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UNITED STATES SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549

Form 10-Q

þ QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES
EXCHANGE ACT OF 1934
For the quarterly period ended June 30, 2009

or
o TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES

EXCHANGE ACT OF 1934
For the transition period from          to          

Commission file number 1-06732

COVANTA HOLDING CORPORATION
(Exact name of registrant as specified in its charter)

Delaware 95-6021257
(State or Other Jurisdiction of
Incorporation or Organization)

(I.R.S. Employer
Identification Number)

40 Lane Road, Fairfield, NJ 07004
(Address of Principal Executive Office) (Zip Code)

(973) 882-9000
(Registrant�s telephone number including area code)

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the
Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was
required to file such reports), and (2) has been subject to such filing requirements for the past 90 days.  Yes þ     No o

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if
any, every Interactive Data File required to be submitted and posted pursuant to Rule 405 of Regulation S-T during
the preceding 12 months (or for such shorter period that the registrant was required to submit and post such
files).  Yes o     No o

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer,
or a smaller reporting company. See the definitions of �large accelerated filer,� �accelerated filer� and �smaller reporting
company� in Rule 12b-2 of the Exchange Act. (Check one):

Large accelerated filer þ Accelerated filer o Non-accelerated filer o Smaller reporting company o    
(Do not check if a smaller reporting company)      
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Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange
Act).  Yes o     No þ

Applicable Only to Corporate Issuers:

The number of shares of the registrant�s Common Stock outstanding as of the last practicable date.

Class Outstanding at July 16, 2009

Common Stock, $0.10 par value 154,989,004 shares
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CAUTIONARY NOTE REGARDING FORWARD-LOOKING STATEMENTS

Certain statements in this Quarterly Report on Form 10-Q may constitute �forward-looking� statements as defined in
Section 27A of the Securities Act of 1933 (the �Securities Act�), Section 21E of the Securities Exchange Act of 1934
(the �Exchange Act�), the Private Securities Litigation Reform Act of 1995 (the �PSLRA�) or in releases made by the
Securities and Exchange Commission (�SEC�), all as may be amended from time to time. Such forward-looking
statements involve known and unknown risks, uncertainties and other important factors that could cause the actual
results, performance or achievements of Covanta Holding Corporation and its subsidiaries (�Covanta�) or industry
results, to differ materially from any future results, performance or achievements expressed or implied by such
forward-looking statements. Statements that are not historical fact are forward-looking statements. Forward-looking
statements can be identified by, among other things, the use of forward-looking language, such as the words �plan,�
�believe,� �expect,� �anticipate,� �intend,� �estimate,� �project,� �may,� �will,� �would,� �could,� �should,� �seeks,� or �scheduled to,� or other
similar words, or the negative of these terms or other variations of these terms or comparable language, or by
discussion of strategy or intentions. These cautionary statements are being made pursuant to the Securities Act, the
Exchange Act and the PSLRA with the intention of obtaining the benefits of the �safe harbor� provisions of such laws.
Covanta cautions investors that any forward-looking statements made by Covanta are not guarantees or indicative of
future performance. Important assumptions and other important factors that could cause actual results to differ
materially from those forward-looking statements with respect to Covanta include, but are not limited to, the risks and
uncertainties affecting their businesses described in Item 1A. Risk Factors of Covanta�s Annual Report on Form 10-K
for the year ended December 31, 2008 and in other filings by Covanta with the SEC.

Although Covanta believes that its plans, intentions and expectations reflected in or suggested by such
forward-looking statements are reasonable, actual results could differ materially from a projection or assumption in
any of its forward-looking statements. Covanta�s future financial condition and results of operations, as well as any
forward-looking statements, are subject to change and inherent risks and uncertainties. The forward-looking
statements contained in this Quarterly Report on Form 10-Q are made only as of the date hereof and Covanta does not
have or undertake any obligation to update or revise any forward-looking statements whether as a result of new
information, subsequent events or otherwise, unless otherwise required by law.
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PART I. FINANCIAL INFORMATION

