehicle formed under state law which, in turn, invests in a basket of derivative
instruments, such as credit default swaps, interest rate swaps and other securities, in order to provide exposure to the high yield or another fixed income market.

Similar to an investment in a bond, investments in these credit-linked trust certificates represent the right to receive periodic income payments (in the form of
distributions) and payment of principal at the end of the term of the certificate. However, these payments are conditioned on the trust's receipt of payments from,
and the trust's potential obligations to, the counterparties to the derivative instruments and other securities in which the trust invests.

(l) Repurchase Agreements

The Fund enters into transactions with its custodian bank or securities brokerage firms whereby it purchases securities under agreements to resell at an agreed
upon price and date ("repurchase agreements"). Such agreements are carried at the contract amount in the financial statements. Collateral pledged (the securities
received), which consists primarily of U.S. government obligations and asset-backed securities, are held by the custodian bank until maturity of the repurchase
agreement. Provisions of the repurchase agreements and the procedures adopted by the Fund require that the market value of the collateral, including accrued
interest thereon, is sufficient in the event of default by the counterparty. If the counterparty defaults and the value of the collateral declines or if the counterparty
enters an insolvency proceeding, realization of the collateral by the Fund may be delayed or limited.

(m) Reverse Repurchase Agreements

In a reverse repurchase agreement, the Fund sells securities to a bank or broker-dealer and agrees to repurchase the securities at a mutually agreed upon date and
price. Generally, the effect of such a transaction is that the Fund can recover and reinvest all or most of the cash invested in portfolio securities involved during the
term of the reverse repurchase agreement and still be entitled to the returns associated with those portfolio securities. Such transactions are advantageous if the
interest cost to the Fund of the reverse repurchase transaction is less than the returns it obtains on investments purchased with the cash. Unless the Fund covers its
positions in reverse repurchase agreements (by segregating liquid assets at least equal in amount to the forward purchase commitment), its obligations under the
agreements will be subject to the Fund's limitations on borrowings. Reverse repurchase agreements involve leverage risk and also the risk that the market value of
the securities that the Fund is obligated to repurchase under the agreement may decline below the repurchase price. In the event the buyer of securities under a
reverse repurchase agreement files for bankruptcy or becomes insolvent, the Fund's use of the proceeds of the agreement may be restricted
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pending determination by the other party, or its trustee or receiver, whether to enforce the Fund's obligation to repurchase the securities. The weighted average
daily balance of reverse repurchase agreements outstanding for the year ended October 31, 2005 was $2,808,000 at a weighted average interest rate of 2.37%.

(n) When-Issued/Delayed-Delivery Transactions

The Fund may purchase or sell securities on a when-issued or delayed-delivery basis. The transactions involve a commitment to purchase or sell securities for a
predetermined price or yield, with payment and delivery taking place beyond the customary settlement period. When delayed-delivery purchases are outstanding,
the Fund will set aside and maintain until the settlement date in a designated account, liquid assets in an amount sufficient to meet the purchase price. When
purchasing a security on a delayed-delivery basis, the Fund assumes the rights and risks of ownership of the security, including the risk of price and yield
fluctuations, and takes such fluctuations into account when determining its net asset value. The Fund may dispose of or renegotiate a delayed-delivery transaction
after it is entered into, and may sell when-issued securities before they are delivered, which may result in a realized gain or loss. When a security on a
delayed-delivery basis is sold, the Fund does not participate in future gains and losses with respect to the security.

(o) Custody Credits on Cash Balances

The Fund benefits from an expense offset arrangement with its custodian bank whereby uninvested cash balances earn credits which reduce monthly custodian and
accounting agent expenses. Had these cash balances been invested in income producing securities, they would have generated income for the Fund.

2. Investment Manager/Sub-Adviser

The Fund has an Investment Management Agreement (the "Agreement") with the Investment Manager. Subject to the supervision of the Fund's Board of Trustees,
the Investment Manager is responsible for managing, either directly or through others selected by it, the Fund's investment activities, business affairs and
administrative matters. Pursuant to the Agreement, the Investment Manager receives an annual fee, payable monthly, at an annual rate of 0.75% of the Fund's
average daily net assets, including net assets attributable to any preferred shares that may be outstanding. In order to reduce Fund expenses, the Investment
Manager has contractually agreed to waive a portion of its investment management fee at the annual rate of 0.20% of the Fund's average daily net assets, including
net assets attributable to any preferred shares that may be outstanding, from the commencement of operations through December 31, 2006, and for a declining
amount thereafter through December 31, 2009.

The Investment Manager has retained its affiliate, the Sub-Adviser, to manage the Fund's investments. Subject to the supervision of the Investment Manager, the
Sub-Adviser makes all the Fund's investment decisions. The Investment Manager and not the Fund, pays a portion of the fees it receives to the Sub-Adviser in
return for its services, at the maximum annual rate of 0.42% of the Fund's average daily net assets, including net assets attributable to any preferred shares that
may be outstanding. The Sub-Adviser has contractually agreed to waive a portion of the fees it is entitled to receive from the Investment Manager such that the
Sub-Adviser will receive 0.30% of the Fund's average daily net assets, including net assets attributable to any preferred shares that may be outstanding, from the
commencement of the Fund's operations through December 31, 2006, and will receive an increasing amount thereafter.

3. Investment in Securities

For the year ended October 31, 2005, purchases and sales of investments, other than short-term securities and U.S. government obligations, were $848,111,221
and $861,131,903 respectively.

(a) Futures contracts outstanding at October 31, 2005:

Type

Notional

Amount

(000)

Expiration

Date

Unrealized

Depreciation

Long: Financial Future Euro-90 day $ 1,875 12/18/06 $ (1,010,000)

Financial Future Euro-90 day 875 3/19/07 (126,875)

U.S. Treasury 10 yr Note 1 12/20/05 (2,305)

U.S. Treasury Bond 418 12/20/05 (2,184,157)

$ (3,323,337)
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(b) Transactions in options written for the year ended October 31, 2005:

Notional/
Contracts Premiums

Options outstanding, October 31, 2004 132,450,000 $ 437,500

Options written 300,623,586 6,324,461

Options terminated in closing purchase transactions (344,314,132) (4,751,403)

Options expired (81,302,087) (402,918)

Options outstanding, October 31, 2005 7,457,367 $ 1,607,640

(c) Credit default swaps agreements outstanding at October 31, 2005:

Swap

Counterparty/

Referenced Debt

Issuer

Notional

Amount

Payable on

Default

(000)

Termination

Date

Fixed

Payments

Received (Paid)

by Fund

Unrealized

Appreciation

(Depreciation)

Bank of America

Ford Motor Credit $ 2,000 6/20/06 2.60% $ 11,441

Bear Stearns

Bombardier 3,000 12/20/06 (1.90)% 13,414

EnCana 3,000 9/20/09 0.53% 33,933

Ford Motor Credit 4,000 6/20/10 5.60% 216,325

GMAC 5,000 6/20/07 4.65% 219,195

Credit Suisse First Boston

GMAC 7,000 12/20/10 5.22% 744,883

Qwest Holding 7,000 12/20/06 (1.45)% (95,371)

Qwest Holding 7,000 12/20/10 4.56% 337,158

Goldman Sachs

Bombardier 3,000 12/20/10 4.05% (27,003)

Ford Motor Credit 7,000 12/20/10 5.90% (308,551)

Ford Motor Credit 1,000 6/20/07 3.00% 6,620

GMAC 1,300 6/20/06 3.10% (13,848)

Reliant Energy 7,000 12/20/06 (0.85)% 43,054

HSBC Bank

Ford Motor Credit 5,000 6/20/07 2.67% 5,765

Ford Motor Credit 1,000 6/20/07 2.70% 1,650

JP Morgan Chase
American International
Group 5,100 6/20/10 0.35% 31,432

Ford Motor Credit 1,800 6/20/06 2.15% 4,272

Ford Motor Credit 10,000 6/20/07 3.10% 129,272

Ford Motor Credit 1,000 6/20/06 3.25% 16,423

GMAC 500 6/20/06 2.75% 3,801
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Lehman Securities

Ford Motor Credit 7,000 12/20/06 (2.05)% 176,106

Ford Motor Credit 650 6/20/06 2.90% 5,169

MGM 7,000 12/20/06 (0.70)% (23,291)

Merrill Lynch

Ford Motor Credit 2,000 6/20/07 3.45% 28,152

Reliant Energy 2,000 12/20/10 2.80% (23,517)
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Swap

Counterparty/

Referenced Debt

Issuer

Notional

Amount

Payable on

Default

(000)

Termination

Date

Fixed

Payments

Received (Paid)

by Fund

Unrealized

Appreciation

(Depreciation)

Morgan Stanley

GMAC $ 10,000 6/20/06 2.80% $ 78,981

GMAC 7,000 12/20/06 (2.10)% (16,089)

MGM 7,000 12/20/10 2.55% 198,355

Reliant Energy 5,000 12/20/10 2.90% (37,768)

Ford Motor Credit 1,000 6/20/07 3.40% 13,247

Ford Motor Credit 2,000 6/20/07 3.75% 38,093

Ford Motor Credit 5,000 9/20/10 4.05% (34,218)

UBS Securities

Ford Motor Credit 1,000 6/20/07 3.35% 27,308

GMAC 10,000 9/20/06 1.60% (10,914)

GMAC 1,000 6/20/06 3.83% 15,563

$ 1,809,042

(d) Interest rate swap agreements outstanding at October 31, 2005:

Rate Type

Swap
Counterparty

Notional

Amount

(000)

Termination

Date

Payments

made by

Fund

Payments

received by

Fund

Unrealized

Appreciation

(Depreciation)
Barclays
Bank $ 160,000 12/15/25 5.25% 3 month LIBOR $ 1,821,088
Barclays
Bank 160,000 10/27/25

3 month
LIBOR 5.25% (1,828,523)

Goldman
Sachs 680,000 12/24/24

3 month
LIBOR 5.13% (2,223,384)

Lehman
Brothers 700,000 12/15/24 5.20% 3 month LIBOR 2,426,363
Lehman
Brothers 7,450 10/01/06 7.43%

3 month LIBOR +
1.15% (39,584)

$ 155,960

LIBOR�London Interbank Offered Rate

The Fund received $20,750,000 par value in U.S. Treasury Bills as collateral for swap contracts.

(e) Forward foreign currency contracts outstanding at October 31, 2005:

U.S. $ Value

Origination Date

Unrealized

U.S. $ Value

October 31, 2005

Appreciation

(Depreciation)
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Sold:
1,750,000 Canadian Dollar settling
11/21/05 $ 1,488,981 $ 1,484,515 $ 4,466

6,620,000 British Pound settling
11/21/05 11,639,516 11,716,181

�

we are unable
to secure
sufficient
natural gas
transportation
commitments
from potential
customers due
to competition
from other
pipeline
construction
projects or for
other reasons.

Furthermore, even if we construct a pipeline that we believe will be accretive, the pipeline may in fact adversely affect our results of operations
or results from those projected prior to commencement of construction and other factors.

Expanding our business by constructing new pipelines and treating and processing facilities subjects us to risks.

One of the ways that we have grown our business is through the construction of additions to our existing gathering, compression, treating,
processing and transportation systems. The construction of a new pipeline or the expansion of an existing pipeline, by adding additional
compression capabilities or by adding a second pipeline along an existing pipeline, and the construction of new processing or treating facilities,
involve numerous regulatory, environmental, political and legal uncertainties beyond our control and require the expenditure of significant
amounts of capital that we will be required to finance through borrowings, the issuance of additional equity or from operating cash flow. If we
undertake these projects, they may not be completed on schedule, at all, or at the budgeted cost. We currently have several expansion and new
build projects planned or underway. A variety of factors outside our control, such as weather, natural disasters and difficulties in obtaining
permits and rights-of-way or other regulatory approvals, as well as the performance by third party contractors has resulted in, and may continue
to result in, increased costs or delays in construction. Cost overruns or delays in completing a project could have a material adverse effect on our
results of operations and cash flows. Moreover, our revenues may not increase immediately following the completion of a particular project. For
instance, if we build a new pipeline, the construction will occur over an extended period of time, but we may not materially increase our
revenues until long after the project�s completion. In addition, the success of a pipeline construction project will likely depend upon the level of
natural gas exploration and development drilling activity and the demand for pipeline transportation in the areas proposed to be serviced by the
project as well as our ability to obtain commitments from producers in this area to utilize the newly constructed pipelines. In this regard, we may
construct facilities to capture anticipated future growth in natural gas production in a region in which such growth does not materialize. As a
result, new facilities may be unable to attract enough throughput or contracted capacity reservation commitments to achieve our expected
investment return, which could adversely affect our results of operations and financial condition.
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We depend on certain key producers for our supply of natural gas on the Southeast Texas System and North Texas System, and the loss of
any of these key producers could adversely affect our financial results.

For our year ended December 31, 2009, EnCana Oil and Gas (USA), Inc., XTO Energy Inc., or XTO, SandRidge Energy Inc., and EnerVest
Operating, LLC, supplied us with approximately 70% of the Southeast Texas System�s natural gas supply. In June 2010, Exxon Mobil
Corporation, or ExxonMobil, completed its acquisition of XTO. For our year ended December 31, 2009, Chesapeake Energy Marketing, Inc.,
XTO, EOG Resources, Inc., and EnCana Oil and Gas (USA), Inc., supplied us with approximately 84% of the North Texas System�s natural gas
supply. We are not the only option available to these producers for disposition of the natural gas they produce. To the extent that these and other
producers may reduce the volumes of natural gas that they supply us, we would be adversely affected unless we were able to acquire comparable
supplies of natural gas from other producers.

We depend on key customers to transport natural gas through our pipelines.

We have nine- and ten-year fee-based transportation contracts with XTO that terminate in 2013 and 2017, respectively, pursuant to which XTO
has committed to transport certain minimum volumes of natural gas on pipelines in our ET Fuel System. The acquisition of XTO by
ExxonMobil has not resulted in any changes to these commitments. We also have an eight-year fee-based transportation contract with TXU
Portfolio Management Company, L.P., a subsidiary of TXU Corp., or TXU Shipper, to transport natural gas on the ET Fuel System to TXU�s
electric generating power plants. We have also entered into two eight-year natural gas storage contracts that terminate in 2012 with TXU Shipper
to store natural gas at the two natural gas storage facilities that are part of the ET Fuel System. Each of the contracts with TXU Shipper may be
extended by TXU Shipper for two additional five-year terms. The failure of XTO Energy or TXU Shipper to fulfill their contractual obligations
under these contracts could have a material adverse effect on our cash flow and results of operations if we were not able to replace these
customers under arrangements that provide similar economic benefits as these existing contracts.

The major shippers on our intrastate transportation pipelines include XTO, EOG Resources, Inc., Chesapeake Energy Marketing, Inc., EnCana
Marketing (USA), Inc. and Quicksilver Resources, Inc. These shippers have long-term contracts that have remaining terms ranging from 1 to
10 years.

Transwestern generates the majority of its revenues from long-term and short-term firm transportation contracts with natural gas producers, local
distribution companies and end-users. During 2009, ConocoPhillips, Salt River Project and BP Energy Company collectively accounted for 32%
of Transwestern�s total revenues.

The failure of the major shippers on our intrastate and interstate transportation pipelines to fulfill their contractual obligations could have a
material adverse effect on our cash flow and results of operations if we were not able to replace these customers under arrangements that provide
similar economic benefits as these existing contracts.

With respect to our interstate transportation operations, Fayetteville Express Pipeline LLC, an entity in which we own a 50% interest, has
secured binding 10-year commitments from a small number of major shippers for approximately 1.85 Bcf/d of firm transportation service on the
2.0 Bcf/d Fayetteville Express pipeline. In connection with our Tiger pipeline, we have an agreement with Chesapeake Energy Marketing, Inc.
that provides for a 15-year commitment for firm transportation capacity of approximately 1.0 Bcf/d. We also have agreements with EnCana
Marketing (USA), Inc. and other shippers that provide for 10-year commitments for firm transportation capacity on the Tiger pipeline, bringing
the initial design capacity to 2.0 Bcf/d in the aggregate. In February 2010, we announced that we had entered into a 10-year commitment for an
additional 400 MMcf/d.

The failure of any of our key shippers to fulfill their contractual obligations could have a material adverse effect on our cash flow and results of
operations if we were not able to replace these customers under arrangements that provide similar economic benefits as our existing contracts.
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Federal, state or local regulatory measures could adversely affect the business and operations of our midstream and intrastate assets.

Our midstream and intrastate transportation and storage operations are generally exempt from regulation by the Federal Energy Regulatory
Commission, or the FERC, under the Natural Gas Act, or the NGA, but FERC regulation still significantly affects our business and the market
for our products. The rates, terms and conditions of some of the transportation and storage services we provide on the HPL System, the East
Texas pipeline, the Oasis pipeline and the ET Fuel System are subject to FERC regulation under Section 311 of the Natural Gas Policy Act, or
the NGPA. Under Section 311, rates charged for transportation and storage must be fair and equitable amounts. Amounts collected in excess of
fair and equitable rates are subject to refund with interest, and the terms and conditions of service, set forth in the pipeline�s statement of
operating conditions, are subject to FERC review and approval. Should the FERC determine not to authorize rates equal to or greater than our
currently approved rates, we may suffer a loss of revenue. Failure to observe the service limitations applicable to storage and transportation
service under Section 311, and failure to comply with the rates approved by the FERC for Section 311 service, and failure to comply with the
terms and conditions of service established in the pipeline�s FERC-approved statement of operating conditions could result in an alteration of
jurisdictional status and/or the imposition of administrative, civil and criminal penalties.

FERC has adopted new market-monitoring and annual and quarterly reporting regulations, which regulations are applicable to many intrastate
pipelines as well as other entities that are otherwise not subject to FERC�s NGA jurisdiction, such as natural gas marketers. These regulations are
intended to increase the transparency of wholesale energy markets, to protect the integrity of such markets, and to improve FERC�s ability to
assess market forces and detect market manipulation. These regulations may result in administrative burdens and additional compliance costs for
us.

We hold transportation contracts with interstate pipelines that are subject to FERC regulation. As a shipper on an interstate pipeline, we are
subject to FERC requirements related to use of the interstate capacity. Any failure on our part to comply with the FERC�s regulations or orders
could result in the imposition of administrative, civil and criminal penalties.

Our intrastate transportation and storage operations are subject to state regulation in Texas, New Mexico, Arizona, Louisiana, Utah and
Colorado, the states in which we operate these types of natural gas facilities. Our intrastate transportation operations located in Texas are subject
to regulation as common purchasers and as gas utilities by the Texas Railroad Commission, or the TRRC. The TRRC�s jurisdiction extends to
both rates and pipeline safety. The rates we charge for transportation and storage services are deemed just and reasonable under Texas law
unless challenged in a complaint. Should a complaint be filed or should regulation become more active, our business may be adversely affected.

Our midstream and intrastate transportation operations are also subject to ratable take and common purchaser statutes in Texas, New Mexico,
Arizona, Louisiana, Utah and Colorado. Ratable take statutes generally require gatherers to take, without undue discrimination, natural gas
production that may be tendered to the gatherer for handling. Similarly, common purchaser statutes generally require gatherers to purchase
without undue discrimination as to source of supply or producer. These statutes have the effect of restricting our right as an owner of gathering
facilities to decide with whom we contract to purchase or transport natural gas. Federal law leaves any economic regulation of natural gas
gathering to the states, and some of the states in which we operate have adopted complaint-based or other limited economic regulation of natural
gas gathering activities. States in which we operate that have adopted some form of complaint-based regulation, like Texas, generally allow
natural gas producers and shippers to file complaints with state regulators in an effort to resolve grievances relating to natural gas gathering rates
and access. Other state and local regulations also affect our business.

Our storage facilities are also subject to the jurisdiction of the TRRC. Generally, the TRRC has jurisdiction over all underground storage of
natural gas in Texas, unless the facility is part of an interstate gas pipeline facility. Because the natural gas storage facilities of the ET Fuel
System and HPL System are only connected to intrastate gas pipelines, they fall within the TRRC�s jurisdiction and must be operated pursuant to
TRRC permit. Certain changes in ownership or operation of TRRC-jurisdictional storage facilities, such as
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facility expansions and increases in the maximum operating pressure, must be approved by the TRRC through an amendment to the facility�s
existing permit. In addition, the TRRC must approve transfers of the permits. Texas laws and regulations also require all natural gas storage
facilities to be operated to prevent waste, the uncontrolled escape of gas, pollution and danger to life or property. Accordingly, the TRRC
requires natural gas storage facilities to implement certain safety, monitoring, reporting and record-keeping measures.

Violations of the terms and provisions of a TRRC permit or a TRRC order or regulation can result in the modification, cancellation or
suspension of an operating permit and/or civil penalties, injunctive relief, or both.

The states in which we conduct operations administer federal pipeline safety standards under the Pipeline Safety Act of 1968, which requires
certain pipeline companies to comply with safety standards in constructing and operating the pipelines, and subjects pipelines to regular
inspections. Some of our gathering facilities are exempt from the requirements of this Act. In respect to recent pipeline accidents in other parts
of the country, Congress and the U.S. Department of Transportation, or the DOT, have passed or are considering heightened pipeline safety
requirements.

Failure to comply with applicable laws and regulations could result in the imposition of administrative, civil and criminal remedies.

Our interstate pipelines are subject to laws, regulations and policies governing the rates they are allowed to charge for their services.

Laws, regulations and policies governing interstate natural gas pipeline rates could affect the ability of our interstate pipelines to establish rates,
to charge rates that would cover future increases in its costs, or to continue to collect rates that cover current costs. NGA-jurisdictional natural
gas companies must charge rates that are deemed just and reasonable by the FERC. The rates charged by natural gas companies are generally
required to be on file with the FERC in FERC-approved tariffs. Pursuant to the NGA, existing tariff rates may be challenged by complaint and
rate increases proposed by the natural gas company may be challenged by protest. We also may be limited by the terms of negotiated rate
agreements from seeking future rate increases, or constrained by competitive factors from charging our FERC-approved maximum just and
reasonable tariff rates. Further, rates must, for the most part, be cost-based and the FERC has the ability, on a prospective basis, to order refunds
of amounts collected under rates that have been found by the FERC to be in excess of a just and reasonable level.