Item 1. FINANCIAL STATEMENTS

COVANTA HOLDING CORPORATION AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF INCOME

Three Months Ended Six Months Ended
June 30, June 30,

2009 2008 2009 2008
(As

Adjusted)
(As

Adjusted)
(Unaudited)

(In thousands, except per share amounts)

OPERATING REVENUES:
Waste and service revenues $  227,842 $  242,689 $  434,111 $  460,312
Electricity and steam sales 136,540 163,832 278,409 316,897
Other operating revenues 11,404 16,475 22,026 34,553

Total operating revenues 375,786 422,996 734,546 811,762

OPERATING EXPENSES:
Plant operating expenses 214,556 238,608 470,598 497,619
Depreciation and amortization expense 51,162 51,590 102,660 100,164
Net interest expense on project debt 12,108 13,776 24,877 27,537
General and administrative expenses 26,906 23,135 52,421 47,289
Other operating expenses 9,722 19,358 19,466 31,859

Total operating expenses 314,454 346,467 670,022 704,468

Operating income 61,332 76,529 64,524 107,294

Other income (expense):
Investment income 1,156 1,052 2,184 2,692
Interest expense (8,532) (11,563) (16,448) (25,283)
Non-cash convertible debt related expense (6,395) (4,453) (11,097) (8,827)

Total other expenses (13,771) (14,964) (25,361) (31,418)

Income before income tax expense, equity in net
income from unconsolidated investments and
noncontrolling interests in subsidiaries 47,561 61,565 39,163 75,876
Income tax expense (17,901) (24,361) (14,583) (30,032)
Equity in net income from unconsolidated
investments 5,671 7,320 11,480 12,812

Edgar Filing: COVANTA HOLDING CORP - Form 10-Q

Table of Contents 7



NET INCOME 35,331 44,524 36,060 58,656

Less: Net income attributable to noncontrolling
interests in subsidiaries (2,164) (2,225) (3,544) (4,094)

NET INCOME ATTRIBUTABLE TO
COVANTA HOLDING CORPORATION $ 33,167 $ 42,299 $ 32,516 $ 54,562

Weighted Average Common
Shares Outstanding:
Basic 153,731 153,387 153,600 153,276

Diluted 154,953 154,848 154,846 154,710

Earnings Per Share:
Basic $ 0.22 $ 0.28 $ 0.21 $ 0.36

Diluted $ 0.21 $ 0.27 $ 0.21 $ 0.35

The accompanying notes are an integral part of the condensed consolidated financial statements.
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COVANTA HOLDING CORPORATION AND SUBSIDIARIES
CONDENSED CONSOLIDATED BALANCE SHEETS

As of
June 30, December 31,
2009 2008

(Unaudited)
(In thousands, except per

share amounts)

ASSETS
Current:
Cash and cash equivalents $ 551,166 $ 192,393
Marketable securities available for sale 300 300
Restricted funds held in trust 139,207 175,093
Receivables (less allowances of $3,419 and $3,437) 246,210 243,791
Unbilled service receivables 49,123 49,468
Deferred income taxes 36,350 �
Prepaid expenses and other current assets 124,257 123,214

Total Current Assets 1,146,613 784,259
Property, plant and equipment, net 2,497,055 2,530,035
Investments in fixed maturities at market (cost: $26,612 and $26,620, respectively) 27,112 26,737
Restricted funds held in trust 139,675 149,818
Unbilled service receivables 35,051 44,298
Waste, service and energy contracts, net 200,479 223,397
Other intangible assets, net 86,614 83,331
Goodwill 202,996 195,617
Investments in investees and joint ventures 117,284 102,953
Other assets 291,303 139,544

Total Assets $ 4,744,182 $ 4,279,989

LIABILITIES AND EQUITY
Current:
Current portion of long-term debt $ 6,639 $ 6,922
Current portion of project debt 179,901 198,034
Accounts payable 27,414 24,470
Deferred revenue 13,565 15,202
Accrued expenses and other current liabilities 175,614 215,046

Total Current Liabilities 403,133 459,674
Long-term debt 1,416,767 941,596
Project debt 779,857 880,336
Deferred income taxes 553,194 493,919
Waste and service contracts 107,970 114,532
Other liabilities 163,236 165,881
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Total Liabilities 3,424,157 3,055,938

Commitments and Contingencies (Note 14)

Equity:
Covanta Holding Corporation stockholders� equity:
Preferred stock ($0.10 par value; authorized 10,000 shares; none issued and
outstanding) � �
Common stock ($0.10 par value; authorized 250,000 shares; issued 155,561 and
154,797 shares; outstanding 154,889 and 154,280 shares) 15,556 15,480
Additional paid-in capital 892,273 832,595
Accumulated other comprehensive loss (3,452) (8,205)
Accumulated earnings 381,735 349,219
Treasury stock, at par (67) (52)

Total Covanta Holding Corporation stockholders� equity 1,286,045 1,189,037

Noncontrolling interests in subsidiaries 33,980 35,014

Total Equity 1,320,025 1,224,051

Total Liabilities and Equity $ 4,744,182 $ 4,279,989

The accompanying notes are an integral part of the condensed consolidated financial statements.
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COVANTA HOLDING CORPORATION AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

For the Six Months Ended
June 30,

2009 2008
(As Adjusted)

(Unaudited)
(In thousands)

OPERATING ACTIVITIES:
Net income $ 36,060 $ 58,656
Adjustments to reconcile net income to net cash provided by operating activities:
Depreciation and amortization expense 102,660 100,164
Amortization of long-term debt deferred financing costs 2,074 1,856
Amortization of debt premium and discount (4,382) (5,547)
Non-cash convertible debt related expense 11,097 8,827
Stock-based compensation expense 7,669 8,061
Equity in net income from unconsolidated investments (11,480) (12,812)
Dividends from unconsolidated investments 2,566 15,668
Deferred income taxes 4,997 12,599
Other, net 2,332 6,606
Decrease (increase) in restricted funds held in trust 6,654 (14,018)
Change in working capital, net of effects of acquisitions (22,925) (18,709)

Net cash provided by operating activities 137,322 161,351

INVESTING ACTIVITIES:
Proceeds from the sale of investment securities 4,596 18,177
Purchase of investment securities (5,544) (11,106)
Purchase of property, plant and equipment (42,098) (53,764)
Purchase of equity interest (8,938) (18,503)
Acquisition of businesses, net of cash acquired (17,517) (20,128)
Loan issued to client community to fund certain facility improvements (7,646) (1,000)
Property insurance proceeds � 6,315
Other, net 422 (146)

Net cash used in investing activities (76,725) (80,155)

FINANCING ACTIVITIES:
Proceeds from borrowings on long-term debt 460,000 �
Proceeds from issuance of warrants 53,958 �
Purchase of convertible note hedge (112,378) �
Payment of long-term debt deferred financing costs (12,650) �
Proceeds from borrowings on project debt 2 4,102
Principal payments on long-term debt (3,345) (3,361)
Principal payments on project debt (115,458) (65,164)
Decrease (increase) in restricted funds held in trust 39,856 (12,148)
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Proceeds from the exercise of options for common stock, net 147 221
Financings of insurance premiums, net (6,259) (6,911)
Distributions to partners of noncontrolling interests in subsidiaries (6,085) (3,746)

Net cash provided by (used in) financing activities 297,788 (87,007)

Effect of exchange rate changes on cash and cash equivalents 388 111

Net increase (decrease) in cash and cash equivalents 358,773 (5,700)
Cash and cash equivalents at beginning of period 192,393 149,406

Cash and cash equivalents at end of period $ 551,166 $ 143,706

The accompanying notes are an integral part of the condensed consolidated financial statements.
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COVANTA HOLDING CORPORATION
CONDENSED CONSOLIDATED STATEMENTS OF EQUITY

Covanta Holding Corporation Stockholders� Equity
Accumulated

Additional Other Noncontrolling

Common Stock Paid-In ComprehensiveAccumulated
Treasury
Stock

Interests
in

Shares Amount Capital Loss Earnings Shares AmountSubsidiaries Total
(Unaudited, In thousands)