Transwestern made a general rate case filing under Section 4 of the NGA in September 2006. The rates in this proceeding were settled and are
final and no longer subject to refund. Transwestern is not required to file a new general rate case until October 2011. However, shippers (other
than shippers that have agreed, as parties to the Stipulation and Agreement, not to challenge Transwestern�s tariff rates through the remaining
term of the settlement) have the statutory ability to challenge the lawfulness of tariff rates that have become final and effective. The FERC may
also investigate such rates absent shipper complaint.

Most of the rates to be paid by the initial shippers on our newly constructed interstate pipelines are established pursuant to long-term, negotiated
rate transportation agreements. Other prospective shippers on our newly constructed interstate pipelines that elect not to pay a negotiated rate for
service may opt instead to pay a cost-based recourse rate established by the FERC as part of our newly constructed interstate pipelines�
certificates of public convenience and necessity. Negotiated rate agreements generally provide a degree of certainty to the pipeline and shipper
as to a fixed rate during the term of the relevant transportation agreement, but such agreements can limit the pipeline�s future ability to collect
costs associated with construction and operation of the pipeline that might be higher than anticipated at the time the negotiated rate agreement
was entered. On December 17, 2009, the FERC issued an order granting authorization to construct, own and operate the Fayetteville Express
pipeline, and on April 7, 2010, the FERC issued an order granting authorization to construct, own and operate the Tiger pipeline. On June 17,
2010, we filed an application for authorization to construct, own and operate the Tiger pipeline expansion project to add 400 MMcf/d of capacity
to the Tiger pipeline. The FERC has not yet determined whether the Tiger pipeline expansion project should be granted the requested authority.
We cannot predict if, or when and with what conditions, FERC authorization for the Tiger pipeline expansion project will be granted.
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Any successful challenge to the rates of our interstate natural gas companies, whether brought by complaint, protest or investigation, could
reduce our revenues associated with providing transportation services on a prospective basis. We cannot guarantee that our interstate pipelines
will be able to recover all of their costs through existing or future rates.

The ability of interstate pipelines held in tax-pass-through entities, like us, to include an allowance for income taxes in their regulated rates
has been subject to extensive litigation before the FERC and the courts, and the FERC�s current policy is subject to future refinement or
change.

The ability of interstate pipelines held in tax-pass-through entities, like us, to include an allowance for income taxes as a cost-of-service element
in their regulated rates has been subject to extensive litigation before the FERC and the courts for a number of years. It is currently the FERC�s
policy to permit pipelines to include in cost-of-service a tax allowance to reflect actual or potential income tax liability on their public utility
income attributable to all partnership or limited liability company interests, if the ultimate owner of the interest has an actual or potential income
tax liability on such income. Whether a pipeline�s owners have such actual or potential income tax liability will be reviewed by the FERC on a
case-by-case basis. Under the FERC�s policy, we thus remain eligible to include an income tax allowance in the tariff rates we charge for
interstate natural gas transportation. The application of that policy remains subject to future refinement or change by the FERC. With regard to
rates charged and collected by Transwestern, the allowance for income taxes as a cost-of-service element in our tariff rates is generally not
subject to challenge prior to the expiration of our settlement agreement in 2011.

The interstate pipelines are subject to laws, regulations and policies governing terms and conditions of service, which could adversely affect
their business and operations.

In addition to rate oversight, the FERC�s regulatory authority extends to many other aspects of the business and operations of our interstate
pipelines, including:

� terms and conditions of service;

� the types of services interstate pipelines may offer their customers;

� construction of new facilities;

� acquisition, extension or abandonment of services or facilities;

� reporting and information posting requirements;

� accounts and records; and

� relationships with affiliated companies involved in all aspects of the natural gas and energy businesses.
Compliance with these requirements can be costly and burdensome. Future changes to laws, regulations and policies in these areas may impair
the ability of our interstate pipelines to compete for business, may impair their ability to recover costs or may increase the cost and burden of
operation.

We must on occasion rely upon rulings by the FERC or other governmental authorities to carry out certain of our business plans. For example, in
order to carry out our plan to construct the Fayetteville Express and Tiger pipelines we were required to, among other things, file and support
before the FERC NGA Section 7(c) applications for certificates of public convenience and necessity to build, own and operate such facilities.
Although the FERC has authorized the construction and operation of the Fayetteville Express and Tiger pipelines, the FERC has not yet ruled
upon the Tiger pipeline expansion project application, and we cannot guarantee that FERC will authorize construction and operation of that

Edgar Filing: PIMCO CORPORATE INCOME FUND - Form N-CSR

Table of Contents 46



project or any future interstate natural gas

19

Edgar Filing: PIMCO CORPORATE INCOME FUND - Form N-CSR

Table of Contents 47



Table of Contents

transportation project we might propose. Moreover, there is no guarantee that, if granted, certificate authority for the Tiger expansion project, or
any future interstate projects, will be granted in a timely manner or will be free from potentially burdensome conditions.

Failure to comply with all applicable FERC-administered statutes, rules, regulations and orders, could bring substantial penalties and fines.
Under the Energy Policy Act of 2005, the FERC has civil penalty authority under the NGA to impose penalties for current violations of up to
$1.0 million per day for each violation. The FERC possesses similar authority under the NGPA.

Finally, we cannot give any assurance regarding the likely future regulations under which we will operate our interstate pipelines or the effect
such regulation could have on our business, financial condition and results of operations.

Our business involves hazardous substances and may be adversely affected by environmental regulation.

Our natural gas and propane operations are subject to stringent federal, state, and local laws and regulations that seek to protect human health
and the environment, including those governing the emission or discharge of materials into the environment. These laws and regulations may
require the acquisition of permits for our operations, result in capital expenditures to manage, limit or prevent emissions, discharges or releases
of various materials from our pipelines, plants and facilities and impose substantial liabilities for pollution resulting from our operations. Several
governmental authorities, such as the U.S. Environmental Protection Agency, or the EPA, have the power to enforce compliance with these laws
and regulations and the permits issued under them and frequently mandate difficult and costly remediation measures and other actions. Failure to
comply with these laws, regulations and permits may result in the assessment of significant administrative, civil and criminal penalties, the
imposition of remedial obligations, and the issuance of injunctive relief.

We may incur substantial environmental costs and liabilities because of the underlying risk inherent to our operations. Certain environmental
laws and regulations can provide for joint and several strict liabilities for cleanup to address discharges or releases of petroleum hydrocarbons or
other materials or wastes at sites to which we may have sent wastes or on, under or from our properties and facilities, many of which have been
used for industrial activities for a number of years, even if such discharges were caused by our predecessors. Private parties, including the
owners of properties through which our gathering systems pass or facilities where our petroleum hydrocarbons or wastes are taken for
reclamation or disposal may also have the right to pursue legal actions to enforce compliance as well as to seek damages for non-compliance
with environmental laws and regulations, personal injury or property damage. The total accrued future estimated cost of remediation activities
relating to our Transwestern pipeline operations expected to continue through 2018 was $8.3 million as of September 30, 2010.

Changes in environmental laws and regulations occur frequently, and any such changes that result in more stringent and costly waste handling,
emission standards, or storage, transport, disposal or remediation requirements could have a material adverse effect on our operations or
financial position. For example, the EPA in 2008 lowered the federal ozone standard from 0.08 parts per million to 0.075 parts per million,
requiring the environmental agencies in states with areas that do not currently meet this standard to adopt new rules between to further reduce
NOx and other ozone precursor emissions. The EPA recently proposed to lower the standard even further, to somewhere between 0.060 and
0.070 ppm. We have previously been able to satisfy the more stringent NOx emission reduction requirements that affect our compressor units in
ozone non-attainment areas at reasonable cost, but there is no guarantee that the changes we may have to make in the future to meet the new
ozone standard or other evolving standards will not require us to incur costs that could be material to our operations.

Climate change legislation or regulations restricting emissions of �greenhouse gases� could result in increased operating costs and reduced
demand for the natural gas and other hydrocarbon products that we transport, store or otherwise handle in connection with our
transportation, storage, and midstream services.

On December 15, 2009, the EPA published its findings that emissions of carbon dioxide, methane and other greenhouse gases present an
endangerment to public health and the environment because emissions of such gases are, according to the EPA, contributing to warming of the
earth�s atmosphere and other climatic changes.
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These findings allow the EPA to adopt and implement regulations that would restrict emissions of greenhouse gases under existing provisions of
the federal Clean Air Act. Accordingly, the EPA recently adopted two sets of regulations addressing greenhouse gas emissions under the Clean
Air Act. The first limits emissions of greenhouse gases from motor vehicles beginning with the 2012 model year. The EPA has asserted that
these final motor vehicle greenhouse gas emission standards trigger Clean Air Act construction and operating permit requirements for stationary
sources, commencing when the motor vehicle standards took effect on January 2, 2011. On June 3, 2010, the EPA published its final rule to
address the permitting of greenhouse gas emissions from stationary sources under the Prevention of Significant Deterioration, or PSD, and
Title V permitting programs. This rule �tailors� these permitting programs to apply to certain stationary sources of greenhouse gas emissions in a
multi-step process, with the largest sources first subject to permitting. It is widely expected that facilities required to obtain PSD permits for their
greenhouse gas emissions will be required to also reduce those emissions according to �best available control technology� standards for
greenhouse gases that have yet to be developed. Any regulatory or permitting obligation that limits emissions of greenhouse gases could require
us to incur costs to reduce emissions of greenhouse gases associated with our operations and also could adversely affect demand for the natural
gas and other hydrocarbon products that we transport, store, process, or otherwise handle in connection with our services.

In addition, on October 30, 2009, the EPA published a final rule requiring the reporting of greenhouse gas emissions from specified large
greenhouse gas sources in the United States on an annual basis, beginning in 2011 for emissions occurring after January 1, 2010. On
November 8, 2010, the EPA revised its greenhouse gas reporting rule to expressly include onshore oil and natural gas production, processing,
transmission, storage, and distribution facilities. Reporting of greenhouse gas emissions from such facilities, including many of our facilities,
will be required on an annual basis, with reporting beginning in 2012 for emissions occurring in 2011.

In June 2009, the United States House of Representatives passed the �American Clean Energy and Security Act of 2009,� or ACESA, which
would establish an economy-wide cap on emissions of greenhouse gases in the United States and would require most sources of greenhouse gas
emissions to obtain and hold �allowances� corresponding to their annual emissions of greenhouse gases. By steadily reducing the number of
available allowances over time, ACESA would require a 17 percent reduction in greenhouse gas emissions from 2005 levels by 2020 and just
over an 80 percent reduction of such emissions by 2050. Legislation to reduce emissions of greenhouse gases by comparable amounts is
currently pending in the United States Senate, and more than one-third of the states have already taken legal measures to reduce emissions of
greenhouse gases, primarily through the planned development of greenhouse gas emission inventories and/or regional greenhouse gas cap and
trade programs. The passage of legislation that limits emissions of greenhouse gases from our equipment and operations could require us to incur
costs to reduce the greenhouse gas emissions from our own operations, and it could also adversely affect demand for our transportation, storage,
and midstream services.

Some have suggested that one consequence of climate change could be increased severity of extreme weather, such as increased hurricanes and
floods. If such effects were to occur, our operations could be adversely affected in various ways, including damages to our facilities from
powerful winds or rising waters, or increased costs for insurance. Another possible consequence of climate change is increased volatility in
seasonal temperatures. The market for our propane and natural gas is generally improved by periods of colder weather and impaired by periods
of warmer weather, so any changes in climate could affect the market for the fuels that we produce. Despite the use of the term �global warming�
as a shorthand for climate change, some studies indicate that climate change could cause some areas to experience temperatures substantially
colder than their historical averages. As a result, it is difficult to predict how the market for our fuels could be affected by increased temperature
volatility, although if there is an overall trend of warmer temperatures, it would be expected to have an adverse effect on our business.

Any reduction in the capacity of, or the allocations to, our shippers in interconnecting third-party pipelines could cause a reduction of
volumes transported in our pipelines, which would adversely affect our revenues and cash flow.

Users of our pipelines are dependent upon connections to and from third-party pipelines to receive and deliver natural gas and NGLs. Any
reduction in the capacities of these interconnecting pipelines due to testing,
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line repair, reduced operating pressures, or other causes could result in reduced volumes being transported in our pipelines. Similarly, if
additional shippers begin transporting volumes of natural gas and NGLs over interconnecting pipelines, the allocations to existing shippers in
these pipelines would be reduced, which could also reduce volumes transported in our pipelines. Any reduction in volumes transported in our
pipelines would adversely affect our revenues and cash flow.

The recent adoption of derivatives legislation by the United States Congress could have an adverse effect on our ability to use derivative
instruments to reduce the effect of commodity price, interest rate and other risks associated with our business.

The United States Congress recently adopted the Dodd-Frank Wall Street Reform and Consumer Protection Act (HR 4173), which, among other
provisions, establishes federal oversight and regulation of the over-the-counter derivatives market and entities that participate in that market. The
new legislation was signed into law by the President on July 21, 2010 and requires the Commodities Futures Trading Commission, or the CFTC,
and the SEC to promulgate rules and regulations implementing the new legislation within 360 days from the date of enactment. The CFTC has
also proposed regulations to set position limits for certain futures and option contracts in the major energy markets, although it is not possible at
this time to predict whether or when the CFTC will adopt those rules or include comparable provisions in its rulemaking under the new
legislation. The financial reform legislation may also require us to comply with margin requirements and with certain clearing and
trade-execution requirements in connection with our derivative activities, although the application of those provisions to us is uncertain at this
time. The financial reform legislation may also require the counterparties to our derivative instruments to spin off some of their derivatives
activities to a separate entity, which may not be as creditworthy as the current counterparty. The new legislation and any new regulations could
significantly increase the cost of derivative contracts (including through requirements to post collateral, which could adversely affect our
available liquidity), materially alter the terms of derivative contracts, reduce the availability of derivatives to protect against risks we encounter,
reduce our ability to monetize or restructure its existing derivative contracts, and increase our exposure to less creditworthy counterparties. If we
reduce our use of derivatives as a result of the legislation and regulations, our results of operations may become more volatile and our cash flows
may be less predictable.

We may be impacted by competition from other midstream, transportation and storage companies and propane companies.

We experience competition in all of our markets. Our principal areas of competition include obtaining natural gas supplies for the Southeast
Texas System, North Texas System and HPL System and natural gas transportation customers for our transportation pipeline systems. Our
competitors include major integrated oil companies, interstate and intrastate pipelines and companies that gather, compress, treat, process,
transport, store and market natural gas. The Southeast Texas System competes with natural gas gathering and processing systems owned by DCP
Midstream, LLC. The North Texas System competes with Crosstex North Texas Gathering, LP and Devon Gas Services, LP for gathering and
processing. The East Texas pipeline competes with other natural gas transportation pipelines that serve the Bossier Sands area in east Texas and
the Barnett Shale region in north Texas. The ET Fuel System and the Oasis pipeline compete with a number of other natural gas pipelines,
including interstate and intrastate pipelines that link the Waha Hub. The ET Fuel System competes with other natural gas transportation
pipelines serving the Dallas/Ft. Worth area and other pipelines that serve the east central Texas and south Texas markets. Pipelines that we
compete with in these areas include those owned by Atmos Energy Corporation, Enterprise Products Partners, L.P. and Enbridge, Inc. Some of
our competitors may have greater financial resources and access to larger natural gas supplies than we do.

The acquisitions of the HPL System and the Transwestern pipeline increased the number of interstate pipelines and natural gas markets to which
we have access and expanded our principal areas of competition to areas such as southeast Texas and the Texas Gulf Coast. As a result of our
expanded market presence and diversification, we face additional competitors, such as major integrated oil companies, interstate and intrastate
pipelines and companies that gather, compress, treat, process, transport, store and market natural gas, that may have greater financial resources
and access to larger natural gas supplies than we do.
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The Transwestern pipeline and the Fayetteville Express and Tiger pipelines compete with other interstate and intrastate pipeline companies in
the transportation and storage of natural gas. The principal elements of competition among pipelines are rates, terms of service, access to sources
of supply and the flexibility and reliability of service. Natural gas competes with other forms of energy available to our customers and end-users,
including for example, electricity, coal and fuel oils. The primary competitive factor is price. Changes in the availability or price of natural gas
and other forms of energy, the level of business activity, conservation, legislation and governmental regulations, the capability to convert to
alternate fuels and other factors, including weather and natural gas storage levels, affect the levels of natural gas transportation volumes in the
areas served by our pipelines.

Our propane business competes with a number of large national and regional propane companies and several thousand small independent
propane companies. Because of the relatively low barriers to entry into the retail propane market, there is potential for small independent
propane retailers, as well as other companies that may not currently be engaged in retail propane distribution, to compete with our retail outlets.
As a result, we are always subject to the risk of additional competition in the future. Generally, warmer-than-normal weather further intensifies
competition. Most of our propane retail branch locations compete with several other marketers or distributors in their service areas. The principal
factors influencing competition with other retail propane marketers are:

� price,

� reliability and quality of service,

� responsiveness to customer needs,

� safety concerns,

� long-standing customer relationships,

� the inconvenience of switching tanks and suppliers, and

� the lack of growth in the industry.
The inability to continue to access tribal lands could adversely affect Transwestern�s ability to operate its pipeline system and the inability to
recover the cost of right-of-way grants on tribal lands could adversely affect its financial results.

Transwestern�s ability to operate its pipeline system on certain lands held in trust by the United States for the benefit of a Native American Tribe,
which we refer to as tribal lands, will depend on its success in maintaining existing rights-of-way and obtaining new rights-of-way on those
tribal lands. Securing extensions of existing and any additional rights-of-way is also critical to Transwestern�s ability to pursue expansion
projects. We cannot provide any assurance that Transwestern will be able to acquire new rights-of-way on tribal lands or maintain access to
existing rights-of-way upon the expiration of the current grants. Our financial position could be adversely affected if the costs of new or
extended right-of-way grants cannot be recovered in rates. Transwestern�s existing right-of-way agreements with the Navajo Nation, Southern
Ute, Pueblo of Laguna and Fort Mojave tribes extend through November 2029, September 2020, December 2022 and April 2019, respectively.

We may be unable to bypass the processing plants, which could expose us to the risk of unfavorable processing margins.

Because of our ownership of the Oasis pipeline and ET Fuel System, we can generally elect to bypass our processing plants when processing
margins are unfavorable and instead deliver pipeline-quality gas by blending rich gas from the gathering systems with lean gas transported on
the Oasis pipeline and ET Fuel System. In some circumstances, such as when we do not have a sufficient amount of lean gas to blend with the
volume of rich gas that we receive at the processing plant, we may have to process the rich gas. If we have to process when processing margins
are unfavorable, our results of operations will be adversely affected.
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We may be unable to retain existing customers or secure new customers, which would reduce our revenues and limit our future profitability.

The renewal or replacement of existing contracts with our customers at rates sufficient to maintain current revenues and cash flows depends on a
number of factors beyond our control, including competition from other pipelines, and the price of, and demand for, natural gas in the markets
we serve.

For the year ended December 31, 2009, approximately 26% of our sales of natural gas was to industrial end-users and utilities. As a consequence
of the increase in competition in the industry and volatility of natural gas prices, end-users and utilities are increasingly reluctant to enter into
long-term purchase contracts. Many end-users purchase natural gas from more than one natural gas company and have the ability to change
providers at any time. Some of these end-users also have the ability to switch between gas and alternate fuels in response to relative price
fluctuations in the market. Because there are many companies of greatly varying size and financial capacity that compete with us in the
marketing of natural gas, we often compete in the end-user and utilities markets primarily on the basis of price. The inability of our management
to renew or replace our current contracts as they expire and to respond appropriately to changing market conditions could have a negative effect
on our profitability.

Our storage business may depend on neighboring pipelines to transport natural gas.

To obtain natural gas, our storage business depends on the pipelines to which they have access. Many of these pipelines are owned by parties not
affiliated with us. Any interruption of service on those pipelines or adverse change in their terms and conditions of service could have a material
adverse effect on our ability, and the ability of our customers, to transport natural gas to and from our facilities and a corresponding material
adverse effect on our storage revenues. In addition, the rates charged by those interconnected pipelines for transportation to and from our
facilities affect the utilization and value of our storage services. Significant changes in the rates charged by those pipelines or the rates charged
by other pipelines with which the interconnected pipelines compete could also have a material adverse effect on our storage revenues.

Our pipeline integrity program may cause us to incur significant costs and liabilities.

Our pipeline operations are subject to regulation by the DOT under the Pipeline and Hazardous Materials Safety Administration, or PHMSA,
pursuant to which the PHMSA has established requirements relating to the design, installation, testing, construction, operation, replacement and
management of pipeline facilities. Moreover, the PHMSA, through the Office of Pipeline Safety, has promulgated a rule requiring pipeline
operators to develop integrity management programs to comprehensively evaluate their pipelines, and take measures to protect pipeline
segments located in what the rule refers to as �high consequence areas.� Activities under these integrity management programs involve the
performance of internal pipeline inspections, pressure testing or other effective means to assess the integrity of these regulated pipeline
segments, and the regulations require prompt action to address integrity issues raised by the assessment and analysis. Based on the results of our
current pipeline integrity testing programs, we estimate that compliance with these federal regulations and analogous state pipeline integrity
requirements will result in capital costs of $16.8 million and operating and maintenance costs of $15.0 million over the course of the next year.
For the year ended December 31, 2010, capital costs of approximately $13.8 million and operating and maintenance costs of approximately
$15.9 million were incurred for pipeline integrity testing, based on actual costs incurred through September 30, 2010 and estimated costs for the
remainder of 2010. For the years ended December 31, 2009 and 2008, $31.4 million and $23.3 million, respectively, of capital costs and
$18.5 million and $13.1 million, respectively, of operating and maintenance costs have been incurred for pipeline integrity testing. Integrity
testing and assessment of all of these assets will continue, and the potential exists that results of such testing and assessment could cause us to
incur even greater capital and operating expenditures for repairs or upgrades deemed necessary to ensure the continued safe and reliable
operation of our pipelines.

Changes in other forms of health and safety regulations are also being considered. New pipeline safety legislation requiring more stringent spill
reporting and disclosure obligations has been introduced in the U.S. Congress and was passed by the U.S. House of Representatives in 2010, but
was not voted on in the
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U.S. Senate. Similar legislation is likely to be considered in the next session of Congress. The DOT has also recently proposed legislation
providing for more stringent oversight of pipelines and increased penalties for violations of safety rules, which is in addition to the PHMSA�s
announced intention to strengthen its rules. Such legislative and regulatory changes could have a material effect on our operations through more
stringent and comprehensive safety regulations and higher penalties for the violation of those regulations.

Since weather conditions may adversely affect demand for propane, our financial conditions may be vulnerable to warm winters.

Weather conditions have a significant impact on the demand for propane for heating purposes because the majority of our customers rely heavily
on propane as a heating fuel. Typically, we sell approximately two-thirds of our retail propane volume during the peak-heating season of
October through March. Our results of operations can be adversely affected by warmer winter weather, which results in lower sales volumes. In
addition, to the extent that warm weather or other factors adversely affect our operating and financial results, our access to capital and our
acquisition activities may be limited. Variations in weather in one or more of the regions where we operate can significantly affect the total
volume of propane that we sell and the profits realized on these sales. Agricultural demand for propane may also be affected by weather,
including unseasonably cold or hot periods or dry weather conditions that impact agricultural operations.

A natural disaster, catastrophe or other event could result in severe personal injury, property damage and environmental damage, which
could curtail our operations and otherwise materially adversely affect our cash flow and, accordingly, affect the market price of our common
units.

Some of our operations involve risks of personal injury, property damage and environmental damage, which could curtail our operations and
otherwise materially adversely affect our cash flow. For example, natural gas facilities operate at high pressures, sometimes in excess of 1,100
pounds per square inch. Virtually all of our operations are exposed to potential natural disasters, including hurricanes, tornadoes, storms, floods
and/or earthquakes.

If one or more facilities that are owned by us, or that deliver natural gas or other products to us, are damaged by severe weather or any other
disaster, accident, catastrophe or event, our operations could be significantly interrupted. Similar interruptions could result from damage to
production or other facilities that supply our facilities or other stoppages arising from factors beyond our control. These interruptions might
involve significant damage to people, property or the environment, and repairs might take from a week or less for a minor incident to six months
or more for a major interruption. Any event that interrupts the revenues generated by our operations, or which causes us to make significant
expenditures not covered by insurance, could reduce our cash available for paying distributions to our unitholders and, accordingly, adversely
affect the market price of our common units.

As a result of market conditions, premiums and deductibles for certain insurance policies can increase substantially, and in some instances,
certain insurance may become unavailable or available only for reduced amounts of coverage. As a result, we may not be able to renew existing
insurance policies or procure other desirable insurance on commercially reasonable terms, if at all. If we were to incur a significant liability for
which we were not fully insured, it could have a material adverse effect on our financial position and results of operations. In addition, the
proceeds of any such insurance may not be paid in a timely manner and may be insufficient if such an event were to occur.

Terrorist attacks aimed at our facilities could adversely affect our business, results of operations, cash flows and financial condition.

Since the September 11, 2001 terrorist attacks on the United States, the United States government has issued warnings that energy assets,
including our nation�s pipeline infrastructure, may be the future target of terrorist organizations. Any terrorist attack on our facilities or pipelines
or those of our customers could have a material adverse effect on our business.
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Sudden and sharp propane price increases that cannot be passed on to customers may adversely affect our profit margins.

The propane industry is a �margin-based� business in which gross profits depend on the excess of sales prices over supply costs. As a result, our
profitability is sensitive to changes in energy prices, and in particular, changes in wholesale prices of propane. When there are sudden and sharp
increases in the wholesale cost of propane, we may be unable to pass on these increases to our customers through retail or wholesale prices.
Propane is a commodity and the price we pay for it can fluctuate significantly in response to changes in supply or other market conditions over
which we have no control. In addition, the timing of cost pass-throughs can significantly affect margins. Sudden and extended wholesale price
increases could reduce our gross profits and could, if continued over an extended period of time, reduce demand by encouraging our retail
customers to conserve their propane usage or convert to alternative energy sources.

Our results of operations could be negatively impacted by price and inventory risk related to our propane business and management of these
risks.

We generally attempt to minimize our cost and inventory risk related to our propane business by purchasing propane on a short-term basis under
supply contracts that typically have a one-year term and at a cost that fluctuates based on the prevailing market prices at major delivery points.
In order to help ensure adequate supply sources are available during periods of high demand, we may purchase large volumes of propane during
periods of low demand or low price, which generally occur during the summer months, for storage in our facilities, at major storage facilities
owned by third parties or for future delivery. This strategy may not be effective in limiting our cost and inventory risks if, for example, market,
weather or other conditions prevent or allocate the delivery of physical product during periods of peak demand. If the market price falls below
the cost at which we made such purchases, it could adversely affect our profits.

Some of our propane sales are pursuant to commitments at fixed prices. To mitigate the price risk related to our anticipated sales volumes under
the commitments, we may purchase and store physical product and/or enter into fixed price over-the-counter energy commodity forward
contracts and options. Generally, over-the-counter energy commodity forward contracts have terms of less than one year. We enter into such
contracts and exercise such options at volume levels that we believe are necessary to manage these commitments. The risk management of our
inventory and contracts for the future purchase of product could impair our profitability if the customers do not fulfill their obligations.

We also engage in other trading activities, and may enter into other types of over-the-counter energy commodity forward contracts and options.
These trading activities are based on our management�s estimates of future events and prices and are intended to generate a profit. However, if
those estimates are incorrect or other market events outside of our control occur, such activities could generate a loss in future periods and
potentially impair our profitability.

We are dependent on our principal propane suppliers, which increases the risk of an interruption in supply.

During 2009, we purchased approximately 50.3%, 14.3% and 15.1% of our propane from Enterprise Products Operating L.P., Targa Liquids
Marketing and Trade and M.P. Oils, Ltd., respectively. Titan purchases the majority of its propane from Enterprise pursuant to an agreement that
was extended until March 2015 and contains an option to renew for an additional year. If supplies from these sources were interrupted, the cost
of procuring replacement supplies and transporting those supplies from alternative locations might be materially higher and, at least on a
short-term basis, margins could be adversely affected. Supply from Canada is subject to the additional risk of disruption associated with foreign
trade such as trade restrictions, shipping delays and political, regulatory and economic instability.

Historically, a substantial portion of the propane that we purchase has originated from one of the industry�s major markets located in Mt. Belvieu,
Texas and has been shipped to us through major common carrier pipelines. Any significant interruption in the service at Mt. Belvieu or other
major market points, or on the common carrier pipelines we use, would adversely affect our ability to obtain propane.
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Competition from alternative energy sources may cause us to lose propane customers, thereby reducing our revenues.

Competition in our propane business from alternative energy sources has been increasing as a result of reduced regulation of many utilities.
Propane is generally not competitive with natural gas in areas where natural gas pipelines already exist because natural gas is a less expensive
source of energy than propane. The gradual expansion of natural gas distribution systems and the availability of natural gas in many areas that
previously depended upon propane could cause us to lose customers, thereby reducing our revenues. Fuel oil also competes with propane and is
generally less expensive than propane. In addition, the successful development and increasing usage of alternative energy sources could
adversely affect our operations.

Energy efficiency and technological advances may affect the demand for propane and adversely affect our operating results.

The national trend toward increased conservation and technological advances, including installation of improved insulation and the development
of more efficient furnaces and other heating devices, has decreased the demand for propane by retail customers. Stricter conservation measures
in the future or technological advances in heating, conservation, energy generation or other devices could adversely affect our operations.

Tax Risks to Common Unitholders

In addition to reading the following risk factors, please read �Material Federal Income Tax Considerations� for a more complete discussion of
the expected material federal income tax consequences of owning and disposing of common units.

Our tax treatment depends on our status as a partnership for federal income tax purposes, as well as our not being subject to a material
amount of entity-level taxation by individual states. If the IRS were to treat us as a corporation for federal income tax purposes or if we
become subject to a material amount of entity-level taxation for state tax purposes, it would substantially reduce the amount of cash
available for distribution to unitholders.

The anticipated after-tax economic benefit of an investment in our common units depends largely on our being treated as a partnership for
federal income tax purposes. We have not requested, and do not plan to request, a ruling from the IRS, with respect to our classification as a
partnership for federal income tax purposes.

Despite the fact that we are a limited partnership under Delaware law, it is possible in certain circumstances for a partnership such as ours to be
treated as a corporation for federal income tax purposes. If we are so treated, we would pay federal income tax on our taxable income at the
corporate tax rate, which is currently a maximum of 35%, and we would likely pay additional state income taxes as well. Distributions to
unitholders would generally be taxed again as corporate distributions, and none of our income, gains, losses or deductions would flow through to
unitholders. Because a tax would then be imposed upon us as a corporation, our cash available for distribution to unitholders would be
substantially reduced. Therefore, treatment of us as a corporation would result in a material reduction in the anticipated cash flow and after-tax
return to the unitholders, likely causing a substantial reduction in the value of our common units.

Current law may change, causing us to be treated as a corporation for federal income tax purposes or otherwise subjecting us to entity-level
taxation. For example, members of Congress have recently considered substantive changes to the existing federal income tax laws that would
have affected certain publicly traded partnerships. Specifically, federal income tax legislation has been considered that would have eliminated
partnership tax treatment for certain publicly traded partnerships and recharacterize certain types of income received from partnerships. Several
states currently impose entity-level taxes on partnerships, including us. Further, because of widespread state budget deficits and other reasons,
several additional states are evaluating ways to subject partnerships to entity-level taxation through the imposition of state income, franchise and
other forms of taxation. If any additional states were to impose a tax upon us as an entity, our cash available for
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distribution would be reduced. We are unable to predict whether any of these changes, or other proposals, will be reintroduced or will ultimately
be enacted. Any such changes could negatively impact the value of an investment in our common units.

Our partnership agreement provides that if a law is enacted or existing law is modified or interpreted in a manner that subjects us to taxation as a
corporation or otherwise subjects us to additional entity-level taxation for federal, state or local income tax purposes, the minimum quarterly
distribution amount and the target distribution amounts may be adjusted to reflect the impact of that law on us.

If the IRS contests the federal income tax positions we take, the market for our common units may be adversely affected and the costs of any
such contest will reduce cash available for distributions to our unitholders.

We have not requested a ruling from the IRS with respect to our treatment as a partnership for federal income tax purposes. The IRS may adopt
positions that differ from the positions we take. It may be necessary to resort to administrative or court proceedings to sustain some or all of the
positions we take. A court may not agree with some or all of the positions we take. Any contest with the IRS may materially and adversely
impact the market for our common units and the prices at which they trade. In addition, the costs of any contest with the IRS will be borne by us
reducing the cash available for distribution to our unitholders.

Unitholders may be required to pay taxes on their share of our income even if they do not receive any cash distributions from us.

Because our unitholders will be treated as partners to whom we will allocate taxable income which could be different in amount than the cash we
distribute, unitholders will be required to pay any federal income taxes and, in some cases, state and local income taxes on their share of our
taxable income even if they receive no cash distributions from us. Unitholders may not receive cash distributions from us equal to their share of
our taxable income or even equal to the actual tax liability that results from the taxation of their share of our taxable income.

Tax gain or loss on disposition of our common units could be more or less than expected.

If unitholders sell their common units, they will recognize a gain or loss equal to the difference between the amount realized and the tax basis in
those common units. Because distributions in excess of the unitholder�s allocable share of our net taxable income decrease the unitholder�s tax
basis in their common units, the amount, if any, of such prior excess distributions with respect to the units sold will, in effect, become taxable
income to the unitholder if they sell such units at a price greater than their tax basis in those units, even if the price received is less than their
original cost. Furthermore, a substantial portion of the amount realized, whether or not representing gain, may be taxed as ordinary income due
to potential recapture items, including depreciation recapture. In addition, because the amount realized includes a unitholder�s share of our
nonrecourse liabilities, if a unitholder sells units, the unitholder may incur a tax liability in excess of the amount of cash received from the sale.

Tax-exempt entities and non-U.S. persons face unique tax issues from owning common units that may result in adverse tax consequences to
them.

Investment in common units by tax-exempt entities, including employee benefit plans and individual retirement accounts (known as IRAs) and
non-U.S. persons raises issues unique to them. For example, virtually all of our income allocated to unitholders who are organizations exempt
from federal income tax, may be taxable to them as �unrelated business taxable income.� Distributions to non-U.S. persons will be reduced by
withholding taxes, generally at the highest applicable effective tax rate, and non-U.S. persons will be required to file United States federal and
state income tax returns and generally pay United States federal and state income tax on their share of our taxable income.
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We treat each purchaser of common units as having the same tax benefits without regard to the actual common units purchased. The IRS
may challenge this treatment, which could result in a unitholder owing more tax and may adversely affect the value of the common units.

The IRS may challenge the manner in which we calculate our unitholder�s basis adjustment under Section 743(b) of the Internal Revenue Code.
If so, because neither we nor a unitholder can identify the units to which this issue relates once the initial holder has traded them, the IRS may
assert adjustments to all unitholders selling units within the period under audit as if all unitholders owned such units.

Any position we take that is inconsistent with applicable Treasury Regulations may have to be disclosed on our federal income tax return. This
disclosure increases the likelihood that the IRS will challenge our positions and propose adjustments to some or all of our unitholders.

A successful IRS challenge to this position or other positions we may take could adversely affect the amount of taxable income or loss allocated
to our unitholders. It also could affect the gain from a unitholder�s sale of common units and could have a negative impact on the value of the
common units or result in audit adjustments to our unitholders� tax returns without the benefit of additional deductions. Moreover, because one of
our subsidiaries that is organized as a C corporation for federal income tax purposes owns units in us, a successful IRS challenge could result in
this subsidiary having more tax liability than we anticipate and, therefore, reduce the cash available for distribution to our partnership and, in
turn, to our unitholders.

We prorate our items of income, gain, loss and deduction between transferors and transferees of our units each month based upon the
ownership of our units on the first day of each month, instead of on the basis of the date a particular unit is transferred. The IRS may
challenge this treatment, which could change the allocation of items of income, gain, loss and deduction among our unitholders.

We prorate our items of income, gain, loss and deduction between transferors and transferees of our units each month based upon the ownership
of our units on the first day of each month, instead of on the basis of the date a particular unit is transferred. The use of this proration method
may not be permitted under existing Treasury Regulations. Recently, however, the Department of the Treasury and the IRS issued proposed
Treasury Regulations that provide a safe harbor pursuant to which a publicly traded partnership may use a similar monthly simplifying
convention to allocate tax items among transferor and transferee unitholders. Although publicly traded partnerships are entitled to rely on these
proposed Treasury Regulations, they are not binding on the IRS and are subject to change until final Treasury Regulations are issued.

A unitholder whose units are loaned to a �short seller� to cover a short sale of units may be considered as having disposed of those units. If
so, the unitholder would no longer be treated for tax purposes as a partner with respect to those units during the period of the loan and may
recognize gain or loss from the disposition.

Because a unitholder whose units are loaned to a �short seller� to cover a short sale of units may be considered as having disposed of the loaned
units, the unitholder may no longer be treated for tax purposes as a partner with respect to those units during the period of the loan to the short
seller and the unitholder may recognize gain or loss from such disposition. Moreover, during the period of the loan to the short seller, any of our
income, gain, loss or deduction with respect to those units may not be reportable by the unitholder and any cash distributions received by the
unitholder as to those units could be fully taxable as ordinary income. Unitholders desiring to assure their status as partners and avoid the risk of
gain recognition from a loan to a short seller are urged to modify any applicable brokerage account agreements to prohibit their brokers from
borrowing their units.

We have adopted certain valuation methodologies that may result in a shift of income, gain, loss and deduction between us and our public
unitholders. The IRS may challenge this treatment, which could adversely affect the value of our common units.

When we issue additional units or engage in certain other transactions, we determine the fair market value of our assets and allocate any
unrealized gain or loss attributable to such assets to the capital accounts of
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our unitholders and our general partner. Although we may from time to time consult with professional appraisers regarding valuation matters,
including the valuation of our assets, we make many of the fair market value estimates of our assets ourselves using a methodology based on the
market value of our common units as a means to measure the fair market value of our assets. Our methodology may be viewed as understating
the value of our assets. In that case, there may be a shift of income, gain, loss and deduction between certain unitholders and our general partner,
which may be unfavorable to such unitholders. Moreover, under our current valuation methods, subsequent purchasers of our common units may
have a greater portion of their Internal Revenue Code Section 743(b) adjustment allocated to our tangible assets and a lesser portion allocated to
our intangible assets. The IRS may challenge our valuation methods, or our allocation of Section 743(b) adjustment attributable to our tangible
and intangible assets, and allocations of income, gain, loss and deduction between our general partner and certain of our unitholders.

A successful IRS challenge to these methods or allocations could adversely affect the amount of taxable income or loss being allocated to our
unitholders. It also could affect the amount of gain on the sale of common units by our unitholders and could have a negative impact on the
value of our common units or result in audit adjustments to the tax returns of our unitholders without the benefit of additional deductions.

The sale or exchange of 50% or more of our capital and profit interests during any twelve month period will result in the termination of our
partnership for federal income tax purposes.

We will be considered technically terminated for federal income tax purposes if there is a sale or exchange of 50% or more of the total interests
in our capital and profits within a twelve-month period. For purposes of determining whether the 50% threshold has been met, multiple sales of
the same unit will be counted only once. Our technical termination would, among other things, result in the closing of our taxable year for all
unitholders which would require us to file two tax returns (and our unitholders could receive two Schedules K-1 if relief was not available, as
described below) for one fiscal year, and could result in a deferral of depreciation deductions allowable in computing our taxable income. In the
case of a unitholder reporting on a taxable year other than a calendar year, the closing of our taxable year may also result in more than twelve
months of our taxable income or loss being includable in such unitholder�s taxable income for the year of termination. Our termination currently
would not affect our classification as a partnership for federal income tax purposes. We would be treated as a new partnership for tax purposes,
and would be required to make new tax elections and could be subject to penalties if we were unable to determine in a timely manner that a
termination occurred. The IRS has recently announced a publicly traded partnership technical termination relief program whereby, if a publicly
traded partnership that technically terminated requests publicly traded partnership technical termination relief and such relief is granted by the
IRS, among other things, the partnership will only have to provide one Schedule K-1 to unitholders for the year notwithstanding two partnership
tax years. Please read �Material Federal Income Tax Considerations�Disposition of Common Units�Constructive Termination� for a discussion of
the consequences of our termination for federal income tax purposes.

In November 2010, Enterprise GP Holdings L.P., which held approximately 17.6% of the outstanding common units of ETE and an approximate
40.6% interest in ETE�s general partner, merged into Enterprise Products Partners L.P. For federal income tax purposes, this transaction will be
treated as a change of ownership of the interests in ETE and its general partner formerly owned by Enterprise GP Holdings L.P. The completion
of this merger increased the likelihood that a termination of our partnership for federal income tax purposes may have occurred at that time or
may occur at any time during the twelve-month period following the consummation of the transaction, resulting in a closing of our taxable year,
as discussed above.

Unitholders will likely be subject to state and local taxes and return filing requirements in states where they do not live as a result of
investing in our common units.

In addition to federal income taxes, the unitholders may be subject to other taxes, including state and local taxes, unincorporated business taxes
and estate, inheritance or intangible taxes that are imposed by the various jurisdictions in which we conduct business or own property now or in
the future, even if they do not live in any of those jurisdictions. Unitholders may be required to file state and local income tax returns and pay
state
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and local income taxes in some or all of the jurisdictions. We currently own property or conduct business in more than 40 states. Most of these
states impose an income tax on individuals, corporations and other entities. As we make acquisitions or expand our business, we may control
assets or conduct business in additional states that impose a personal or corporate income tax. Further, unitholders may be subject to penalties
for failure to comply with those requirements. It is the responsibility of each unitholder to file all federal, state and local tax returns. Our counsel
has not rendered an opinion on the state or local tax consequences of an investment in our common units.
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USE OF PROCEEDS

Except as otherwise provided in the applicable prospectus supplement, we will use the net proceeds we receive from the sale of the securities for
general partnership purposes, which may include repayment of indebtedness, the acquisition of businesses and other capital expenditures and
additions to working capital.

Any allocation of the net proceeds of an offering of securities to a specific purpose will be determined at the time of the offering and will be
described in a prospectus supplement.
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RATIO OF EARNINGS TO FIXED CHARGES

The following table sets forth our historical consolidated ratio of earnings to fixed charges for the periods indicated therein:

Year Ended

August 31,

Four Months

Ended

December 31,

2007(1)

Year

Ended

December 31,

2008

Year

Ended

December 31,

2009

Nine Months

Ended

September 30,

20102005 2006 2007
Ratio of earnings to fixed charges 3.02 5.14 4.28 4.31 3.95 2.95 2.28

(1) In November 2007, we changed our fiscal year end from a year ending August 31 to a year ending December 31. Accordingly, the four
months ended December 31, 2007 is treated as a transition period.

For these ratios �earnings� is the amount resulting from adding the following items:

� pre-tax income from continuing operations, before minority interest and equity in earnings of affiliates;

� amortization of capitalized interest;

� distributed income of equity investees; and

� fixed charges.
The term �fixed charges� means the sum of the following:

� interest expensed;

� interest capitalized;

� amortized debt issuance costs; and

� estimated interest element of rentals.
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DESCRIPTION OF UNITS

As of December 31, 2010, there were approximately 265,000 separate common unitholders, which includes common units held in street name.
Our common units represent limited partner interests in us that entitle the holders to the rights and privileges specified in our Second Amended
and Restated Agreement of Limited Partnership.

Common Units, Class E Units and General Partner Interest

As of December 31, 2010, we had 193,212,590 common units outstanding, of which 142,985,623 were held by the public, including
approximately 575,000 common units held by our officers and directors, and 50,226,967 common units held by ETE. Our common units are
listed for trading on the NYSE under the symbol �ETP.� The common units are entitled to distributions of available cash as described below under
�Cash Distribution Policy.�

There are currently 8,853,832 Class E units outstanding, all of which were issued in conjunction with our purchase of the capital stock of
Heritage Holdings Inc., or Heritage Holdings, in January 2004, and are currently owned by our subsidiary Heritage Holdings. The Class E units
generally do not have any voting rights. These Class E units are entitled to aggregate cash distributions equal to 11.1% of the total amount of
cash distributed to all unitholders, including the Class E unitholders, up to $1.41 per unit per year. Management plans to continue its ownership
of the Class E units by Heritage Holdings as long as such units remain outstanding.

As of December 31, 2010, our general partner owned an approximate 1.8% general partner interest in us and the holders of common units and
Class E units collectively owned an approximate 98.2% limited partner interest in us.