Balance as of
December 31,
2008 (As
Adjusted) 154,797 $ 15,480 $ 832,595 $ (8,205) $ 349,219 517 $ (52) $ 35,014 $ 1,224,051
Stock-based
compensation
expense 7,669 7,669
Issuance of
Warrants 53,846 53,846
Shares forfeited
for terminated
employees 1 15 (1) �
Shares
repurchased for
tax withholdings
for vested stock
awards (1,909) 140 (14) (1,923)
Exercise of
options to
purchase
common stock 25 3 144 147
Shares issued in
non-vested stock
award 739 73 (73) �
Distributions to
partners of
noncontrolling
interests in
subsidiaries (6,085) (6,085)
Comprehensive
income, net of
income taxes:
Net income 32,516 3,544 36,060
Foreign currency
translation 4,348 1,507 5,855
SFAS 158
unrecognized net

(84) (84)
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loss
Net unrealized
gain on
available-for-sale
securities 489 489

Total
comprehensive
income 4,753 32,516 5,051 42,320

Balance as of
June 30, 2009 155,561 $ 15,556 $ 892,273 $ (3,452) $ 381,735 672 $ (67) $ 33,980 $ 1,320,025

Covanta Holding Corporation Stockholders� Equity
Accumulated

Additional Other Noncontrolling

Common Stock Paid-In ComprehensiveAccumulated
Treasury
Stock

Interests
in

Shares Amount Capital Income Earnings Shares AmountSubsidiaries Total
(Unaudited, In thousands)

Balance as of
December 31,
2007 (As
Adjusted) 154,281 $ 15,428 $ 821,338 $ 16,304 $ 220,259 359 $ (36) $ 40,773 $ 1,114,066
Stock-based
compensation
expense 8,061 8,061
Shares forfeited
for terminated
employees 1 12 (1) �
Shares
repurchased for
tax withholdings
for vested stock
awards (3,706) 137 (14) (3,720)
Exercise of
options to
purchase
common stock 16 2 220 222
Shares issued in
non-vested stock
award 491 49 (49) �
Distributions to
partners of
noncontrolling
interests in
subsidiaries (3,746) (3,746)
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Comprehensive
(loss) income,
net of income
taxes:
Net income 54,562 4,094 58,656
Foreign currency
translation (1,254) (1,852) (3,106)
SFAS 158
unrecognized net
loss (339) (339)
Net unrealized
gain on
available-for-sale
securities (372) (372)

Total
comprehensive
(loss) income (1,965) 54,562 2,242 54,839

Balance as of
June 30, 2008 154,788 $ 15,479 $ 825,865 $ 14,339 $ 274,821 508 $ (51) $ 39,269 $ 1,169,722

The accompanying notes are an integral part of the condensed consolidated financial statements.
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COVANTA HOLDING CORPORATION AND SUBSIDIARIES
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (UNAUDITED)

Note 1.  Organization and Basis of Presentation

The terms �we,� �our,� �ours,� �us� and �Company� refer to Covanta Holding Corporation and its subsidiaries; the term �Covanta
Energy� refers to our subsidiary Covanta Energy Corporation and its subsidiaries.

Organization

We are a leading developer, owner and operator of infrastructure for the conversion of waste to energy (known as
�energy-from-waste�), as well as other waste disposal and renewable energy production businesses in the Americas,
Europe and Asia. We conduct all of our operations through subsidiaries which are engaged predominantly in the
businesses of waste and energy services. We also engage in the independent power production business outside the
Americas.

We own, have equity investments in, and/or operate 60 energy generation facilities, 50 of which are in the United
States and 10 of which are located outside the United States. Our energy generation facilities use a variety of fuels,
including municipal solid waste, wood waste (biomass), landfill gas, water (hydroelectric), natural gas, coal, and
heavy fuel-oil. We also own or operate several businesses that are associated with our energy-from-waste business,
including a waste procurement business, a biomass procurement business, four landfills, which we use primarily for
ash disposal, and several waste transfer stations. We have two reportable segments, Domestic and International, which
are comprised of our domestic and international waste and energy services operations, respectively.