Issuance of Additional Securities

Our partnership agreement authorizes us to issue an unlimited number of additional partnership securities and rights to buy partnership securities
for the consideration and on the terms and conditions established by our general partner in its sole discretion, without the approval of the
unitholders. Any such additional partnership securities may be senior to the common units.

It is possible that we will fund acquisitions through the issuance of additional common units or other equity securities. Holders of any additional
common units we issue will be entitled to share equally with the then-existing holders of common units in our distributions of available cash. In
addition, the issuance of additional partnership interests may dilute the value of the interests of the then-existing holders of common units in our
net assets.

In accordance with Delaware law and the provisions of our partnership agreement, we may also issue additional partnership securities that, in the
sole discretion of the general partner, have special voting rights to which the common units are not entitled.

Upon issuance of additional partnership securities, our general partner has the right to make additional capital contributions to the extent
necessary to maintain its then-existing general partner interest in us. In the event that our general partner does not make its proportionate share of
capital contributions to us based on its then-current general partner interest percentage, its general partner percentage will be proportionately
reduced. Moreover, our general partner will have the right, which it may from time to time assign in whole or in part to any of its affiliates, to
purchase common units or other equity securities whenever, and on the same terms that, we issue those securities to persons other than the
general partner and its affiliates, to the extent necessary to maintain its percentage interest, including its interest represented by common units,
that existed immediately prior to each issuance. The holders of common units will not have preemptive rights to acquire additional common
units or other partnership securities.
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Unitholder Approval

The following matters require the approval of the majority of the outstanding common units, including the common units owned by the general
partner and its affiliates:

� a merger of our partnership;

� a sale or exchange of all or substantially all of our assets;

� dissolution or reconstitution of our partnership upon dissolution;

� certain amendments to the partnership agreement; and

� the transfer to another person of the incentive distribution rights at any time, except for transfers to affiliates of the general
partner or transfers in connection with the general partner�s merger or consolidation with or into, or sale of all or substantially all
of its assets to, another person.

The removal of our general partner requires the approval of not less than 66 2/3% of all outstanding units, including units held by our general
partner and its affiliates. Any removal is subject to the election of a successor general partner by the holders of a majority of the outstanding
common units, including units held by our general partner and its affiliates.

Our general partner manages and directs all of our activities. The activities of our general partner are managed and directed by its general
partner, ETP LLC. Our officers and directors are officers and directors of ETP LLC. ETE, as the sole member of ETP LLC, is entitled under the
limited liability company agreement of ETP LLC to appoint all of the directors of ETP LLC. Our unitholders do not have the ability to nominate
directors or vote in the election of the directors of ETP LLC.

Amendments to Our Partnership Agreement

Amendments to our partnership agreement may be proposed only by or with the consent of our general partner. Certain amendments require the
approval of a majority of the outstanding common units, including common units owned by the general partner and its affiliates. Any
amendment that materially and adversely affects the rights or preferences of any class of partnership interests in relation to other classes of
partnership interests will require the approval of at least a majority of the class of partnership interests so affected. Our general partner may
make amendments to the partnership agreement without unitholder approval to reflect:

� a change in our name, the location of our principal place of business or our registered agent or office;

� the admission, substitution, withdrawal or removal of partners;

� a change to qualify or continue our qualification as a limited partnership or a partnership in which the limited partners have
limited liability or to ensure that neither we nor our operating partnership will be treated as an association taxable as a
corporation or otherwise taxed as an entity for federal income tax purposes;

� a change that does not adversely affect our unitholders in any material respect;
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� a change (i) that is necessary or advisable to (A) satisfy any requirements, conditions or guidelines contained in any opinion,
directive, order, ruling or regulation of any federal or state agency or judicial authority or contained in any federal or state
statute, or (B) facilitate the trading of common units or comply with any rule, regulation, guideline or requirement of any
national securities exchange on which the common units are or will be listed for trading, (ii) that is necessary or advisable in
connection with action taken by our general partner with respect to subdivision and
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combination of our securities or (iii) that is required to effect the intent expressed in our partnership agreement;

� a change in our fiscal year or taxable year and any changes that are necessary or advisable as a result of a change in our fiscal
year or taxable year;

� an amendment that is necessary to prevent us, or our general partner or its directors, officers, trustees or agents from being
subjected to the provisions of the Investment Company Act of 1940, as amended, the Investment Advisors Act of 1940, as
amended, or �plan asset� regulations adopted under the Employee Retirement Income Security Act of 1974, as amended;

� an amendment that is necessary or advisable in connection with the authorization or issuance of any class or series of our
securities;

� any amendment expressly permitted in our partnership agreement to be made by our general partner acting alone;

� an amendment effected, necessitated or contemplated by a merger agreement approved in accordance with our partnership
agreement;

� an amendment that is necessary or advisable to reflect, account for and deal with appropriately our formation of, or investment
in, any corporation, partnership, joint venture, limited liability company or other entity other than our operating partnership, in
connection with our conduct of activities permitted by our partnership agreement;

� a merger or conveyance to effect a change in our legal form; or

� any other amendment substantially similar to the foregoing.
Withdrawal or Removal of Our General Partner

Our general partner may withdraw as general partner by giving 90 days� written notice to the unitholders, and that withdrawal will not constitute
a violation of our partnership agreement. Upon the voluntary withdrawal of our general partner, the holders of a majority of our outstanding
common units, excluding the common units held by the withdrawing general partner and its affiliates, may elect a successor to the withdrawing
general partner. If a successor is not elected, or is elected but an opinion of counsel regarding limited liability and tax matters cannot be
obtained, we will be dissolved, wound up and liquidated, unless within 90 days after that withdrawal, the holders of a majority of our
outstanding units, excluding the common units held by the withdrawing general partner and its affiliates, agree to continue our business and to
appoint a successor general partner.

Our general partner may not be removed unless that removal is approved by the vote of the holders of not less than 66 2/3% of our outstanding
units, including units held by our general partner and its affiliates, and we receive an opinion of counsel regarding limited liability and tax
matters. In addition, if our general partner is removed as our general partner under circumstances where cause does not exist, our general partner
will have the right to receive cash in exchange for its partnership interest as a general partner in us, its partnership interest as the general partner
of any member of the Energy Transfer partnership group and its incentive distribution rights. Cause is narrowly defined to mean that a court of
competent jurisdiction has entered a final, non-appealable judgment finding the general partner liable for actual fraud, gross negligence or
willful or wanton misconduct in its capacity as our general partner. Any removal of this kind is also subject to the approval of a successor
general partner by the vote of the holders of the majority of our outstanding common units, including those held by our general partner and its
affiliates.
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While our partnership agreement limits the ability of our general partner to withdraw, it allows the general partner interest to be transferred if,
among other things, the transferee assumes the rights and duties of our general partner, furnishes an opinion of counsel regarding limited liability
and tax matters and agrees to purchase all (or the appropriate portion thereof, if applicable) of our general partner�s general partner interest in us
and any of our subsidiaries. In addition, our partnership agreement expressly permits the sale, in whole or in part, of the ownership of our
general partner. Our general partner may also transfer, in whole or in part, any common units it owns.

Transfer of General Partner Interest

Our general partner may transfer its general partner interest to a third party without the consent of the unitholders. Furthermore, the general
partner of our general partner may transfer its general partner interest in our general partner to a third party without the consent of the
unitholders. Any new owner of the general partner or the general partner of the general partner would be in a position to replace the officers of
the general partner with its own choices and to control the decisions taken by such officers.

Liquidation and Distribution of Proceeds

Upon our dissolution, unless we are reconstituted and continue as a new limited partnership, the person authorized to wind up our affairs (the
liquidator) will, acting with all the powers of our general partner that the liquidator deems necessary or desirable in its good faith judgment,
liquidate our assets. The proceeds of the liquidation will be applied as follows:

� first, towards the payment of all of our creditors and the creation of a reserve for contingent liabilities; and

� then, to all partners in accordance with the positive balance in their respective capital accounts.
Under some circumstances and subject to some limitations, the liquidator may defer liquidation or distribution of our assets for a reasonable
period of time. If the liquidator determines that a sale would be impractical or would cause a loss to our partners, our general partner may
distribute assets in kind to our partners.

Limited Call Right

If at any time less than 20% of the total limited partner interests of any class are held by persons other than our general partner and its affiliates,
our general partner will have the right to acquire all, but not less than all, of those common units at a price no less than their then-current market
price. As a consequence, a unitholder may be required to sell his common units at an undesirable time or price. Our general partner may assign
this purchase right to any of its affiliates or us.

Indemnification

Under our partnership agreement, in most circumstances, we will indemnify our general partner, its affiliates and their officers and directors to
the fullest extent permitted by law, from and against all losses, claims or damages any of them may suffer by reason of their status as general
partner, officer or director, as long as the person seeking indemnity acted in good faith and in a manner believed to be in or not opposed to our
best interest and, with respect to any criminal proceeding, had no reasonable cause to believe the conduct was unlawful. Any indemnification
under these provisions will only be out of our assets. Our general partner shall not be personally liable for, or have any obligation to contribute
or loan funds or assets to us to effectuate any indemnification. We are authorized to purchase insurance against liabilities asserted against and
expenses incurred by persons for our activities, regardless of whether we would have the power to indemnify the person against liabilities under
our partnership agreement.
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Listing

Our outstanding common units are listed on the NYSE under the symbol �ETP.� Any additional common units we issue also will be listed on the
NYSE.

Transfer Agent and Registrar

The transfer agent and registrar for the common units is American Stock Transfer & Trust Company.

Transfer of Common Units

Each purchaser of common units offered by this prospectus must execute a transfer application. By executing and delivering a transfer
application, the purchaser of common units:

� becomes the record holder of the common units and is an assignee until admitted into our partnership as a substituted limited
partner;

� automatically requests admission as a substituted limited partner in our partnership;

� agrees to be bound by the terms and conditions of, and executes, our partnership agreement;

� represents that such person has the capacity, power and authority to enter into the partnership agreement;

� grants to our general partner the power of attorney to execute and file documents required for our existence and qualification as a
limited partnership, the amendment of the partnership agreement, our dissolution and liquidation, the admission, withdrawal,
removal or substitution of partners, the issuance of additional partnership securities and any merger or consolidation of the
partnership; and

� makes the consents and waivers contained in the partnership agreement, including the waiver of the fiduciary duties of the
general partner to unitholders as described in �Risk Factors�Risks Related to Conflicts of Interests�Our partnership agreement limits
our general partner�s fiduciary duties to our unitholders and restricts the remedies available to unitholders for actions taken by our
general partner that might otherwise constitute breaches of fiduciary duty.�

An assignee will become a substituted limited partner of our partnership for the transferred common units upon the consent of our general
partner and the recording of the name of the assignee on our books and records. Although the general partner has no current intention of doing
so, it may withhold its consent in its sole discretion. An assignee who is not admitted as a limited partner will remain an assignee. An assignee is
entitled to an interest equivalent to that of a limited partner for the right to share in allocations and distributions from us, including liquidating
distributions. Furthermore, our general partner will vote and exercise other powers attributable to common units owned by an assignee at the
written direction of the assignee.

Transfer applications may be completed, executed and delivered by a purchaser�s broker, agent or nominee. We are entitled to treat the nominee
holder of a common unit as the absolute owner. In that case, the beneficial holders� rights are limited solely to those that it has against the
nominee holder as a result of any agreement between the beneficial owner and the nominee holder.

Common units are securities and are transferable according to the laws governing transfer of securities. In addition to other rights acquired, the
purchaser has the right to request admission as a substituted limited partner in our partnership for the purchased common units. A purchaser of
common units who does not execute and deliver a transfer application obtains only:
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� the right to transfer the right to seek admission as a substituted limited partner in our partnership for the purchased common
units.
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Thus, a purchaser of common units who does not execute and deliver a transfer application:

� will not receive cash distributions or federal income tax allocations, unless the common units are held in a nominee or �street
name� account and the nominee or broker has executed and delivered a transfer application; and

� may not receive some federal income tax information or reports furnished to record holders of common units.
Until a common unit has been transferred on our books, we and the transfer agent, notwithstanding any notice to the contrary, may treat the
record holder of the common unit as the absolute owner for all purposes, except as otherwise required by law or NYSE regulations.

Status as Limited Partner or Assignee

Except as described under ��Limited Liability,� the common units will be fully paid, and the unitholders will not be required to make additional
capital contributions to us.

Limited Liability

Assuming that a limited partner does not participate in the control of our business within the meaning of the Delaware Revised Uniform Limited
Partnership Act, or the Delaware Act, and that he otherwise acts in conformity with the provisions of our partnership agreement, his liability
under the Delaware Act will be limited, subject to possible exceptions, to the amount of capital he is obligated to contribute to us for his
common units plus his share of any undistributed profits and assets. If it were determined, however, that the right or exercise of the right by the
limited partners as a group to remove or replace the general partner, to approve some amendments to our partnership agreement, or to take other
action under our partnership agreement, constituted �participation in the control� of our business for the purposes of the Delaware Act, then the
limited partners could be held personally liable for our obligations under Delaware law, to the same extent as the general partner. This liability
would extend to persons who transact business with us and who reasonably believe that the limited partner is a general partner. Neither our
partnership agreement nor the Delaware Act specifically provides for legal recourse against our general partner if a limited partner were to lose
limited liability through any fault of the general partner. While this does not mean that a limited partner could not seek legal recourse, we have
found no precedent for this type of a claim in Delaware case law.

Under the Delaware Act, a limited partnership may not make a distribution to a partner if after the distribution all liabilities of the limited
partnership, other than liabilities to partners on account of their partnership interests and liabilities for which the recourse of creditors is limited
to specific property of our partnership, exceed the fair value of the assets of the limited partnership. For the purpose of determining the fair value
of the assets of a limited partnership, the Delaware Act provides that the fair value of property subject to liability for which recourse of creditors
is limited shall be included in the assets of the limited partnership only to the extent that the fair value of that property exceeds the nonrecourse
liability. The Delaware Act provides that a limited partner who receives a distribution and knew at the time of the distribution that the
distribution was in violation of the Delaware Act shall be liable to the limited partnership for the amount of the distribution for three years.
Under the Delaware Act, an assignee who becomes a substituted limited partner of a limited partnership is liable for the obligations of his
assignor to make contributions to our partnership, except the assignee is not obligated for liabilities unknown to him at the time he became a
limited partner and which could not be ascertained from our partnership agreement.

Our subsidiaries currently conduct business in 45 states: Alabama, Arizona, Arkansas, California, Colorado, Connecticut, Delaware, Florida,
Georgia, Idaho, Illinois, Indiana, Kansas, Kentucky, Louisiana, Maine, Maryland, Massachusetts, Michigan, Missouri, Minnesota, Mississippi,
Montana, Nevada, New Hampshire, New Jersey, New Mexico, New York, North Carolina, Ohio, Oklahoma, Oregon, Pennsylvania, Rhode
Island, South Carolina, South Dakota, Tennessee, Texas, Utah, Vermont, Virginia, Wisconsin, Washington, West Virginia and Wyoming. To
maintain the limited liability for Energy Transfer Partners, L.P., as
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the holder of a 100% limited partner interest in Heritage Operating, L.P., we may be required to comply with legal requirements in the
jurisdictions in which Heritage Operating, L.P. conducts business, including qualifying our subsidiaries to do business there. Limitations on the
liability of limited partners for the obligations of a limited partnership have not been clearly established in many jurisdictions. If it were
determined that we were, by virtue of our limited partner interest in Heritage Operating, L.P. or otherwise, conducting business in any state
without compliance with the applicable limited partnership statute, or that our right or the exercise of our right to remove or replace Heritage
Operating, L.P.�s general partner, to approve some amendments to Heritage Operating, L.P.�s partnership agreement, or to take other action under
Heritage Operating, L.P.�s partnership agreement constituted �participation in the control� of Heritage Operating, L.P.�s business for purposes of the
statutes of any relevant jurisdiction, then we could be held personally liable for Heritage Operating, L.P.�s obligations under the law of that
jurisdiction to the same extent as our general partner under the circumstances. We will operate in a manner as our general partner considers
reasonable and necessary or appropriate to preserve our limited liability.

Meetings; Voting

Except as described below regarding a person or group owning 20% or more of any class of units then outstanding, unitholders or assignees who
are record holders of units on the record date will be entitled to notice of, and to vote at, meetings of our limited partners and to act upon matters
for which approvals may be solicited. Common units that are owned by an assignee who is a record holder, but who has not yet been admitted as
a limited partner, shall be voted by our general partner at the written direction of the record holder. Absent direction of this kind, the common
units will not be voted, except that, in the case of common units held by our general partner on behalf of non-citizen assignees, our general
partner shall distribute the votes on those common units in the same ratios as the votes of limited partners on other units are cast.

Our general partner does not anticipate that any meeting of unitholders will be called in the foreseeable future. If authorized by our general
partner, any action that is required or permitted to be taken by the unitholders may be taken either at a meeting of the unitholders or without a
meeting if consents in writing describing the action so taken are signed by holders of the number of units as would be necessary to authorize or
take that action at a meeting. Meetings of the unitholders may be called by our general partner or by unitholders owning at least 20% of the
outstanding units of the class for which a meeting is proposed. Unitholders may vote either in person or by proxy at meetings. The holders of a
majority of the outstanding units of the class or classes for which a meeting has been called represented in person or by proxy shall constitute a
quorum unless any action by the unitholders requires approval by holders of a greater percentage of the units, in which case the quorum shall be
the greater percentage.

Each record holder of a unit has a vote according to his percentage interest in us, although additional limited partner interests having special
voting rights could be issued. However, if at any time any person or group, other than our general partner and its affiliates, owns, in the
aggregate, beneficial ownership of 20% or more of the common units then outstanding, the person or group will lose voting rights on all of its
common units and its common units may not be voted on any matter and will not be considered to be outstanding when sending notices of a
meeting of unitholders, calculating required votes, determining the presence of a quorum or for other similar purposes. Common units held in
nominee or street name account will be voted by the broker or other nominee in accordance with the instruction of the beneficial owner unless
the arrangement between the beneficial owner and his nominee provides otherwise.

Any notice, demand, request, report or proxy material required or permitted to be given or made to record holders of common units under our
partnership agreement will be delivered to the record holder by us or by the transfer agent.

Books and Reports

Our general partner is required to keep appropriate books of our business at our principal offices. The books will be maintained for both tax and
financial reporting purposes on an accrual basis. Reporting for tax purposes is done on a calendar year basis.
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We will furnish or make available to record holders of common units, within 120 days after the close of each fiscal year, an annual report
containing audited financial statements and a report on those financial statements by our independent public accountants. Except for our fourth
quarter, we will also furnish or make available summary financial information within 90 days after the close of each quarter.

We will furnish each record holder of a unit with information reasonably required for tax reporting purposes within 90 days after the close of
each calendar year. This information is expected to be furnished in summary form so that some complex calculations normally required of
partners can be avoided. Our ability to furnish this summary information to unitholders will depend on the cooperation of unitholders in
supplying us with specific information. Every unitholder will receive information to assist him in determining his federal and state tax liability
and filing his federal and state income tax returns, regardless of whether he supplies us with information.

Our partnership agreement provides that a limited partner can, for a purpose reasonably related to his interest as a limited partner, upon
reasonable demand and at his own expense, have furnished to him:

� a current list of the name and last known address of each partner;

� a copy of our tax returns;

� information as to the amount of cash, and a description and statement of the agreed value of any other property or
services, contributed or to be contributed by each partner and the date on which each became a partner;

� copies of our partnership agreement, the certificate of limited partnership of the partnership, related amendments and powers of
attorney under which they have been executed;

� information regarding the status of our business and financial condition; and

� any other information regarding our affairs as is just and reasonable.
Our general partner may, and intends to, keep confidential from the limited partners trade secrets or other information the disclosure of which
our general partner believes in good faith is not in our best interests or that we are required by law or by agreements with third parties to keep
confidential.
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CASH DISTRIBUTION POLICY

Following is a description of the relative rights and preferences of holders of our common units in and to cash distributions. Upon the issuance
of any additional common units, the general partner may make, but is not obligated to make, capital contributions to maintain its then current
general partner interest. In the event the general partner elects not to make such capital contribution, its general partner interest will be diluted
accordingly. As of December 31, 2010, our general partner owned an approximate 1.8% general partner interest in us.

Distributions of Available Cash

General.    We will distribute all of our �available cash� to our unitholders and our general partner within 45 days following the end of each fiscal
quarter.

Definition of Available Cash.     Available cash is defined in our partnership agreement and generally means, with respect to any calendar
quarter, all cash on hand at the end of such quarter:

� less the amount of cash reserves that are necessary or appropriate in the reasonable discretion of the general partner to:

� provide for the proper conduct of our business;

� comply with applicable law or any debt instrument or other agreement (including reserves for future capital expenditures
and for our future credit needs); or

� provide funds for distributions to unitholders and our general partner in respect of any one or more of the next four
quarters;

� plus all cash on hand on the date of determination of available cash for the quarter resulting from working capital borrowings
made after the end of the quarter. Working capital borrowings are generally borrowings that are made under our credit facilities
and in all cases are used solely for working capital purposes or to pay distributions to partners.

Operating Surplus and Capital Surplus

General.    All cash distributed to unitholders will be characterized as either �operating surplus� or �capital surplus.� We distribute available cash
from operating surplus differently than available cash from capital surplus.

Definition of Operating Surplus.    Operating surplus for any period generally means:

� our cash balance on the closing date of our initial public offering; plus

� $10.0 million (as described below); plus

� all of our cash receipts since the closing of our initial public offering, excluding cash from interim capital transactions such as
borrowings that are not working capital borrowings, sales of equity and debt securities and sales or other dispositions of assets
outside the ordinary course of business; plus

Edgar Filing: PIMCO CORPORATE INCOME FUND - Form N-CSR

Table of Contents 74



� our working capital borrowings made after the end of a quarter but before the date of determination of operating surplus for the
quarter; less

42

Edgar Filing: PIMCO CORPORATE INCOME FUND - Form N-CSR

Table of Contents 75



Table of Contents

� all of our operating expenditures after the closing of our initial public offering, including the repayment of working capital
borrowings, but not the repayment of other borrowings, and including maintenance capital expenditures; less

� the amount of cash reserves that the general partner deems necessary or advisable to provide funds for future operating
expenditures.