Basis of Presentation

The accompanying unaudited condensed consolidated financial statements have been prepared in accordance with
United States generally accepted accounting principles (�GAAP�) and with the instructions to Form 10-Q and Article 10
of Regulation S-X. Accordingly, they do not include all information and footnotes required by GAAP for complete
financial statements. In the opinion of management, all adjustments (including normal recurring accruals) considered
necessary for fair presentation have been included in our financial statements. Operating results for the interim period
are not necessarily indicative of the results that may be expected for the fiscal year ended December 31, 2009. This
Form 10-Q should be read in conjunction with the Audited Consolidated Financial Statements and accompanying
Notes to the Consolidated Financial Statements in our Form 8-K for the year ended December 31, 2008 filed on
May 18, 2009.

We use the equity method to account for our investments for which we have the ability to exercise significant
influence over the operating and financial policies of the investee. Consolidated net income includes our proportionate
share of the net income or loss of these companies. Such amounts are classified as �equity in net income from
unconsolidated investments� in our condensed consolidated financial statements. Investments in companies in which
we do not have the ability to exercise significant influence are carried at the lower of cost or estimated realizable
value. We monitor investments for other than temporary declines in value and make reductions when appropriate.

All intercompany accounts and transactions have been eliminated. Significant events which occurred subsequent to
June 30, 2009 but prior to July 22, 2009, the filing date of this report, have been disclosed in Note 15. Subsequent
Events.
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Effective January 1, 2009, we adopted the following pronouncements which require us to retrospectively restate
previously disclosed condensed consolidated financial statements. Certain prior period amounts have thus been
reclassified in the unaudited condensed consolidated financial statements to conform to the current period
presentation.

� We adopted Statement of Financial Accounting Standards (�SFAS�) No. 160, �Noncontrolling Interests in
Consolidated Financial Statements � an amendment of Accounting Research Bulletin (ARB) No. 51�
(�SFAS 160�). SFAS 160 amends the accounting and reporting for noncontrolling interests in a consolidated
subsidiary and the deconsolidation of a subsidiary. Under SFAS 160, we now report minority interests in

8
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COVANTA HOLDING CORPORATION AND SUBSIDIARIES
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS � (Continued)

subsidiaries (now referred to as �noncontrolling interests in subsidiaries�) as a separate component of equity in
our condensed consolidated financial statements and show both net income attributable to the noncontrolling
interest and net income attributable to the controlling interest on the face of the condensed consolidated income
statement. SFAS 160 applies prospectively, except for presentation and disclosure requirements, which are
applied retrospectively.

� We adopted Financial Accounting Standards Board (�FASB�) Staff Position (�FSP�) No. APB 14-1, �Accounting
for Convertible Debt Instruments That May Be Settled in Cash upon Conversion (Including Partial Cash
Settlement)� (�FSP APB 14-1�). FSP APB 14-1 is effective for our $373.8 million aggregate principal amount of
1.00% Senior Convertible Debentures (the �Debentures�) and requires retrospective application for all periods
presented. The FSP requires the issuer of convertible debt instruments with cash settlement features to
separately account for the liability ($276.0 million as of the date of the issuance of the Debentures) and equity
components ($97.8 million as of the date of the issuance of the Debentures) of the instrument. The debt
component was recognized at the present value of its cash flows discounted using a 7.25% discount rate, our
borrowing rate at the date of the issuance of the Debentures for a similar debt instrument without the
conversion feature. The equity component, recorded as additional paid-in capital, was $56.1 million, which
represents the difference between the proceeds from the issuance of the Debentures and the fair value of the
liability, net of deferred taxes of $41.7 million as of the date of the issuance of the Debentures. For additional
information, see Note 6. Changes in Capitalization.