Definition of Capital Surplus.    Generally, capital surplus will be generated only by:

� borrowings other than working capital borrowings;

� sales of debt and equity securities; and

� sales or other disposition of assets for cash, other than inventory, accounts receivable and other current assets sold in the
ordinary course of business or as part of normal retirements or replacements of assets.

Characterization of Cash Distributions.    We will treat all available cash distributed as coming from operating surplus until the sum of all
available cash distributed since we began operations equals the operating surplus as of the most recent date of determination of available cash.
We will treat any amount distributed in excess of operating surplus, regardless of its source, as capital surplus. As reflected above, operating
surplus includes $10.0 million in addition to our cash balance on the closing date of our initial public offering, cash receipts from our operations
and cash from working capital borrowings. This amount does not reflect actual cash on hand that is available for distribution to our unitholders.
Rather, it is a provision that enables us, if we choose, to distribute as operating surplus up to $10.0 million of cash we receive in the future from
non-operating sources, such as asset sales, issuances of securities, and long-term borrowings, that would otherwise be distributed as capital
surplus. We have not made, and we anticipate that we will not make, any distributions from capital surplus.

Incentive Distribution Rights

Incentive distribution rights represent the contractual right to receive an increasing percentage of quarterly distributions of available cash from
operating surplus after the minimum quarterly distribution has been paid. Please read ��Distributions of Available Cash from Operating Surplus�
below. The general partner owns all of the incentive distribution rights.

Distributions of Available Cash from Operating Surplus

The terms of our partnership agreement require that we make cash distributions with respect to each calendar quarter within 45 days following
the end of each calendar quarter. We are required to make distributions of available cash from operating surplus for any quarter in the following
manner:

� First, 100% to all common and Class E unitholders and the general partner, in accordance with their percentage
interests, until each common unit has received $0.25 per unit for such quarter (the �minimum quarterly distribution�);

� Second, 100% to all common and Class E unitholders and the general partner, in accordance with their respective percentage
interests, until each common unit has received $0.275 per unit for such quarter (the �first target distribution�);

� Third, 87% to all common and Class E unitholders and the general partner, in accordance with their respective percentage
interests, and 13% to the holders of incentive distribution rights, pro rata, until each common unit has received $0.3175 per unit
for such quarter (the �second target distribution�);
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� Fourth, 77% to all common and Class E unitholders and the general partner, in accordance with their respective percentage
interests, and 23% to the holders of incentive distribution rights, pro rata, until each common unit has received $0.4125 per unit
for such quarter (the �third target distribution�); and

� Fifth, thereafter, 52% to all common and Class E unitholders and the general partner, in accordance with their respective
percentage interests, and 48% to the holders of incentive distribution rights, pro rata.

Notwithstanding the foregoing, the distributions on each Class E unit may not exceed $1.41 per year.

Distributions of Available Cash from Capital Surplus

The terms of our partnership agreement require that we make cash distributions with respect to each calendar quarter within 45 days following
the end of each calendar quarter. We will make distributions of available cash from capital surplus, if any, in the following manner:

� First, 100% to all unitholders and the general partner, in accordance with their respective percentage interests, until we distribute
for each common unit an amount of available cash from capital surplus equal to the initial public offering price;

� Thereafter, we will make all distributions of available cash from capital surplus as if they were from operating surplus.
Our partnership agreement treats a distribution of capital surplus as the repayment of the initial unit price from the initial public offering, which
is a return of capital. The initial public offering price per common unit less any distributions of capital surplus per unit is referred to as the
�unrecovered capital�.

If we combine our units into fewer units or subdivide our units into a greater number of units, we will proportionately adjust our minimum
quarterly distribution, our target cash distribution levels, and our unrecovered capital.

For example, if a two-for-one split of our common units should occur, our unrecovered capital would be reduced to 50% of our initial level. We
will not make any adjustment by reason of our issuance of additional units for cash or property.

On January 14, 2005, our general partner announced a two-for-one split of our common units that was effected on March 15, 2005. As a result,
our minimum quarterly distribution and the target cash distribution levels were reduced to 50% of their initial levels. Our adjusted minimum
quarterly distribution and the adjusted target cash distribution levels are reflected in the discussion above under the caption �Distributions of
Available Cash from Operating Surplus.�

In addition, if legislation is enacted or if existing law is modified or interpreted in a manner that causes us to become taxable as a corporation or
otherwise subject to taxation as an entity for federal, state or local income tax purposes, we will reduce our minimum quarterly distribution and
the target cash distribution levels by multiplying the same by one minus the sum of the highest marginal federal corporate income tax rate that
could apply and any increase in the effective overall state and local income tax rates.

Distributions of Cash Upon Liquidation

General.    If we dissolve in accordance with our partnership agreement, we will sell or otherwise dispose of our assets in a process called
liquidation. We will first apply the proceeds of liquidation to the payment of our creditors. We will distribute any remaining proceeds to the
unitholders and the general partner, in
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accordance with their capital account balances, as adjusted to reflect any gain or loss upon the sale or other disposition of our assets in
liquidation.

Any further net gain recognized upon liquidation will be allocated in a manner that takes into account the incentive distribution rights of the
general partner.

Manner of Adjustments for Gain.    The manner of the adjustment for gain is set forth in our partnership agreement in the following manner:

� First, to the general partner and the holders of units who have negative balances in their capital accounts to the extent of and in
proportion to those negative balances;

� Second, 100% to the common unitholders and the general partner, in accordance with their respective percentage interests, until
the capital account for each common unit is equal to the sum of:

� the unrecovered capital; and

� the amount of the minimum quarterly distribution for the quarter during which our liquidation occurs;

� Third, 100% to all unitholders and the general partner, in accordance with their respective percentage interests, until we allocate
under this paragraph an amount per unit equal to:

� the sum of the excess of the first target distribution per unit over the minimum quarterly distribution per unit for each
quarter of our existence; less

� the cumulative amount per unit of any distributions of available cash from operating surplus in excess of the minimum
quarterly distribution per unit that we distributed 100% to the unitholders and the general partner, in accordance with their
percentage interests, for each quarter of our existence;

� Fourth, 87% to all unitholders and the general partner, in accordance with their respective percentage interests, and 13% to the
holders of the incentive distribution rights, pro rata, until we allocate under this paragraph an amount per unit equal to:

� the sum of the excess of the second target distribution per unit over the first target distribution per unit for each quarter of
our existence; less

� the cumulative amount per unit of any distributions of available cash from operating surplus in excess of the first target
distribution per unit that we distributed 87% to the unitholders and the general partner, in accordance with their percentage
interests, and 13% to the holders of the incentive distribution rights, pro rata, for each quarter of our existence;

� Fifth, 77% to all unitholders and the general partner, in accordance with their respective percentage interests, and 23% to the
holders of the incentive distribution rights, pro rata, until we allocate under this paragraph an amount per unit equal to:
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� the sum of the excess of the third target distribution per unit over the second target distribution per unit for each quarter of
our existence; less

� the cumulative amount per unit of any distributions of available cash from operating surplus in excess of the second target
distribution per unit that we distributed 77% to the unitholders and

45

Edgar Filing: PIMCO CORPORATE INCOME FUND - Form N-CSR

Table of Contents 80



Table of Contents

the general partner, in accordance with their respective percentage interests, and 23% to the holders of the incentive
distribution rights, pro rata, for each quarter of our existence; and

� Sixth, thereafter, 52% to all unitholders and the general partner, in accordance with their respective percentage interests, and
48% to the holders of the incentive distribution rights, pro rata.

Manner of Adjustment for Losses.    Upon our liquidation, we will generally allocate any loss to the general partner and the unitholders in the
following manner:

� First, 100% to the holders of common units and the general partner in proportion to the positive balances in the common
unitholders� capital accounts and the general partner�s percentage interest, respectively, until the capital accounts of the common
unitholders have been reduced to zero; and

� Second, thereafter, 100% to the general partner.
Adjustments to Capital Accounts upon the Issuance of Additional Units.    We will make adjustments to capital accounts upon the issuance of
additional units. In doing so, we will allocate any unrealized and, for tax purposes, unrecognized gain or loss resulting from the adjustments to
the unitholders and the general partner in the same manner as we allocate gain or loss upon liquidation. In the event that we make positive
adjustments to the capital accounts upon the issuance of additional units, we will allocate any later negative adjustments to the capital accounts
resulting from the issuance of additional units or upon our liquidation in a manner which results, to the extent possible, in the general partner�s
capital account balances equaling the amount which they would have been if no earlier positive adjustments to the capital accounts had been
made.
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DESCRIPTION OF THE DEBT SECURITIES

Energy Transfer Partners, L.P. may issue senior debt securities on a senior unsecured basis under the indenture, dated January 18, 2005, among
Energy Transfer Partners, L.P., as issuer, the subsidiary guarantors party thereto and U.S. Bank National Association (as successor to Wachovia
Bank, National Association), as trustee. The debt securities will be governed by the provisions of the indenture and those made part of the
indenture by reference to the Trust Indenture Act of 1939, as amended, or the Trust Indenture Act.

We have summarized material provisions of the indenture and the debt securities below. This summary is not complete. We have filed the
indenture with the SEC as an exhibit to the registration statement, and you should read the indenture for provisions that may be important to you.

References in this �Description of the Debt Securities� to �we,� �us� and �our� mean Energy Transfer Partners, L.P.

Provisions Applicable to the Indenture

General.    Any series of debt securities will be our general obligations.

The indenture does not limit the amount of debt securities that may be issued under the indenture, and does not limit the amount of other
unsecured debt or securities that we may issue. We may issue debt securities under the indenture from time to time in one or more series, each in
an amount authorized prior to issuance.

The indenture does not contain any covenants or other provisions designed to protect holders of the debt securities in the event we participate in
a highly leveraged transaction or upon a change of control. The indenture also does not contain provisions that give holders the right to require
us to repurchase their securities in the event of a decline in our credit ratings for any reason, including as a result of a takeover, recapitalization
or similar restructuring or otherwise.

Terms.    We will prepare a prospectus supplement and either a supplemental indenture, or authorizing resolutions of the board of directors of
our general partner�s general partner, accompanied by an officers� certificate, relating to any series of debt securities that we offer, which will
include specific terms relating to some or all of the following:

� the form and title of the debt securities of that series;

� the total principal amount of the debt securities of that series;

� whether the debt securities will be issued in individual certificates to each holder or in the form of temporary or permanent
global securities held by a depositary on behalf of holders;

� the date or dates on which the principal of and any premium on the debt securities of that series will be payable;

� any interest rate which the debt securities of that series will bear, the date from which interest will accrue, interest payment dates
and record dates for interest payments;

� any right to extend or defer the interest payment periods and the duration of the extension;

� whether and under what circumstances any additional amounts with respect to the debt securities will be payable;
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� the place or places where payments on the debt securities of that series will be payable;

� any provisions for optional redemption or early repayment;

� any provisions that would require the redemption, purchase or repayment of debt securities;

� the denominations in which the debt securities will be issued;

� whether payments on the debt securities will be payable in foreign currency or currency units or another form and whether
payments will be payable by reference to any index or formula;

� the portion of the principal amount of debt securities that will be payable if the maturity is accelerated, if other than the entire
principal amount;

� any additional means of defeasance of the debt securities, any additional conditions or limitations to defeasance of the debt
securities or any changes to those conditions or limitations;

� any changes or additions to the events of default or covenants described in this prospectus;

� any restrictions or other provisions relating to the transfer or exchange of debt securities;

� any terms for the conversion or exchange of the debt securities for our other securities or securities of any other entity; and

� any other terms of the debt securities of that series.
This description of debt securities will be deemed modified, amended or supplemented by any description of any series of debt securities set
forth in a prospectus supplement related to that series.

We may sell the debt securities at a discount, which may be substantial, below their stated principal amount. These debt securities may bear no
interest or interest at a rate that at the time of issuance is below market rates. If we sell these debt securities, we will describe in the prospectus
supplement any material United States federal income tax consequences and other special considerations.

If we sell any of the debt securities for any foreign currency or currency unit or if payments on the debt securities are payable in any foreign
currency or currency unit, we will describe in the prospectus supplement the restrictions, elections, tax consequences, specific terms and other
information relating to those debt securities and the foreign currency or currency unit.

The Subsidiary Guarantees.    Certain of our subsidiaries, which we refer to collectively as Subsidiary Guarantors, may fully, irrevocably and
unconditionally guarantee on an unsecured basis all series of our debt securities and will execute a notation of guarantee as further evidence of
their guarantee. The applicable prospectus supplement will describe the terms of any guarantee by the Subsidiary Guarantors.

If a series of debt securities is so guaranteed, the Subsidiary Guarantors� guarantee of the debt securities will be the Subsidiary Guarantors�
unsecured and unsubordinated general obligation, and will rank on a parity with all of the Subsidiary Guarantors� other unsecured and
unsubordinated indebtedness. The obligations of each Subsidiary Guarantor under its guarantee of the debt securities will be limited to the
maximum amount that will not result in the obligations of the Subsidiary Guarantor under the guarantee constituting a fraudulent conveyance or
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� all other contingent and fixed liabilities of the Subsidiary Guarantor; and

� any collections from or payments made by or on behalf of any other Subsidiary Guarantors in respect of the obligations of the
Subsidiary Guarantor under its guarantee.
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The guarantee of any Subsidiary Guarantor may be released under certain circumstances. If we exercise our legal or covenant defeasance option
with respect to debt securities of a particular series as described below in ��Defeasance,� then the guarantee of any Subsidiary Guarantor will be
released with respect to that series. Further, if no default has occurred and is continuing under the indenture, and to the extent not otherwise
prohibited by the indenture, the guarantee of a Subsidiary Guarantor will be unconditionally released and discharged:

� automatically upon any sale, exchange or transfer, whether by way of merger or otherwise, to any person that is not our affiliate,
of all of our direct or indirect limited partnership or other equity interests in the Subsidiary Guarantor;

� automatically upon the merger of the Subsidiary Guarantor into us or any other Subsidiary Guarantor or the liquidation and
dissolution of the Subsidiary Guarantor; or

� following delivery of a written notice by us to the trustee, upon the release of all guarantees by the Subsidiary Guarantor of any
debt of ours for borrowed money for a purchase money obligation or for a guarantee of either, except for any series of debt
securities.

Events of Default.    Unless we inform you otherwise in the applicable prospectus supplement, the following are events of default with respect to
a series of debt securities:

� failure to pay interest on that series of debt securities for 30 days when due;

� default in the payment of principal of or premium, if any, on any debt securities of that series when due at its stated maturity,
upon redemption, upon required repurchase or otherwise;

� default in the payment of any sinking fund payment on any debt securities of that series when due;

� failure by us or, if the series of debt securities is guaranteed by any Subsidiary Guarantors, by such Subsidiary Guarantors, to
comply with the other agreements contained in the indenture, any supplement to the indenture or any board resolution
authorizing the issuance of that series for 60 days after written notice by the trustee or by the holders of at least 25% in principal
amount of the outstanding debt securities issued under the indenture that are affected by that failure;

� certain events of bankruptcy, insolvency or reorganization of us or, if the series of debt securities is guaranteed by any
Subsidiary Guarantor, of any such Subsidiary Guarantor;

� if the series of debt securities is guaranteed by any Subsidiary Guarantor:

� any of the guarantees ceases to be in full force and effect, except as otherwise provided in the indenture;

� any of the guarantees is declared null and void in a judicial proceeding; or
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� any Subsidiary Guarantor denies or disaffirms its obligations under the indenture or its guarantee; and

� any other event of default provided for with respect to that series of debt securities.
A default under one series of debt securities will not necessarily be a default under another series. The trustee may withhold notice to the holders
of the debt securities of any default or event of default (except in any payment on the debt securities) if the trustee considers it in the interest of
the holders of the debt securities to do so.
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If an event of default for any series of debt securities occurs and is continuing, the trustee or the holders of at least 25% in principal amount of
the outstanding debt securities of the series affected by the default (or, in the case of the fourth bullet point appearing above under the heading
��Events of Default�, at least 25% in principal amount of all debt securities issued under the indenture that are affected, voting as one class) may
declare the principal of and all accrued and unpaid interest on those debt securities to be due and payable. If an event of default relating to
certain events of bankruptcy, insolvency or reorganization occurs, the principal of and interest on all the debt securities issued under the
indenture will become immediately due and payable without any action on the part of the trustee or any holder. The holders of a majority in
principal amount of the outstanding debt securities of the series affected by the default may in some cases rescind this accelerated payment
requirement (other than acceleration for nonpayment of principal of or premium or interest on or any additional amounts with respect to the debt
securities).

A holder of a debt security of any series issued under the indenture may pursue any remedy under the indenture only if:

� the holder gives the trustee written notice of a continuing event of default for that series;

� the holders of at least 25% in principal amount of the outstanding debt securities of that series make a written request to the
trustee to pursue the remedy;

� the holders offer to the trustee security or indemnity satisfactory to the trustee;

� the trustee fails to act for a period of 60 days after receipt of the request and offer of security or indemnity; and

� during that 60-day period, the holders of a majority in principal amount of the debt securities of that series do not give the trustee
a direction inconsistent with the request.

This provision does not, however, affect the right of a holder of a debt security to sue for enforcement of any overdue payment.

In most cases, holders of a majority in principal amount of the outstanding debt securities of a series (or of all debt securities issued under the
indenture that are affected, voting as one class) may direct the time, method and place of:

� conducting any proceeding for any remedy available to the trustee; and

� exercising any trust or power conferred upon the trustee relating to or arising as a result of an event of default.
Under the indenture we are required to file each year with the trustee a written statement as to our compliance with the covenants contained in
the indenture.

Modification and Waiver.    The indenture may be amended or supplemented if the holders of a majority in principal amount of the outstanding
debt securities of all series issued under the indenture that are affected by the amendment or supplement (acting as one class) consent to it.
Without the consent of the holder of each debt security affected, however, no modification may:

� reduce the percentage in principal amount of debt securities whose holders must consent to an amendment, a supplement or a
waiver;
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� reduce the principal of, or any premium on, the debt security or change its stated maturity;

� reduce any premium payable on the redemption of the debt security or change the time at which the debt security may or must be
redeemed;

� change any obligation to pay additional amounts on the debt security;

� make payments on the debt security payable in currency other than as originally stated in the debt security;

� impair the holder�s right to receive payment of principal of and premium, if any, and interest on or any additional amounts with
respect to such holder�s debt securities or to institute suit for the enforcement of any payment on or with respect to the debt
security;

� make any change in the percentage of principal amount of debt securities necessary to waive compliance with certain provisions
of the indenture or to make any change in the provision related to modification;

� waive a continuing default or event of default regarding any payment on the debt securities;

� except as provided in the indenture, release any security that may have been granted in respect of any debt securities; or

� except as provided in the indenture, release, or modify the guarantee any Subsidiary Guarantor in any manner adverse to the
holders.

The indenture may be amended or supplemented or any provision of the indenture may be waived without the consent of any holders of debt
securities issued under the indenture:

� to cure any ambiguity, omission, defect or inconsistency;

� to provide for the assumption of our obligations under the indenture by a successor upon any merger, consolidation or asset
transfer permitted under the indenture;

� to provide for uncertificated debt securities in addition to or in place of certificated debt securities or to provide for bearer debt
securities;

� to provide any security for, any guarantees of or any additional obligors on any series of debt securities or the related guarantees;

� to comply with any requirement to effect or maintain the qualification of the indenture under the Trust Indenture Act;
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� to add covenants that would benefit the holders of any debt securities or to surrender any rights we have under the indenture;

� to add events of default with respect to any debt securities; and

� to make any change that does not adversely affect any outstanding debt securities of any series issued under the indenture.
The holders of a majority in principal amount of the outstanding debt securities of any series (or, in some cases, of all debt securities issued
under the indenture that are affected, voting as one class) may waive any
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existing or past default or event of default with respect to those debt securities. Those holders may not, however, waive any default or event of
default in any payment on any debt security or compliance with a provision that cannot be amended or supplemented without the consent of each
holder affected.

Defeasance.    When we use the term defeasance, we mean discharge from some or all of our obligations under the indenture. If any combination
of funds or government securities are deposited with the trustee under the indenture sufficient to make payments on the debt securities of a series
issued under the indenture on the dates those payments are due and payable, then, at our option, either of the following will occur:

� we will be discharged from our or their obligations with respect to the debt securities of that series and, if applicable, the related
guarantees (�legal defeasance�); or

� we will no longer have any obligation to comply with the restrictive covenants, the merger covenant and other specified
covenants under the indenture, and the related events of default will no longer apply (�covenant defeasance�).

If a series of debt securities is defeased, the holders of the debt securities of the series affected will not be entitled to the benefits of the
indenture, except for obligations to register the transfer or exchange of debt securities, replace stolen, lost or mutilated debt securities or
maintain paying agencies and hold moneys for payment in trust. In the case of covenant defeasance, our obligation to pay principal, premium
and interest on the debt securities and, if applicable, guarantees of the payments will also survive.

Unless we inform you otherwise in the prospectus supplement, we will be required to deliver to the trustee an opinion of counsel that the deposit
and related defeasance would not cause the holders of the debt securities to recognize income, gain or loss for U.S. federal income tax purposes.
If we elect legal defeasance, that opinion of counsel must be based upon a ruling from the U.S. Internal Revenue Service or a change in law to
that effect.

No Personal Liability of General Partner.    Our general partner, and its directors, officers, employees, incorporators and partners, in such
capacity, will not be liable for the obligations of Energy Transfer Partners, L.P. or any Subsidiary Guarantor under the debt securities, the
indenture or the guarantees or for any claim based on, in respect of, or by reason of, such obligations or their creation. By accepting a debt
security, each holder of that debt security will have agreed to this provision and waived and released any such liability on the part of our general
partner and its directors, officers, employees, incorporators and partners. This waiver and release are part of the consideration for our issuance of
the debt securities. It is the view of the SEC that a waiver of liabilities under the federal securities laws is against public policy and
unenforceable.

Governing Law.    New York law governs the indenture and will govern the debt securities.

Trustee.    We may appoint a separate trustee for any series of debt securities. We use the term �trustee� to refer to the trustee appointed with
respect to any such series of debt securities. We may maintain banking and other commercial relationships with the trustee and its affiliates in
the ordinary course of business, and the trustee may own debt securities.

Form, Exchange, Registration and Transfer.    The debt securities will be issued in registered form, without interest coupons. There will be no
service charge for any registration of transfer or exchange of the debt securities. However, payment of any transfer tax or similar governmental
charge payable for that registration may be required.

Debt securities of any series will be exchangeable for other debt securities of the same series, the same total principal amount and the same
terms but in different authorized denominations in accordance with the indenture. Holders may present debt securities for registration of transfer
at the office of the security registrar or any transfer agent we designate. The security registrar or transfer agent will effect the transfer or
exchange if its requirements and the requirements of the indenture are met.
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The trustee will be appointed as security registrar for the debt securities. If a prospectus supplement refers to any transfer agents we initially
designate, we may at any time rescind that designation or approve a change in the location through which any transfer agent acts. We are
required to maintain an office or agency for transfers and exchanges in each place of payment. We may at any time designate additional transfer
agents for any series of debt securities.

In the case of any redemption, we will not be required to register the transfer or exchange of:

� any debt security during a period beginning 15 business days prior to the mailing of the relevant notice of redemption and ending
on the close of business on the day of mailing of such notice; or

� any debt security that has been called for redemption in whole or in part, except the unredeemed portion of any debt security
being redeemed in part.

Payment and Paying Agents.    Unless we inform you otherwise in a prospectus supplement, payments on the debt securities will be made in
U.S. dollars at the office of the trustee and any paying agent. At our option, however, payments may be made by wire transfer for global debt
securities or by check mailed to the address of the person entitled to the payment as it appears in the security register. Unless we inform you
otherwise in a prospectus supplement, interest payments may be made to the person in whose name the debt security is registered at the close of
business on the record date for the interest payment.

Unless we inform you otherwise in a prospectus supplement, the trustee under the indenture will be designated as the paying agent for payments
on debt securities issued under the indenture. We may at any time designate additional paying agents or rescind the designation of any paying
agent or approve a change in the office through which any paying agent acts.

If the principal of or any premium or interest on debt securities of a series is payable on a day that is not a business day, the payment will be
made on the following business day. For these purposes, unless we inform you otherwise in a prospectus supplement, a �business day� is any day
that is not a Saturday, a Sunday or a day on which banking institutions in New York, New York or a place of payment on the debt securities of
that series is authorized or obligated by law, regulation or executive order to remain closed.

Subject to the requirements of any applicable abandoned property laws, the trustee and paying agent will pay to us upon written request any
money held by them for payments on the debt securities that remains unclaimed for two years after the date upon which that payment has
become due. After payment to us, holders entitled to the money must look to us for payment. In that case, all liability of the trustee or paying
agent with respect to that money will cease.

Book-Entry Debt Securities.    The debt securities of a series may be issued in the form of one or more global debt securities that would be
deposited with a depositary or its nominee identified in the prospectus supplement. Global debt securities may be issued in either temporary or
permanent form. We will describe in the prospectus supplement the terms of any depositary arrangement and the rights and limitations of owners
of beneficial interests in any global debt security.
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MATERIAL FEDERAL INCOME TAX CONSIDERATIONS

This section is a summary of the material tax considerations that may be relevant to prospective unitholders who are individual citizens or
residents of the United States and, unless otherwise noted in the following discussion, is the opinion of Latham & Watkins LLP, counsel to our
general partner and us, insofar as it relates to legal conclusions with respect to matters of U.S. federal income tax law. This section is based upon
current provisions of the Internal Revenue Code of 1986, as amended (the �Internal Revenue Code�), existing and proposed Treasury regulations
promulgated under the Internal Revenue Code (the �Treasury Regulations�) and current administrative rulings and court decisions, all of which are
subject to change. Later changes in these authorities may cause the tax consequences to vary substantially from the consequences described
below. Unless the context otherwise requires, references in this section to �us� or �we� are references to Energy Transfer Partners, L.P. and our
operating subsidiaries.

The following discussion does not comment on all federal income tax matters affecting us or our unitholders. Moreover, the discussion focuses
on unitholders who are individual citizens or residents of the United States and has only limited application to corporations, estates, trusts,
nonresident aliens or other unitholders subject to specialized tax treatment, such as tax-exempt institutions, foreign persons, individual
retirement accounts (IRAs), real estate investment trusts (REITs) or mutual funds. In addition, the discussion only comments to a limited extent
on state, local and foreign tax consequences. Accordingly, we encourage each prospective unitholder to consult, and depend on, his own tax
advisor in analyzing the federal, state, local and foreign tax consequences particular to him of the ownership or disposition of common units.

No ruling has been or will be requested from the IRS regarding our characterization as a partnership for tax purposes. Instead, we will rely on
opinions of Latham & Watkins LLP. Unlike a ruling, an opinion of counsel represents only that counsel�s best legal judgment and does not bind
the IRS or the courts. Accordingly, the opinions and statements made herein may not be sustained by a court if contested by the IRS. Any
contest of this sort with the IRS may materially and adversely impact the market for the common units and the prices at which common units
trade. In addition, the costs of any contest with the IRS, principally legal, accounting and related fees, will result in a reduction in cash available
for distribution to our unitholders and our general partner and thus will be borne indirectly by our unitholders and our general partner.
Furthermore, the tax treatment of us, or of an investment in us, may be significantly modified by future legislative or administrative changes or
court decisions. Any modifications may or may not be retroactively applied.

All statements as to matters of federal income tax law and legal conclusions with respect thereto, but not as to factual matters, contained in this
section, unless otherwise noted, are the opinion of Latham & Watkins LLP and are based on the accuracy of the representations made by us.

For the reasons described below, Latham & Watkins LLP has not rendered an opinion with respect to the following specific federal income tax
issues: (1) the treatment of a unitholder whose common units are loaned to a short seller to cover a short sale of common units (please read ��Tax
Consequences of Unit Ownership�Treatment of Short Sales�); (2) whether our monthly convention for allocating taxable income and losses is
permitted by existing Treasury Regulations (please read ��Disposition of Common Units� Allocations Between Transferors and Transferees�); and
(3) whether our method for depreciating Section 743 adjustments is sustainable in certain cases (please read ��Tax Consequences of Unit
Ownership�Section 754 Election� and ��Uniformity of Units�).

Partnership Status

A partnership is not a taxable entity and incurs no federal income tax liability. Instead, each partner of a partnership is required to take into
account his share of items of income, gain, loss and deduction of the partnership in computing his federal income tax liability, regardless of
whether cash distributions are made to him by the partnership. Distributions by a partnership to a partner are generally not taxable to the
partnership or the partner unless the amount of cash distributed to him is in excess of the partner�s adjusted basis in his partnership interest.
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Section 7704 of the Internal Revenue Code provides that publicly traded partnerships will, as a general rule, be taxed as corporations. However,
an exception, referred to as the �Qualifying Income Exception,� exists with respect to publicly traded partnerships of which 90% or more of the
gross income for every taxable year consists of �qualifying income.� Qualifying income includes income and gains derived from the
transportation, storage, processing and marketing of crude oil, natural gas and products thereof, including the retail and wholesale marketing of
propane, certain hedging activities and the transportation of propane and natural gas liquids. Other types of qualifying income include interest
(other than from a financial business), dividends, gains from the sale of real property and gains from the sale or other disposition of capital assets
held for the production of income that otherwise constitutes qualifying income. We estimate that less than 6% of our current gross income is not
qualifying income; however, this estimate could change from time to time. Based upon and subject to this estimate, the factual representations
made by us and our general partner and a review of the applicable legal authorities, Latham & Watkins LLP is of the opinion that at least 90% of
our current gross income constitutes qualifying income. The portion of our income that is qualifying income may change from time to time.

No ruling has been or will be sought from the IRS and the IRS has made no determination as to our status or the status of our operating
subsidiaries for federal income tax purposes. Instead, we will rely on the opinion of Latham & Watkins LLP on such matters. It is the opinion of
Latham & Watkins LLP that, based upon the Internal Revenue Code, its Treasury Regulations, published revenue rulings and court decisions
and the representations described below, we will be classified as a partnership and each of our operating subsidiaries will, except as otherwise
provided, be disregarded as an entity separate from us or will be treated as a partnership for federal income tax purposes. In rendering its
opinion, Latham & Watkins LLP has relied on factual representations made by us and our general partner. The representations made by us and
our general partner upon which Latham & Watkins LLP has relied include:

(a) Except for Heritage Holdings, Inc., Energy Transfer del Peru S.R.L., Heritage LP, Inc., Heritage Service Corp., M-P Oils Ltd.,
Oasis Partner Company, Oasis Pipe Line Company, Oasis Pipe Line Finance Company, Oasis Pipe Line Management
Company and Titan Propane Services, Inc., neither we nor any of our operating entities are taxed as corporations or have
elected or will elect to be treated as a corporation;

(b) For each taxable year, more than 90% of our gross income has been and will be income of the type that Latham & Watkins
LLP has opined or will opine is �qualifying income� within the meaning of Section 7704(d) of the Internal Revenue Code; and

(c) Each hedging transaction that we treat as resulting in qualifying income has been and will be appropriately identified as a
hedging transaction pursuant to applicable Treasury Regulations, and has been and will be associated with oil, gas, or products
thereof that are held or to be held by us in activities of the type that Latham & Watkins LLP has opined or will opine result in
qualifying income.

We believe that these representations have been true in the past and expect that these representations will be true in the future.

If we fail to meet the Qualifying Income Exception, other than a failure that is determined by the IRS to be inadvertent and that is cured within a
reasonable time after discovery (in which case the IRS may also require us to make adjustments with respect to our unitholders or pay other
amounts) we will be treated as if we had transferred all of our assets, subject to liabilities, to a newly formed corporation, on the first day of the
year in which we fail to meet the Qualifying Income Exception, in return for stock in that corporation, and then distributed that stock to the
unitholders in liquidation of their interests in us. This deemed contribution and liquidation should be tax-free to unitholders and us so long as we,
at that time, do not have liabilities in excess of the tax basis of our assets. Thereafter, we would be treated as a corporation for federal income tax
purposes.
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If we were treated as an association taxable as a corporation in any taxable year, either as a result of a failure to meet the Qualifying Income
Exception or otherwise, our items of income, gain, loss and deduction would be reflected only on our tax return rather than being passed through
to our unitholders, and our net income would be taxed to us at corporate rates. In addition, any distribution made to a unitholder would be treated
as either taxable dividend income, to the extent of our current and accumulated earnings and profits, or, in the absence of earnings and profits, a
nontaxable return of capital, to the extent of the unitholder�s tax basis in his common units, or taxable capital gain, after the unitholder�s tax basis
in his common units is reduced to zero. Accordingly, taxation as a corporation would result in a material reduction in a unitholder�s cash flow and
after-tax return and thus would likely result in a substantial reduction of the value of the units. The discussion below is based on Latham &
Watkins LLP�s opinion that we will be classified as a partnership for federal income tax purposes.

Limited Partner Status

Unitholders who have become limited partners of Energy Transfer Partners, L.P. will be treated as partners of Energy Transfer Partners, L.P. for
federal income tax purposes. Also:

(a) assignees who have executed and delivered transfer applications, and are awaiting admission as limited partners, and

(b) unitholders whose common units are held in street name or by a nominee and who have the right to direct the nominee in the
exercise of all substantive rights attendant to the ownership of their common units

will be treated as partners of Energy Transfer Partners, L.P. for federal income tax purposes. As there is no direct or indirect controlling
authority addressing assignees of common units who are entitled to execute and deliver transfer applications and thereby become entitled to
direct the exercise of attendant rights, but who fail to execute and deliver transfer applications, Latham & Watkins LLP�s opinion does not extend
to these persons. Furthermore, a purchaser or other transferee of common units who does not execute and deliver a transfer application may not
receive some federal income tax information or reports furnished to record holders of common units unless the common units are held in a
nominee or street name account and the nominee or broker has executed and delivered a transfer application for those common units. A
beneficial owner of common units whose units have been transferred to a short seller to complete a short sale would appear to lose his status as a
partner with respect to those units for federal income tax purposes. Please read ��Tax Consequences of Unit Ownership�Treatment of Short Sales.�
Income, gain, deductions or losses would not appear to be reportable by a unitholder who is not a partner for federal income tax purposes, and
any cash distributions received by a unitholder who is not a partner for federal income tax purposes would therefore appear to be fully taxable as
ordinary income. These holders are urged to consult their own tax advisors with respect to their tax consequences of holding common units in
Energy Transfer Partners, L.P. The references to �unitholders� in the discussion that follows are to persons who are treated as partners in Energy
Transfer Partners, L.P., for federal income tax purposes.

Tax Consequences of Unit Ownership

Flow-Through of Taxable Income.    Subject to the discussion below under ��Entity-Level Collections,� we will not pay any federal income tax.
Instead, each unitholder will be required to report on his income tax return his share of our income, gains, losses and deductions without regard
to whether we make cash distributions to him. Consequently, we may allocate income to a unitholder even if he has not received a cash
distribution. Each unitholder will be required to include in income his allocable share of our income, gains, losses and deductions for our taxable
year ending with or within his taxable year. Our taxable year ends on December 31.

Treatment of Distributions.    Distributions by us to a unitholder generally will not be taxable to the unitholder for federal income tax purposes,
except to the extent the amount of any such cash distribution exceeds his tax basis in his common units immediately before the distribution. Our
cash distributions in excess of a
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unitholder�s tax basis generally will be considered to be gain from the sale or exchange of the common units, taxable in accordance with the rules
described under ��Disposition of Common Units� below. Any reduction in a unitholder�s share of our liabilities for which no partner, including the
general partner, bears the economic risk of loss, known as �nonrecourse liabilities,� will be treated as a distribution of cash to that unitholder. To
the extent our distributions cause a unitholder�s �at risk� amount to be less than zero at the end of any taxable year, he must recapture any losses
deducted in previous years. Please read ��Limitations on Deductibility of Losses.�

A decrease in a unitholder�s percentage interest in us because of our issuance of additional common units will decrease his share of our
nonrecourse liabilities, and thus will result in a corresponding deemed distribution of cash. This deemed distribution may constitute a non-pro
rata distribution. A non-pro rata distribution of money or property may result in ordinary income to a unitholder, regardless of his tax basis in his
common units, if the distribution reduces the unitholder�s share of our �unrealized receivables,� including depreciation recapture, and/or
substantially appreciated �inventory items,� both as defined in the Internal Revenue Code, and collectively, �Section 751 Assets.� To that extent, he
will be treated as having been distributed his proportionate share of the Section 751 Assets and then having exchanged those assets with us in
return for the non-pro rata portion of the actual distribution made to him. This latter deemed exchange will generally result in the unitholder�s
realization of ordinary income, which will equal the excess of (1) the non-pro rata portion of that distribution over (2) the unitholder�s tax basis
(generally zero) for the share of Section 751 Assets deemed relinquished in the exchange.

Basis of Common Units.    A unitholder�s initial tax basis for his common units will be the amount he paid for the common units plus his share
of our nonrecourse liabilities. That basis will be increased by his share of our income and by any increases in his share of our nonrecourse
liabilities. That basis will be decreased, but not below zero, by distributions from us, by the unitholder�s share of our losses, by any decreases in
his share of our nonrecourse liabilities and by his share of our expenditures that are not deductible in computing taxable income and are not
required to be capitalized. A unitholder will have no share of our debt that is recourse to our general partner, but will have a share, generally
based on his share of profits, of our nonrecourse liabilities. Please read ��Disposition of Common Units�Recognition of Gain or Loss.�

Limitations on Deductibility of Losses.    The deduction by a unitholder of his share of our losses will be limited to the tax basis in his units and,
in the case of an individual unitholder estate, trust, or a corporate unitholder (if more than 50% of the value of the corporate unitholder�s stock is
owned directly or indirectly by or for five or fewer individuals or some tax-exempt organizations) to the amount for which the unitholder is
considered to be �at risk� with respect to our activities, if that is less than his tax basis. A common unitholder subject to these limitations must
recapture losses deducted in previous years to the extent that distributions cause his at risk amount to be less than zero at the end of any taxable
year. Losses disallowed to a unitholder or recaptured as a result of these limitations will carry forward and will be allowable as a deduction to
the extent that his at-risk amount is subsequently increased, provided such losses do not exceed such common unitholder�s tax basis in his
common units. Upon the taxable disposition of a unit, any gain recognized by a unitholder can be offset by losses that were previously
suspended by the at risk limitation but may not be offset by losses suspended by the basis limitation. Any loss previously suspended by the
at-risk limitation in excess of that gain would no longer be utilizable. In general, a unitholder will be at risk to the extent of the tax basis of his
units, excluding any portion of that basis attributable to his share of our nonrecourse liabilities, reduced by (i) any portion of that basis
representing amounts otherwise protected against loss because of a guarantee, stop loss agreement or other similar arrangement and (ii) any
amount of money he borrows to acquire or hold his units, if the lender of those borrowed funds owns an interest in us, is related to the unitholder
or can look only to the units for repayment. A unitholder�s at risk amount will increase or decrease as the tax basis of the unitholder�s units
increases or decreases, other than tax basis increases or decreases attributable to increases or decreases in his share of our nonrecourse liabilities.

In addition to the basis and at-risk limitations on the deductibility of losses, the passive loss limitations generally provide that individuals,
estates, trusts and some closely-held corporations and personal service corporations can deduct losses from passive activities, which are
generally trade or business activities in which the taxpayer does not materially participate, only to the extent of the taxpayer�s income from those
passive activities. The passive loss limitations are applied separately with respect to each publicly traded partnership.
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Consequently, any passive losses we generate will only be available to offset our passive income generated in the future and will not be available
to offset income from other passive activities or investments, including our investments or a unitholder�s investments in other publicly traded
partnerships, or salary or active business income. Passive losses that are not deductible because they exceed a unitholder�s share of income we
generate may be deducted in full when he disposes of his entire investment in us in a fully taxable transaction with an unrelated party. The
passive loss limitations are applied after other applicable limitations on deductions, including the at risk rules and the basis limitation.

A unitholder�s share of our net income may be offset by any of our suspended passive losses, but it may not be offset by any other current or
carryover losses from other passive activities, including those attributable to other publicly traded partnerships.

Limitations on Interest Deductions.    The deductibility of a non-corporate taxpayer�s �investment interest expense� is generally limited to the
amount of that taxpayer�s �net investment income.� Investment interest expense includes:

� interest on indebtedness properly allocable to property held for investment;

� our interest expense attributed to portfolio income; and

� the portion of interest expense incurred to purchase or carry an interest in a passive activity to the extent attributable to portfolio
income.

The computation of a unitholder�s investment interest expense will take into account interest on any margin account borrowing or other loan
incurred to purchase or carry a unit. Net investment income includes gross income from property held for investment and amounts treated as
portfolio income under the passive loss rules, less deductible expenses, other than interest, directly connected with the production of investment
income, but generally does not include gains attributable to the disposition of property held for investment or (if applicable) qualified dividend
income. The IRS has indicated that the net passive income earned by a publicly traded partnership will be treated as investment income to its
unitholders. In addition, the unitholder�s share of our portfolio income will be treated as investment income.

Entity-Level Collections.    If we are required or elect under applicable law to pay any federal, state, local or foreign income tax on behalf of any
unitholder or our general partner or any former unitholder, we are authorized to pay those taxes from our funds. That payment, if made, will be
treated as a distribution of cash to the unitholder on whose behalf the payment was made. If the payment is made on behalf of a person whose
identity cannot be determined, we are authorized to treat the payment as a distribution to all current unitholders. We are authorized to amend our
partnership agreement in the manner necessary to maintain uniformity of intrinsic tax characteristics of units and to adjust later distributions, so
that after giving effect to these distributions, the priority and characterization of distributions otherwise applicable under our partnership
agreement is maintained as nearly as is practicable. Payments by us as described above could give rise to an overpayment of tax on behalf of an
individual unitholder in which event the unitholder would be required to file a claim in order to obtain a credit or refund.

Allocation of Income, Gain, Loss and Deduction.    In general, if we have a net profit, our items of income, gain, loss and deduction will be
allocated among our general partner and the unitholders in accordance with their percentage interests in us. At any time that distributions are
made to the common units or incentive distributions are made to our general partner, gross income will be allocated to the recipients to the
extent of these distributions. If we have a net loss, that loss will be allocated first to our general partner and the unitholders in accordance with
their percentage interests in us to the extent of their positive capital accounts and, second, to our general partner. Specified items of our income,
gain, loss and deduction will be allocated to account for the difference between the tax basis and fair market value of our assets at the time of the
offering, referred to in this discussion as �Contributed Property.� The effect of these allocations, referred to as Section 704(c) Allocations, to a
unitholder purchasing common units from us in an offering will be essentially the same as if the tax bases of our assets were equal to their fair
market value at the time of this offering. In the event we issue additional
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common units or engage in certain other transactions in the future �reverse Section 704(c) Allocations,� similar to the Section 704(c) Allocations
described above, will be made to all holders of partnership interests immediately prior to, or in conjunction with, such other transactions to
account for the difference between the �book� basis for purposes of maintaining capital accounts and the fair market value of all property held by
us at the time of such issuance or future transaction. In addition, items of recapture income will be allocated to the extent possible to the
unitholder who was allocated the deduction giving rise to the treatment of that gain as recapture income in order to minimize the recognition of
ordinary income by some unitholders. Finally, although we do not expect that our operations will result in the creation of negative capital
accounts, if negative capital accounts nevertheless result, items of our income and gain will be allocated in an amount and manner to eliminate
the negative balance as quickly as possible. An allocation of items of our income, gain, loss or deduction, other than an allocation required by
the Internal Revenue Code to eliminate the difference between a partner�s �book� capital account, credited with the fair market value of
Contributed Property, and �tax� capital account, credited with the tax basis of Contributed Property, referred to in this discussion as the �Book-Tax
Disparity,� will generally be given effect for federal income tax purposes in determining a partner�s share of an item of income, gain, loss or
deduction only if the allocation has �substantial economic effect.� In any other case, a partner�s share of an item will be determined on the basis of
his interest in us, which will be determined by taking into account all the facts and circumstances, including:

� his relative contributions to us;

� the interests of all the partners in profits and losses;

� the interest of all the partners in cash flow; and

� the rights of all the partners to distributions of capital upon liquidation.
Latham & Watkins LLP is of the opinion that, with the exception of the issues described in ��Section 754 Election� and ��Disposition of Common
Units�Allocations Between Transferors and Transferees,� allocations under our partnership agreement will be given effect for federal income tax
purposes in determining a partner�s share of an item of income, gain, loss or deduction.