FSP APB 14-1 also requires accretion of the resultant debt discount over the expected life of the Debentures, which is
February 1, 2007 to February 1, 2012, based on the first permitted redemption date of the Debentures. The condensed
consolidated income statements were retrospectively modified compared to previously reported amounts as follows
(in millions, except per share amounts):

Three Months
Ended

Six Months
Ended

June 30, 2008 June 30, 2008

Additional pre-tax non-cash convertible debt related expense $ (4.5) $ (8.8)
Additional deferred tax benefit 1.9 3.7

Retrospective change in net income and retained earnings $ (2.6) $ (5.1)

Change to basic earnings per share $ (0.01) $ (0.03)

Change to diluted earnings per share $ (0.02) $ (0.04)

For the three and six months ended June 30, 2009, the additional pre-tax non-cash convertible debt related expense
recognized in our condensed consolidated income statement related to the adoption of FSP APB 14-1 was $4.8 million
and $9.5 million, respectively.

Note 2.  Recent Accounting Pronouncements
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In June 2009, the FASB issued SFAS No. 168, �The FASB Accounting Standards Codification and the Hierarchy of
Generally Accepted Accounting Principles � a replacement of FASB Statement No. 162� (�SFAS 168�). The FASB
Accounting Standards Codification (�Codification�) will become the source of authoritative U.S. GAAP recognized by
the FASB to be applied by nongovernmental entities. Rules and interpretive releases of the Securities and Exchange
Commission (�SEC�) under authority of federal securities laws are also sources of authoritative GAAP for SEC
registrants. The Codification will supersede all then-existing non-SEC accounting and reporting standards. SFAS 168
is effective for our financial statements issued for interim and annual periods commencing with the quarterly period
ended September 30, 2009. In the FASB�s view, the issuance of SFAS 168 and the Codification will not change
GAAP, and therefore we do not expect the adoption of SFAS 168 to have an effect on our financial statements or
disclosures.
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COVANTA HOLDING CORPORATION AND SUBSIDIARIES
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS � (Continued)

In June 2009, the FASB issued SFAS No. 167, �Amendments to FASB Interpretation No. 46(R)� (�SFAS 167�), which is
a revision to FASB Interpretation No. 46(R), �Consolidation of Variable Interest Entities�. SFAS 167 changes how a
company determines when an entity that is insufficiently capitalized or when an entity is not controlled through voting
(or similar rights) should be consolidated. The determination of whether a company is required to consolidate an
entity is based on, among other things, an entity�s purpose and design and a company�s ability to direct the activities of
the entity that most significantly impact the entity�s economic performance. SFAS 167 is effective for us on January 1,
2010. We do not expect the adoption of SFAS 167 to have a material impact on our consolidated financial statements
and we are continuing to assess the potential effects of this pronouncement.

In June 2009, the FASB issued SFAS No. 166, �Accounting for Transfers of Financial Assets� (�SFAS 166�), which is a
revision to SFAS No. 140, �Accounting for Transfers and Servicing of Financial Assets and Extinguishments of
Liabilities�. SFAS 166 requires more information about transfers of financial assets, including securitization
transactions and risks related to transferred financial assets. SFAS 166 eliminates the concept of a �qualifying
special-purpose entity,� changes the requirements for derecognizing financial assets, and requires additional
disclosures. SFAS 166 is effective for us on January 1, 2010. We do not expect the adoption of SFAS 166 to have a
material impact on our consolidated financial statements and we are continuing to assess the potential effects of this
pronouncement.

In December 2008, the FASB issued FSP SFAS No. 132R-1, �Employers� Disclosures about Postretirement Benefit
Plan Assets� (�FSP SFAS 132R-1�) which significantly expands the disclosures required by employers for postretirement
plan assets. The FSP requires plan sponsors to provide extensive new disclosures about assets in defined benefit
postretirement benefit plans as well as any concentrations of associated risks. In addition, the FSP requires new
disclosures similar to those in SFAS No. 157, �Fair Value Measurements� (�SFAS 157�), in terms of the three-level fair
value hierarchy. The disclosure requirements are annual and do not apply to interim financial statements and are
required by us in disclosures related to the year ended December 31, 2009. We do expect the adoption of FSP
SFAS 132R-1 to result in additional annual financial reporting disclosures and we are continuing to assess the
potential effects of this pronouncement.

Note 3.  Acquisitions, Business Development and Dispositions

Acquisitions made prior to December 31, 2008 were accounted for in accordance with SFAS No. 141, �Business
Combinations� (�SFAS 141�). Effective January 1, 2009, all business combinations are accounted for in accordance with
SFAS No. 141 (revised 2007), �Business Combinations� (�SFAS 141R�). In April 2009, the FASB issued FSP
SFAS 141(R)-1, �Accounting for Assets Acquired and Liabilities Assumed in a Business Combination that Arise from
Contingencies� (�FSP SFAS 141(R)-1�). The FSP amends SFAS 141R to require that assets acquired and liabilities
assumed in a business combination that arise from contingencies (referred to as �pre-acquisition contingencies�) be
recognized at fair value, in accordance with SFAS 157, if the fair value can be determined during the measurement
period. If the fair value of a pre-acquisition contingency cannot be determined during the measurement period, the
FSP requires that the contingency be recognized at the acquisition date in accordance with SFAS No. 5, �Accounting
for Contingencies�, and FASB Interpretation No. 14, �Reasonable Estimation of the Amount of a Loss�, if it meets the
criteria for recognition in that guidance. FSP SFAS 141(R)-1 has the same effective date as SFAS 141R, which was
effective for us for business combinations for which the acquisition date is on or after January 1, 2009.

Our growth strategy includes the acquisition of waste and energy related businesses located in markets with
significant growth opportunities and the development of new projects and expansion of existing projects. We will also
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consider acquiring or developing new technologies and businesses that are complementary with our existing
renewable energy and waste services business. Acquisitions are accounted for under the purchase method of
accounting. The results of operations reflect the period of ownership of the acquired businesses, business development
projects and dispositions. The acquisitions in the section below are not material to our condensed
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consolidated financial statements individually or in the aggregate and therefore, disclosures of pro forma financial
information have not been presented.

Acquisitions and Business Development

Domestic

Detroit Michigan Energy-from-Waste Facility

On June 30, 2009, our long-term operating contract with the Greater Detroit Resource Recovery Authority (�GDRRA�)
to operate the 2,832 tons per day (�tpd�) energy-from-waste facility located in Detroit, Michigan (the �Detroit Facility�)
expired. Effective June 30, 2009, we entered into the following transactions, which extend our interest in the Detroit
Facility:

� We purchased an undivided 30% owner participant interest in the Detroit Facility and final working capital for
total cash consideration of approximately $7.9 million.

� We entered into an operating and maintenance agreement with owners of the Detroit Facility, pursuant to
which we will operate, maintain and provide certain other services for the owners at the Detroit Facility for a
term of one year.

� We entered into a waste disposal agreement with GDRRA pursuant to which we will dispose of the waste of
the City of Detroit for a term of at least one year. The term of the waste disposal agreement will automatically
renew for successive one-year terms unless either party provides advance written notice of termination in
accordance with the provisions thereof. In addition, as an owner participant we have the right, on one or more
occasions, to call upon GDRRA to deliver the waste of the City of Detroit to the Detroit Facility at
market-based rates. The call right continues for the duration of the participation agreement, which expires in
2035.

We have not finalized negotiation of pricing for a new steam agreement for the Detroit Facility. Securing a steam
agreement with appropriate pricing is important for the long-term economic viability of the Detroit Facility.

Philadelphia Transfer Stations

On May 1, 2009, we acquired two waste transfer stations with combined capacity of 4,500 tpd in Philadelphia,
Pennsylvania for cash consideration of approximately $17.5 million, subject to final working capital adjustments. The
preliminary purchase price allocation, which includes $5.9 million of identifiable intangible assets primarily related to
customer relationships and goodwill of approximately $1.3 million, is based on estimates and assumptions, any
changes to which could affect the reported amounts of assets, liabilities and expenses resulting from this acquisition.