Treatment of Short Sales.    A unitholder whose units are loaned to a �short seller� to cover a short sale of units may be considered as having
disposed of those units. If so, he would no longer be treated for tax purposes as a partner with respect to those units during the period of the loan
and may recognize gain or loss from the disposition. As a result, during this period:

� any of our income, gain, loss or deduction with respect to those units would not be reportable by the unitholder;

� any cash distributions received by the unitholder as to those units would be fully taxable; and

� all of these distributions would appear to be ordinary income.
Because there is no direct or indirect controlling authority on the issue relating to partnership interests, Latham & Watkins LLP has not rendered
an opinion regarding the tax treatment of a unitholder whose common units are loaned to a short seller to cover a short sale of common units;
therefore, unitholders desiring to assure their status as partners and avoid the risk of gain recognition from a loan to a short seller are urged to
modify any applicable brokerage account agreements to prohibit their brokers from loaning their units. The IRS has previously announced that it
is studying issues relating to the tax treatment of short sales of partnership interests. Please also read ��Disposition of Common Units�Recognition
of Gain or Loss.�

Alternative Minimum Tax.    Each unitholder will be required to take into account his distributive share of any items of our income, gain, loss or
deduction for purposes of the alternative minimum tax. The current minimum tax rate for noncorporate taxpayers is 26% on the first $175,000 of
alternative minimum taxable
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income in excess of the exemption amount and 28% on any additional alternative minimum taxable income. Prospective unitholders are urged to
consult with their tax advisors as to the impact of an investment in units on their liability for the alternative minimum tax.

Tax Rates.    Under current law, the highest marginal U.S. federal income tax rate applicable to ordinary income of individuals is 35% and the
highest marginal U.S. federal income tax rate applicable to long-term capital gains (generally, capital gains on certain assets held for more than
12 months) of individuals is 15%. These rates are subject to change by new legislation at any time or as a result of sunset provisions.

The recently-enacted Patient Protection and Affordable Care Act of 2010, as amended by the Health Care and Education Reconciliation Act of
2010, is scheduled to impose a 3.8% Medicare tax on certain net investment income earned by individuals, estates and trusts for taxable years
beginning after December 31, 2012. For these purposes, net investment income generally includes a unitholder�s allocable share of our income
and gain recognized by a unitholder from a sale of units. In the case of an individual, the tax will be imposed on the lesser of (i) the unitholder�s
net investment income or (ii) the amount by which the unitholder�s modified adjusted gross income exceeds $250,000 (if the unitholder is
married and filing jointly or a surviving spouse), $125,000 (if the unitholder is married and filing separately) or $200,000 (in any other case). In
the case of an estate or trust, the tax will be imposed on the lesser of (i) undistributed net investment income or (ii) the excess adjusted gross
income over the dollar amount at which the highest income tax bracket applicable to an estate or trust begins.

Section 754 Election.    We have made the election permitted by Section 754 of the Internal Revenue Code. That election is irrevocable without
the consent of the IRS unless there is a constructive termination of the partnership. Please read ��Disposition of Common Units�Constructive
Termination.� The election will generally permit us to adjust a common unit purchaser�s tax basis in our assets (�inside basis�) under Section 743(b)
of the Internal Revenue Code to reflect his purchase price. This election does not apply to a person who purchases common units directly from
us. The Section 743(b) adjustment belongs to the purchaser and not to other unitholders. For purposes of this discussion, the inside basis in our
assets with respect to a unitholder will be considered to have two components: (1) his share of our tax basis in our assets (�common basis�) and
(2) his Section 743(b) adjustment to that basis.

Where the remedial allocation method is adopted (which we have historically adopted as to all property other than certain goodwill properties
and which we will generally adopt as to all properties going forward), the Treasury Regulations under Section 743 of the Internal Revenue Code
require a portion of the Section 743(b) adjustment that is attributable to recovery property under Section 168 of the Internal Revenue Code
whose book basis is in excess of its tax basis to be depreciated over the remaining cost recovery period for the property�s unamortized Book-Tax
Disparity. Under Treasury Regulation Section 1.167(c)-1(a)(6), a Section 743(b) adjustment attributable to property subject to depreciation
under Section 167 of the Internal Revenue Code, rather than cost recovery deductions under Section 168, is generally required to be depreciated
using either the straightline method or the 150% declining balance method. If we elect a method other than the remedial method, the
depreciation and amortization methods and useful lives associated with the Section 743(b) adjustment, therefore, may differ from the methods
and useful lives generally used to depreciate the inside basis in such properties. Under our partnership agreement, our general partner is
authorized to take a position to preserve the uniformity of units even if that position is not consistent with these and any other Treasury
Regulations. If we elect a method other than the remedial method with respect to a goodwill property, the common basis of such property is not
amortizable. Please read ��Uniformity of Units.�

Although Latham & Watkins LLP is unable to opine as to the validity of this approach because there is no direct or indirect controlling authority
on this issue, we intend to depreciate the portion of a Section 743(b) adjustment attributable to unrealized appreciation in the value of
Contributed Property, to the extent of any unamortized Book-Tax Disparity, using a rate of depreciation or amortization derived from the
depreciation or amortization method and useful life applied to the property�s unamortized Book-Tax Disparity, or treat that portion as
non-amortizable to the extent attributable to property which is not amortizable. This method is consistent with the methods employed by other
publicly traded partnerships but is arguably inconsistent with Treasury Regulation Section 1.167(c)-1(a)(6), which is not expected to directly
apply to a material portion of our
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assets, and Treasury Regulation Section 1.197-2(g)(3). To the extent this Section 743(b) adjustment is attributable to appreciation in value in
excess of the unamortized Book-Tax Disparity, we will apply the rules described in the Treasury Regulations and legislative history. If we
determine that this position cannot reasonably be taken, we may take a depreciation or amortization position under which all purchasers
acquiring units in the same month would receive depreciation or amortization, whether attributable to common basis or a Section 743(b)
adjustment, based upon the same applicable rate as if they had purchased a direct interest in our assets. This kind of aggregate approach may
result in lower annual depreciation or amortization deductions than would otherwise be allowable to some unitholders. Please read ��Uniformity of
Units.� A unitholder�s tax basis for his common units is reduced by his share of our deductions (whether or not such deductions were claimed on
an individual�s income tax return) so that any position we take that understates deductions will overstate the common unitholder�s basis in his
common units, which may cause the unitholder to understate gain or overstate loss on any sale of such units. Please read ��Disposition of Common
Units�Recognition of Gain or Loss.� The IRS may challenge our position with respect to depreciating or amortizing the Section 743(b) adjustment
we take to preserve the uniformity of the units. If such a challenge were sustained, the gain from the sale of units might be increased without the
benefit of additional deductions.

A Section 754 election is advantageous if the transferee�s tax basis in his units is higher than the units� share of the aggregate tax basis of our
assets immediately prior to the transfer. In that case, as a result of the election, the transferee would have, among other items, a greater amount
of depreciation deductions and his share of any gain or loss on a sale of our assets would be less. Conversely, a Section 754 election is
disadvantageous if the transferee�s tax basis in his units is lower than those units� share of the aggregate tax basis of our assets immediately prior
to the transfer. Thus, the fair market value of the units may be affected either favorably or unfavorably by the election. A basis adjustment is
required regardless of whether a Section 754 election is made in the case of a transfer of an interest in us if we have a substantial built-in loss
immediately after the transfer, or if we distribute property and have a substantial basis reduction. Generally a built-in loss or a basis reduction is
substantial if it exceeds $250,000.

The calculations involved in the Section 754 election are complex and will be made on the basis of assumptions as to the value of our assets and
other matters. For example, the allocation of the Section 743(b) adjustment among our assets must be made in accordance with the Internal
Revenue Code. The IRS could seek to reallocate some or all of any Section 743(b) adjustment allocated by us to our tangible assets to goodwill
instead. Goodwill, as an intangible asset, is generally nonamortizable or amortizable over a longer period of time or under a less accelerated
method than our tangible assets. We cannot assure you that the determinations we make will not be successfully challenged by the IRS and that
the deductions resulting from them will not be reduced or disallowed altogether. Should the IRS require a different basis adjustment to be made,
and should, in our opinion, the expense of compliance exceed the benefit of the election, we may seek permission from the IRS to revoke our
Section 754 election. If permission is granted, a subsequent purchaser of units may be allocated more income than he would have been allocated
had the election not been revoked.

Tax Treatment of Operations

Accounting Method and Taxable Year.    We use the year ending December 31 as our taxable year and the accrual method of accounting for
federal income tax purposes. Each unitholder will be required to include in income his share of our income, gain, loss and deduction for our
taxable year ending within or with his taxable year. In addition, a unitholder who has a taxable year ending on a date other than December 31
and who disposes of all of his units following the close of our taxable year but before the close of his taxable year must include his share of our
income, gain, loss and deduction in income for his taxable year, with the result that he will be required to include in income for his taxable year
his share of more than twelve months of our income, gain, loss and deduction. Please read ��Disposition of Common Units�Allocations Between
Transferors and Transferees.�

Initial Tax Basis, Depreciation and Amortization.    The tax basis of our assets will be used for purposes of computing depreciation and cost
recovery deductions and, ultimately, gain or loss on the disposition of these assets. The federal income tax burden associated with the difference
between the fair market value of our
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assets and their tax basis immediately prior to an offering will be borne by our partners holding an interest in us prior to such offering. Please
read ��Tax Consequences of Unit Ownership�Allocation of Income, Gain, Loss and Deduction.�

To the extent allowable, we may elect to use the depreciation and cost recovery methods, including bonus depreciation to the extent available,
that will result in the largest deductions being taken in the early years after assets subject to these allowances are placed in service. Please read
��Uniformity of Units.� Property we subsequently acquire or construct may be depreciated using accelerated methods permitted by the Internal
Revenue Code.

If we dispose of depreciable property by sale, foreclosure or otherwise, all or a portion of any gain, determined by reference to the amount of
depreciation previously deducted and the nature of the property, may be subject to the recapture rules and taxed as ordinary income rather than
capital gain. Similarly, a unitholder who has taken cost recovery or depreciation deductions with respect to property we own will likely be
required to recapture some or all of those deductions as ordinary income upon a sale of his interest in us. Please read ��Tax Consequences of Unit
Ownership�Allocation of Income, Gain, Loss and Deduction� and ��Disposition of Common Units�Recognition of Gain or Loss.�

The costs incurred in selling our units (called �syndication expenses�) must be capitalized and cannot be deducted currently, ratably or upon our
termination. There are uncertainties regarding the classification of costs as organization expenses, which may be amortized by us, and as
syndication expenses, which may not be amortized by us. The underwriting discounts and commissions we incur will be treated as syndication
expenses.

Valuation and Tax Basis of Our Properties.    The federal income tax consequences of the ownership and disposition of units will depend in
part on our estimates of the relative fair market values, and the initial tax bases, of our assets. Although we may from time to time consult with
professional appraisers regarding valuation matters, we will make many of the relative fair market value estimates ourselves. These estimates
and determinations of basis are subject to challenge and will not be binding on the IRS or the courts. If the estimates of fair market value or basis
are later found to be incorrect, the character and amount of items of income, gain, loss or deductions previously reported by unitholders might
change, and unitholders might be required to adjust their tax liability for prior years and incur interest and penalties with respect to those
adjustments.

Disposition of Common Units

Recognition of Gain or Loss.    Gain or loss will be recognized on a sale of units equal to the difference between the amount realized and the
unitholder�s tax basis for the units sold. A unitholder�s amount realized will be measured by the sum of the cash or the fair market value of other
property received by him plus his share of our nonrecourse liabilities. Because the amount realized includes a unitholder�s share of our
nonrecourse liabilities, the gain recognized on the sale of units could result in a tax liability in excess of any cash received from the sale.

Prior distributions from us that in the aggregate were in excess of cumulative net taxable income for a common unit and, therefore, decreased a
unitholder�s tax basis in that common unit will, in effect, become taxable income if the common unit is sold at a price greater than the unitholder�s
tax basis in that common unit, even if the price received is less than his original cost.

Except as noted below, gain or loss recognized by a unitholder, other than a �dealer� in units, on the sale or exchange of a unit will generally be
taxable as capital gain or loss. Capital gain recognized by an individual on the sale of units held for more than twelve months will generally be
taxed at favorable rates, currently a maximum U.S. federal income tax rate of 15%. However, a portion of this gain or loss, which will likely be
substantial, will be separately computed and taxed as ordinary income or loss under Section 751 of the Internal Revenue Code to the extent
attributable to assets giving rise to depreciation recapture or other �unrealized receivables� or to �inventory items� we own. The term �unrealized
receivables� includes potential recapture items, including depreciation recapture. Ordinary income attributable to unrealized receivables,
inventory items and depreciation recapture may exceed net taxable gain realized upon the sale of a unit and may be recognized
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even if there is a net taxable loss realized on the sale of a unit. Thus, a unitholder may recognize both ordinary income and a capital loss upon a
sale of units. Capital losses may offset capital gains and no more than $3,000 of ordinary income, in the case of individuals, and may only be
used to offset capital gains in the case of corporations.

The IRS has ruled that a partner who acquires interests in a partnership in separate transactions must combine those interests and maintain a
single adjusted tax basis for all those interests. Upon a sale or other disposition of less than all of those interests, a portion of that tax basis must
be allocated to the interests sold using an �equitable apportionment� method, which generally means that the tax basis allocated to the interest sold
equals an amount that bears the same relation to the partner�s tax basis in his entire interest in the partnership as the value of the interest sold
bears to the value of the partner�s entire interest in the partnership. Treasury Regulations under Section 1223 of the Internal Revenue Code allow
a selling unitholder who can identify common units transferred with an ascertainable holding period to elect to use the actual holding period of
the common units transferred. Thus, according to the ruling discussed above, a common unitholder will be unable to select high or low basis
common units to sell as would be the case with corporate stock, but, according to the Treasury Regulations, may designate specific common
units sold for purposes of determining the holding period of units transferred. A unitholder electing to use the actual holding period of common
units transferred must consistently use that identification method for all subsequent sales or exchanges of common units. A unitholder
considering the purchase of additional units or a sale of common units purchased in separate transactions is urged to consult his tax advisor as to
the possible consequences of this ruling and application of the Treasury Regulations.

Specific provisions of the Internal Revenue Code affect the taxation of some financial products and securities, including partnership interests, by
treating a taxpayer as having sold an �appreciated� partnership interest, one in which gain would be recognized if it were sold, assigned or
terminated at its fair market value, if the taxpayer or related persons enter(s) into:

� a short sale;

� an offsetting notional principal contract; or

� a futures or forward contract;
in each case, with respect to the partnership interest or substantially identical property.

Moreover, if a taxpayer has previously entered into a short sale, an offsetting notional principal contract or a futures or forward contract with
respect to the partnership interest, the taxpayer will be treated as having sold that position if the taxpayer or a related person then acquires the
partnership interest or substantially identical property. The Secretary of the Treasury is also authorized to issue regulations that treat a taxpayer
that enters into transactions or positions that have substantially the same effect as the preceding transactions as having constructively sold the
financial position.

Allocations Between Transferors and Transferees.    In general, our taxable income and losses will be determined annually, will be prorated on
a monthly basis and will be subsequently apportioned among the unitholders in proportion to the number of units owned by each of them as of
the opening of the applicable exchange on the first business day of the month, which we refer to in this prospectus as the �Allocation Date.�
However, gain or loss realized on a sale or other disposition of our assets other than in the ordinary course of business will be allocated among
the unitholders on the Allocation Date in the month in which that gain or loss is recognized. As a result, a unitholder transferring units may be
allocated income, gain, loss and deduction realized after the date of transfer.

Although simplifying conventions are contemplated by the Internal Revenue Code and most publicly traded partnerships use similar simplifying
conventions, the use of this method may not be permitted under existing Treasury Regulations as there is no direct or indirect controlling
authority on this issue. Recently, the Department of the Treasury and the IRS issued proposed Treasury Regulations that provide a safe harbor
pursuant to which a publicly traded partnership may use a similar monthly simplifying convention to allocate tax
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items among transferor and transferee unitholders, although such tax items must be prorated on a daily basis. Existing publicly traded
partnerships are entitled to rely on these proposed Treasury Regulations; however, they are not binding on the IRS and are subject to change
until final Treasury Regulations are issued. Accordingly, Latham & Watkins LLP is unable to opine on the validity of this method of allocating
income and deductions between transferor and transferee unitholders because the issue has not been finally resolved by the IRS or the courts. If
this method is not allowed under the Treasury Regulations, or only applies to transfers of less than all of the unitholder�s interest, our taxable
income or losses might be reallocated among the unitholders. We are authorized to revise our method of allocation between transferor and
transferee unitholders, as well as unitholders whose interests vary during a taxable year, to conform to a method permitted under future Treasury
Regulations.

A unitholder who owns units at any time during a quarter and who disposes of them prior to the record date set for a cash distribution for that
quarter will be allocated items of our income, gain, loss and deductions attributable to that quarter but will not be entitled to receive that cash
distribution.

Notification Requirements.    A unitholder who sells any of his units is generally required to notify us in writing of that sale within 30 days after
the sale (or, if earlier, January 15 of the year following the sale). A purchaser of units who purchases units from another unitholder is also
generally required to notify us in writing of that purchase within 30 days after the purchase. Upon receiving such notifications, we are required
to notify the IRS of that transaction and to furnish specified information to the transferor and transferee. Failure to notify us of a purchase may,
in some cases, lead to the imposition of penalties. However, these reporting requirements do not apply to a sale by an individual who is a citizen
of the United States and who effects the sale or exchange through a broker who will satisfy such requirements.

Technical Termination.    We will be considered to have been terminated for tax purposes if there are sales or exchanges which, in the
aggregate, constitute 50% or more of the total interests in our capital and profits within a twelve-month period. For purposes of measuring
whether the 50% threshold is reached, multiple sales of the same interest are counted only once. A technical termination results in the closing of
our taxable year for all unitholders. In the case of a unitholder reporting on a taxable year other than a fiscal year ending December 31, the
closing of our taxable year may result in more than twelve months of our taxable income or loss being includable in his taxable income for the
year of termination. A technical termination occurring on a date other than December 31 will result in us filing two tax returns (and unitholders
could receive two Schedules K-1 if the relief discussed below is not available) for one fiscal year and the cost of the preparation of these returns
will be borne by all common unitholders. We would be required to make new tax elections after a technical termination, including a new
election under Section 754 of the Internal Revenue Code, and a technical termination would result in a deferral of our deductions for
depreciation. A technical termination could also result in penalties if we were unable to determine that the termination had occurred. Moreover, a
technical termination might either accelerate the application of, or subject us to, any tax legislation enacted before the termination. The IRS has
recently announced a publicly traded partnership technical termination relief program whereby, if a publicly traded partnership that technically
terminated requests publicly traded partnership technical termination relief and such relief is granted by the IRS, among other things, the
partnership will only have to provide one Schedule K-1 to unitholders for the year notwithstanding two partnership tax years.

Uniformity of Units

Because we cannot match transferors and transferees of units, we must maintain uniformity of the economic and tax characteristics of the units
to a purchaser of these units. In the absence of uniformity, we may be unable to completely comply with a number of federal income tax
requirements, both statutory and regulatory. A lack of uniformity can result from a literal application of Treasury
Regulation Section 1.167(c)-1(a)(6) and Treasury Regulation Section 1.197-2(g)(3). Any non-uniformity could have a negative impact on the
value of the units. Please read ��Tax Consequences of Unit Ownership�Section 754 Election.�

We intend to depreciate the portion of a Section 743(b) adjustment attributable to unrealized appreciation in the value of Contributed Property,
to the extent of any unamortized Book-Tax Disparity, using a rate of depreciation or amortization derived from the depreciation or amortization
method and useful life applied to the property�s unamortized Book-Tax Disparity, or treat that portion as nonamortizable, to the extent
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attributable to property the common basis of which is not amortizable, consistent with the Treasury Regulations under Section 743 of the
Internal Revenue Code, even though that position may be inconsistent with Treasury Regulation Section 1.167(c)-1(a)(6), which is not expected
to directly apply to a material portion of our assets, and Treasury Regulation Section 1.197-2(g)(3). Please read ��Tax Consequences of Unit
Ownership�Section 754 Election.� To the extent that the Section 743(b) adjustment is attributable to appreciation in value in excess of the
unamortized Book-Tax Disparity, we will apply the rules described in the Treasury Regulations and legislative history. If we determine that this
position cannot reasonably be taken, we may adopt a depreciation and amortization position under which all purchasers acquiring units in the
same month would receive depreciation and amortization deductions, whether attributable to a common basis or Section 743(b) adjustment,
based upon the same applicable rate as if they had purchased a direct interest in our property. If this position is adopted, it may result in lower
annual depreciation and amortization deductions than would otherwise be allowable to some unitholders and risk the loss of depreciation and
amortization deductions not taken in the year that these deductions are otherwise allowable. This position will not be adopted if we determine
that the loss of depreciation and amortization deductions will have a material adverse effect on the unitholders. If we choose not to utilize this
aggregate method, we may use any other reasonable depreciation and amortization method to preserve the uniformity of the intrinsic tax
characteristics of any units that would not have a material adverse effect on the unitholders. In either case, and as stated above under ��Tax
Consequences of Unit Ownership�Section 754 Election,� Latham & Watkins LLP has not rendered an opinion with respect to these methods.
Moreover, the IRS may challenge any method of depreciating the Section 743(b) adjustment described in this paragraph. If this challenge were
sustained, the uniformity of units might be affected, and the gain from the sale of units might be increased without the benefit of additional
deductions. Please read ��Disposition of Common Units�Recognition of Gain or Loss.�

Tax-Exempt Organizations and Other Investors

Ownership of units by employee benefit plans, other tax-exempt organizations, non-resident aliens, foreign corporations and other foreign
persons raises issues unique to those investors and, as described to a limited extent below, may have substantially adverse tax consequences to
them. If you are a tax-exempt entity or a non-U.S. person, you should consult your tax advisor before investing in our common units.

Employee benefit plans and most other organizations exempt from federal income tax, including individual retirement accounts and other
retirement plans, are subject to federal income tax on unrelated business taxable income. Virtually all of our income allocated to a unitholder that
is a tax-exempt organization will be unrelated business taxable income and will be taxable to it.

Non-resident aliens and foreign corporations, or beneficiaries of trusts or estates, that own units will be considered to be engaged in business in
the United States because of the ownership of units. As a consequence, they will be required to file federal tax returns to report their share of our
income, gain, loss or deduction and pay federal income tax at regular rates on their share of our net income or gain. Moreover, under rules
applicable to publicly traded partnerships, we will withhold at the highest applicable effective tax rate from cash distributions made quarterly to
foreign unitholders. Each foreign unitholder must obtain a taxpayer identification number from the IRS and submit that number to our transfer
agent on a Form W-8BEN or applicable substitute form in order to obtain credit for these withholding taxes. A change in applicable law may
require us to change these procedures.

In addition, because a foreign corporation that owns units will be treated as engaged in a United States trade or business, that corporation may be
subject to the United States branch profits tax at a rate of 30%, in addition to regular federal income tax, on its share of our earnings and profits,
as adjusted for changes in the foreign corporation�s �U.S. net equity,� that is effectively connected with the conduct of a United States trade or
business. That tax may be reduced or eliminated by an income tax treaty between the United States and the country in which the foreign
corporate unitholder is a �qualified resident.� In addition, this type of unitholder is subject to special information reporting requirements under
Section 6038C of the Internal Revenue Code.

A foreign unitholder who sells or otherwise disposes of a common unit will be subject to U.S. federal income tax on gain realized from the sale
or disposition of that unit to the extent the gain is effectively connected
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with a U.S. trade or business of the foreign unitholder. Under a ruling published by the IRS, interpreting the scope of �effectively connected
income,� a foreign unitholder would be considered to be engaged in a trade or business in the U.S. by virtue of the U.S. activities of the
partnership, and part or all of that unitholder�s gain would be effectively connected with that unitholder�s indirect U.S. trade or business.
Moreover, under the Foreign Investment in Real Property Tax Act, a foreign common unitholder generally will be subject to U.S. federal income
tax upon the sale or disposition of a common unit if (i) he owned (directly or constructively applying certain attribution rules) more than 5% of
our common units at any time during the five-year period ending on the date of such disposition and (ii) 50% or more of the fair market value of
all of our assets consisted of U.S. real property interests at any time during the shorter of the period during which such unitholder held the
common units or the 5-year period ending on the date of disposition. Currently, more than 50% of our assets consist of U.S. real property
interests and we do not expect that to change in the foreseeable future. Therefore, foreign unitholders may be subject to federal income tax on
gain from the sale or disposition of their units.

Administrative Matters

Information Returns and Audit Procedures.    We intend to furnish to each unitholder, within 90 days after the close of each calendar year,
specific tax information, including a Schedule K-1, which describes his share of our income, gain, loss and deduction for our preceding taxable
year. In preparing this information, which will not be reviewed by counsel, we will take various accounting and reporting positions, some of
which have been mentioned earlier, to determine each unitholder�s share of income, gain, loss and deduction. We cannot assure you that those
positions will yield a result that conforms to the requirements of the Internal Revenue Code, Treasury Regulations or administrative
interpretations of the IRS. Neither we nor Latham & Watkins LLP can assure prospective unitholders that the IRS will not successfully contend
in court that those positions are impermissible. Any challenge by the IRS could negatively affect the value of the units. The IRS may audit our
federal income tax information returns. Adjustments resulting from an IRS audit may require each unitholder to adjust a prior year�s tax liability,
and possibly may result in an audit of his return. Any audit of a unitholder�s return could result in adjustments not related to our returns as well as
those related to our returns.

Partnerships generally are treated as separate entities for purposes of federal tax audits, judicial review of administrative adjustments by the IRS
and tax settlement proceedings. The tax treatment of partnership items of income, gain, loss and deduction are determined in a partnership
proceeding rather than in separate proceedings with the partners. The Internal Revenue Code requires that one partner be designated as the �Tax
Matters Partner� for these purposes. Our partnership agreement names our general partner as our Tax Matters Partner.

The Tax Matters Partner will make some elections on our behalf and on behalf of unitholders. In addition, the Tax Matters Partner can extend
the statute of limitations for assessment of tax deficiencies against unitholders for items in our returns. The Tax Matters Partner may bind a
unitholder with less than a 1% profits interest in us to a settlement with the IRS unless that unitholder elects, by filing a statement with the IRS,
not to give that authority to the Tax Matters Partner. The Tax Matters Partner may seek judicial review, by which all the unitholders are bound,
of a final partnership administrative adjustment and, if the Tax Matters Partner fails to seek judicial review, judicial review may be sought by
any unitholder having at least a 1% interest in profits or by any group of unitholders having in the aggregate at least a 5% interest in profits.
However, only one action for judicial review will go forward, and each unitholder with an interest in the outcome may participate.

A unitholder must file a statement with the IRS identifying the treatment of any item on his federal income tax return that is not consistent with
the treatment of the item on our return. Intentional or negligent disregard of this consistency requirement may subject a unitholder to substantial
penalties.

Nominee Reporting.    Persons who hold an interest in us as a nominee for another person are required to furnish to us:

(a) the name, address and taxpayer identification number of the beneficial owner and the nominee;
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(b) whether the beneficial owner is:

1. a person that is not a United States person;

2. a foreign government, an international organization or any wholly owned agency or instrumentality of either of the
foregoing; or

3. a tax-exempt entity;

(c) the amount and description of units held, acquired or transferred for the beneficial owner; and

(d) specific information including the dates of acquisitions and transfers, means of acquisitions and transfers, and
acquisition cost for purchases, as well as the amount of net proceeds from dispositions.

Brokers and financial institutions are required to furnish additional information, including whether they are United States persons and specific
information on units they acquire, hold or transfer for their own account. A penalty of $50 per failure, up to a maximum of $100,000 per
calendar year, is imposed by the Internal Revenue Code for failure to report that information to us. The nominee is required to supply the
beneficial owner of the units with the information furnished to us.

Accuracy-Related Penalties.    An additional tax equal to 20% of the amount of any portion of an underpayment of tax that is attributable to one
or more specified causes, including negligence or disregard of rules or regulations, substantial understatements of income tax and substantial
valuation misstatements, is imposed by the Internal Revenue Code. No penalty will be imposed, however, for any portion of an underpayment if
it is shown that there was a reasonable cause for that portion and that the taxpayer acted in good faith regarding that portion.

For individuals, a substantial understatement of income tax in any taxable year exists if the amount of the understatement exceeds the greater of
10% of the tax required to be shown on the return for the taxable year or $5,000. The amount of any understatement subject to penalty generally
is reduced if any portion is attributable to a position adopted on the return:

(1) for which there is, or was, �substantial authority�; or

(2) as to which there is a reasonable basis and the pertinent facts of that position are disclosed on the return.
If any item of income, gain, loss or deduction included in the distributive shares of unitholders might result in that kind of an �understatement� of
income for which no �substantial authority� exists, we must disclose the pertinent facts on our return. In addition, we will make a reasonable effort
to furnish sufficient information for unitholders to make adequate disclosure on their returns and to take other actions as may be appropriate to
permit unitholders to avoid liability for this penalty. More stringent rules apply to �tax shelters,� which we do not believe includes us, or any of our
investments, plans or arrangements.

A substantial valuation misstatement exists if (a) the value of any property, or the adjusted tax basis of any property, claimed on a tax return is
150% or more of the amount determined to be the correct amount of the valuation or adjusted tax basis, (b) the price for any property or services
(or for the use of property) claimed on any such return with respect to any transaction between persons described in Internal Revenue Code
Section 482 is 200% or more (or 50% or less) of the amount determined under Section 482 to be the correct amount of such price, or (c) the
net Internal Revenue Code Section 482 transfer price adjustment for the taxable year exceeds the lesser of $5 million or 10% of the taxpayer�s
gross receipts. No penalty is imposed unless the portion of the underpayment attributable to a substantial valuation misstatement exceeds $5,000
($10,000 for most corporations). If the valuation claimed on a return is 200% or more of the correct valuation or certain other thresholds are met,
the penalty imposed increases to 40%. We do not anticipate making any valuation misstatements.
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In addition, the 20% accuracy-related penalty also applies to any portion of an underpayment of tax that is attributable to transactions lacking
�economic substance.� To the extent that such transactions are not disclosed, the penalty imposed is increased to 40%. Additionally, there is no
reasonable cause defense to the imposition of this penalty to such transactions.

Reportable Transactions.    If we were to engage in a �reportable transaction,� we (and possibly you and others) would be required to make a
detailed disclosure of the transaction to the IRS. A transaction may be a reportable transaction based upon any of several factors, including the
fact that it is a type of tax avoidance transaction publicly identified by the IRS as a �listed transaction� or that it produces certain kinds of losses
for partnerships, individuals, S corporations, and trusts in excess of $2 million in any single year, or $4 million in any combination of 6
successive tax years. Our participation in a reportable transaction could increase the likelihood that our federal income tax information return
(and possibly your tax return) would be audited by the IRS. Please read ��Information Returns and Audit Procedures.�

Moreover, if we were to participate in a reportable transaction with a significant purpose to avoid or evade tax, or in any listed transaction, you
may be subject to the following additional consequences:

� accuracy-related penalties with a broader scope, significantly narrower exceptions, and potentially greater amounts than
described above at ��Accuracy-Related Penalties,�

� for those persons otherwise entitled to deduct interest on federal tax deficiencies, nondeductibility of interest on any resulting tax
liability and

� in the case of a listed transaction, an extended statute of limitations.
We do not expect to engage in any �reportable transactions.�

State, Local, Foreign and Other Tax Considerations

In addition to federal income taxes, you likely will be subject to other taxes, such as state, local and foreign income taxes, unincorporated
business taxes, and estate, inheritance or intangible taxes that may be imposed by the various jurisdictions in which we conduct business or own
property or in which you are a resident. Although an analysis of those various taxes is not presented here, each prospective unitholder should
consider their potential impact on his investment in us. We currently own property or conduct business in more than 40 states. Most of these
states impose an income tax on individuals, corporations and other entities. We may also own property or do business in other jurisdictions in
the future. Although you may not be required to file a return and pay taxes in some jurisdictions because your income from that jurisdiction falls
below the filing and payment requirement, you will be required to file income tax returns and to pay income taxes in many of these jurisdictions
in which we do business or own property and may be subject to penalties for failure to comply with those requirements. In some jurisdictions,
tax losses may not produce a tax benefit in the year incurred and may not be available to offset income in subsequent taxable years. Some of the
jurisdictions may require us, or we may elect, to withhold a percentage of income from amounts to be distributed to a unitholder who is not a
resident of the jurisdiction. Withholding, the amount of which may be greater or less than a particular unitholder�s income tax liability to the
jurisdiction, generally does not relieve a nonresident unitholder from the obligation to file an income tax return. Amounts withheld will be
treated as if distributed to unitholders for purposes of determining the amounts distributed by us. Please read ��Tax Consequences of Unit
Ownership�Entity-Level Collections.� Based on current law and our estimate of our future operations, our general partner anticipates that any
amounts required to be withheld will not be material.

It is the responsibility of each unitholder to investigate the legal and tax consequences, under the laws of pertinent jurisdictions, of his
investment in us. Accordingly, each prospective unitholder is urged to consult, and depend upon, his tax counsel or other advisor with
regard to those matters. Further, it is the responsibility of each unitholder to file all state, local and foreign, as well as United States
federal tax returns, that may be required of him. Latham & Watkins LLP has not rendered an opinion on the state, local or foreign tax
consequences of an investment in us.
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INVESTMENTS IN US BY EMPLOYEE BENEFIT PLANS

An investment in our units or debt securities by an employee benefit plan is subject to certain additional considerations because the investments
of such plans are subject to the fiduciary responsibility and prohibited transaction provisions of the Employee Retirement Income Security Act
of 1974, as amended, or ERISA, and restrictions imposed by Section 4975 of the Internal Revenue Code of 1986, as amended, or the Code, and
provisions under any federal, state, local, non-U.S. or other laws or regulations that are similar to such provisions of the Internal Revenue Code
or ERISA, which we refer to collectively as Similar Laws. As used herein, the term �employee benefit plan� includes, but is not limited to,
qualified pension, profit-sharing and stock bonus plans, Keogh plans, simplified employee pension plans and tax deferred annuities or individual
retirement accounts or other arrangements established or maintained by an employer or employee organization, and entities whose underlying
assets are considered to include �plan assets� of such plans, accounts and arrangements.

General Fiduciary Matters

ERISA and the Code impose certain duties on persons who are fiduciaries of an employee benefit plan that is subject to Title I of ERISA or
Section 4975 of the Code, which we refer to as an ERISA Plan, and prohibit certain transactions involving the assets of an ERISA Plan and its
fiduciaries or other interested parties. Under ERISA and the Code, any person who exercises any discretionary authority or control over the
administration of such an ERISA Plan or the management or disposition of the assets of such an ERISA Plan, or who renders investment advice
for a fee or other compensation to such an ERISA Plan, is generally considered to be a fiduciary of the ERISA Plan. In considering an
investment in our units or debt securities, among other things, consideration should be given to (a) whether such investment is prudent under
Section 404(a)(1)(B) of ERISA and any other applicable Similar Laws; (b) whether in making such investment, such plan will satisfy the
diversification requirement of Section 404(a)(1)(C) of ERISA and any other applicable Similar Laws; (c) whether making such an investment
will comply with the delegation of control and prohibited transaction provisions of ERISA, the Code and any other applicable Similar Laws. and
(d) whether such investment will result in recognition of unrelated business taxable income by such plan and, if so, the potential after-tax
investment return. Please read �Material Federal Income Tax Considerations.� The person with investment discretion with respect to the assets of
an employee benefit plan, which we refer to as a fiduciary, should determine whether an investment in our units or debt securities is authorized
by the appropriate governing instrument and is a proper investment for such plan.

Prohibited Transaction Issues

Section 406 of ERISA and Section 4975 of the Code (which also applies to IRAs that are not considered part of an employee benefit plan)
prohibit an employee benefit plan from engaging in certain transactions involving �plan assets� with parties that are �parties in interest� under
ERISA or �disqualified persons� under the Code with respect to the plan, unless an exemption is available. A party in interest or disqualified
person who engages in a non-exempt prohibited transaction may be subject to excise taxes and other penalties and liabilities under ERISA and
the Code. In addition, the fiduciary of the ERISA Plan that engaged in such a non-exempt prohibited transaction may be subject to penalties and
liabilities under ERISA and the Code.

The acquisition and/or holding of the common units or debt securities by an ERISA Plan with respect to which we or the initial purchasers are
considered a party in interest or a disqualified person, may constitute or result in a direct or indirect prohibited transaction under Section 406 of
ERISA and/or Section 4975 of the Code, unless the common units or debt securities are acquired and held in accordance with an applicable
statutory, class or individual prohibited transaction exemption. In this regard, the U.S. Department of Labor has issued prohibited transaction
class exemptions, or PTCEs, that may apply to the acquisition, holding and, if applicable, conversion of the common units or debt securities.
These class exemptions include, without limitation, PTCE 84-14 respecting transactions determined by independent qualified professional asset
managers, PTCE 90-1 respecting insurance company pooled separate accounts, PTCE 91-38 respecting bank collective investment funds,
PTCE 95-60 respecting life insurance company general accounts and PTCE 96-23 respecting
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transactions determined by in-house asset managers. There can be no assurance that all of the conditions of any such exemptions will be
satisfied.

Because of the foregoing, the common units or debt securities should not be purchased or held (or converted to equity securities, in the case of
any convertible debt) by any person investing �plan assets� of any employee benefit plan, unless such purchase and holding (or conversion, if any)
will not constitute a non-exempt prohibited transaction under ERISA and the Code or similar violation of any applicable Similar Laws.

Representation

Accordingly, by acceptance of the common units or debt securities, each purchaser and subsequent transferee of the common units or debt
securities will be deemed to have represented and warranted that either (i) no portion of the assets used by such purchaser or transferee to
acquire and hold the common units or debt securities constitutes assets of any employee benefit plan or (ii) the purchase and holding (and any
conversion, if applicable) of the common units or debt securities by such purchaser or transferee will not constitute a non-exempt prohibited
transaction under Section 406 of ERISA or Section 4975 of the Code or similar violation under any applicable Similar Laws.

Plan Asset Issues

In addition to considering whether the purchase of our limited partnership units or debt securities is a prohibited transaction, a fiduciary of an
employee benefit plan should consider whether such plan will, by investing in our units or debt securities, be deemed to own an undivided
interest in our assets, with the result that our general partner also would be a fiduciary of such plan and our operations would be subject to the
regulatory restrictions of ERISA, including its prohibited transaction rules, as well as the prohibited transaction rules of the Code and any other
applicable Similar Laws.

The Department of Labor regulations provide guidance with respect to whether the assets of an entity in which employee benefit plans acquire
equity interests would be deemed �plan assets� under certain circumstances. Pursuant to these regulations, an entity�s assets would not be
considered to be �plan assets� if, among other things, (a) the equity interest acquired by employee benefit plans are publicly offered securities�i.e.,
the equity interests are widely held by 100 or more investors independent of the issuer and each other, freely transferable and registered pursuant
to certain provisions of the federal securities laws, (b) the entity is an �operating company��i.e., it is primarily engaged in the production or sale of a
product or service other than the investment of capital either directly or through a majority owned subsidiary or subsidiaries, or (c) there is no
significant investment by benefit plan investors, which is defined to mean that less than 25% of the value of each class of equity interest
(disregarding certain interests held by our general partner, its affiliates and certain other persons) is held by the employee benefit plans that are
subject to part 4 of Title I of ERISA (which excludes governmental plans and non-electing church plans) and/or Section 4975 of the Code, IRAs
and certain other employee benefit plans not subject to ERISA (such as electing church plans). With respect to an investment in our units, our
assets should not be considered �plan assets� under these regulations because it is expected that the investment will satisfy the requirements in
(a) and (b) above and may also satisfy the requirements in (c) above (although we do not monitor the level of benefit plan investors as required
for compliance with (c)). With respect to an investment in our debt securities, our assets should not be considered �plan assets� under these
regulations because such securities are not equity securities or, even if they are considered to be equity securities for purposes of the Department
of Labor Regulations, the investment will be expected to satisfy one or both of the requirements in (a) and (b) above.

The foregoing discussion of issues arising for employee benefit plan investments under ERISA, the Code and Similar Laws should not be
construed as legal advice. Plan fiduciaries contemplating a purchase of our limited partnership units or debt securities should consult with their
own counsel regarding the consequences under ERISA, the Code and other Similar Laws in light of the serious penalties imposed on persons
who engage in prohibited transactions or other violations.
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LEGAL MATTERS

The validity of the securities offered in this prospectus will be passed upon for us by Latham & Watkins LLP, Houston, Texas. Latham &
Watkins LLP will also render an opinion on the material federal income tax considerations regarding the securities. If certain legal matters in
connection with an offering of the securities made by this prospectus and a related prospectus supplement are passed on by counsel for the
underwriters of such offering, that counsel will be named in the applicable prospectus supplement related to that offering.

EXPERTS

The audited consolidated financial statements and management�s assessment of the effectiveness of internal control over financial reporting of
Energy Transfer Partners, L.P. and the audited consolidated balance sheets of Energy Transfer Partners GP, L.P. and Energy Transfer Partners,
L.L.C., all incorporated by reference in this prospectus, have been so incorporated by reference in reliance upon the reports of Grant Thornton
LLP, independent registered public accountants, upon the authority of said firm as experts in giving said reports.

WHERE YOU CAN FIND MORE INFORMATION

We have filed a registration statement with the SEC under the Securities Act of 1933 that registers the securities offered by this prospectus. The
registration statement, including the attached exhibits, contains additional relevant information about us. The rules and regulations of the SEC
allow us to omit some information included in the registration statement from this prospectus.

In addition, we file annual, quarterly and other reports and other information with the SEC. You may read and copy any document we file at the
SEC�s public reference room at 100 F Street, N.E., Washington, D.C. 20549. Please call the SEC at 1-800-732-0330 for further information on
the operation of the SEC�s public reference room. Our SEC filings are available on the SEC�s web site at http://www.sec.gov. We also make
available free of charge on our website, at http://www.energytransfer.com, all materials that we file electronically with the SEC, including our
annual report on Form 10-K, quarterly reports on Form 10-Q, current reports on Form 8-K, Section 16 reports and amendments to these reports
as soon as reasonably practicable after such materials are electronically filed with, or furnished to, the SEC. Additionally, you can obtain
information about us through the New York Stock Exchange, 20 Broad Street, New York, New York 10005, on which our common units are
listed.

The SEC allows us to �incorporate by reference� the information we have filed with the SEC. This means that we can disclose important
information to you without actually including the specific information in this prospectus by referring you to other documents filed separately
with the SEC. These other documents contain important information about us, our financial condition and results of operations. The information
incorporated by reference is an important part of this prospectus. Information that we file later with the SEC will automatically update and may
replace information in this prospectus and information previously filed with the SEC.

We incorporate by reference in this prospectus the documents listed below:

� our annual report on Form 10-K for the year ended December 31, 2009;

� our quarterly reports on Form 10-Q for the quarters ended March 31, 2010, June 30, 2010 (as amended by the Form 10-Q/A filed
on September 7, 2010, which is also incorporated by reference herein) and September 30, 2010;

� our current reports on Forms 8-K filed January 8, 2010, January 28, 2010, April 29, 2010, May 11, 2010 (as amended by the
Form 8-K/A filed on May 13, 2010, which was amended by the Form 8-K/A filed on June 2, 2010, each of which is also
incorporated by reference herein), July 29, 2010, August 10, 2010, August 20, 2010, October 28, 2010, December 7, 2010 and
December 8, 2010;
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� the description of our common units in our registration statement on Form 8-A (File No. 1-11727) filed pursuant to the
Securities Exchange Act of 1934 on May 16, 1996; and

� all documents filed by us under Sections 13(a), 13(c), 14 or 15(d) of the Securities Exchange Act of 1934 between the date of
this prospectus and the termination of the registration statement.

You may obtain any of the documents incorporated by reference in this prospectus from the SEC through the SEC�s website at the address
provided above. You also may request a copy of any document incorporated by reference in this prospectus (including exhibits to those
documents specifically incorporated by reference in this document), at no cost, by visiting our internet website at www.energytransfer.com, or
by writing or calling us at the following address:

Energy Transfer Partners, L.P.

3738 Oak Lawn Avenue

Dallas, TX 75219

Attention: Thomas P. Mason

Telephone: (214) 981-0700
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