Maine Biomass Energy Facilities

On December 22, 2008, we acquired Indeck Maine Energy, LLC which owned and operated two biomass energy
facilities. The two nearly identical facilities, located in West Enfield and Jonesboro, Maine, added a total of 49 gross
megawatts (�MW�) to our renewable energy portfolio. We sell the electric output and renewable energy credits from
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these facilities into the New England market. We acquired these two facilities for cash consideration of approximately
$53.4 million, net of cash acquired, inclusive of final working capital adjustments. There were no amounts allocated to
goodwill or other intangible assets in the final purchase price allocation.

Kent County, Michigan Energy-from-Waste Facility

On December 4, 2008, we entered into a new tip fee contract with Kent County in Michigan which commenced on
January 1, 2009 and extended the existing contract from 2010 to 2023. This contract is expected to supply waste
utilizing most or all of the facility�s capacity. Previously this was a service fee contract.
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Pasco County, Florida Energy-from-Waste Facility

On September 23, 2008, we entered into a new service fee contract with the Pasco County Commission in Florida
which commenced on January 1, 2009 and extended the existing contract from 2011 to 2016.

Indianapolis Energy-from-Waste Facility

On July 25, 2008, we entered into a new tip fee contract with the City of Indianapolis for a term of 10 years which
commenced upon expiration of the existing service fee contract in December 2008. This contract represents
approximately 50% of the facility�s capacity.

Tulsa Energy-from-Waste Facility

On June 2, 2008, we acquired an energy-from-waste facility in Tulsa, Oklahoma for cash consideration of
approximately $12.7 million. The design capacity of the facility is 1,125 tpd of waste and gross electric capacity of
16.5 MW. This facility was shut down by the prior owner in the summer of 2007 and we returned two of the facility�s
three boilers to service in November 2008. Since the acquisition of this energy-from-waste facility, we have invested
approximately $5.3 million in capital improvements to restore its operational performance.

Peabody Landfill

On May 20, 2008, we acquired a landfill for the disposal of ash in Peabody, Massachusetts from Peabody Monofill
Associates, Inc. and others for cash consideration of approximately $7.4 million.

Alternative Energy Technology Development

We have entered into various agreements with multiple partners to invest in the development, testing or licensing of
new technologies related to the transformation of waste materials into renewable fuels or the generation of energy.
Initial licensing fees and demonstration unit purchases approximated $6.5 million and $1.4 million during the year
ended December 31, 2008 and six months ended June 30, 2009, respectively.

Harrisburg Energy-from-Waste Facility

In February 2008, we entered into a ten year agreement to maintain and operate an 800 tpd energy-from-waste facility
located in Harrisburg, Pennsylvania. Under the agreement, we have a right of first refusal to purchase the facility. We
also have agreed to provide construction management services and to advance up to $25.5 million in funding for
certain facility improvements required to enhance facility performance, the repayment of which is guaranteed by the
City of Harrisburg. We have advanced $15.9 million as of June 30, 2009 under this funding arrangement. The facility
improvements are expected to be completed in the second half of 2009. On July 1, 2009, the first repayment
installment on the advance was due but not paid. We are pursuing efforts to collect the past due amount, and to ensure
that other amounts we have advanced will be repaid when due.

Hillsborough County Energy-from-Waste Facility
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We designed, constructed, and now operate and maintain the 1,200 tpd mass-burn energy-from-waste facility located
in and owned by Hillsborough County in Florida. In 2005, we entered into agreements with Hillsborough County to
implement an expansion of this energy-from-waste facility, and to extend the agreement under which we operate the
facility through 2027. Completion of the expansion, and commencement of the operation of the expanded project, is
expected in the second half of 2009.

International

China Joint Ventures and Energy-from-Waste Facilities

On April 2, 2008, our project joint venture with Chongqing Iron & Steel Company (Group) Limited received an award
to build, own, and operate an 1,800 metric tpd energy-from-waste facility for Chengdu Municipality, in Sichuan
Province, People�s Republic of China. On June 25, 2008, the project�s 25 year waste concession agreement was
executed. In connection with this project, we invested $17.1 million for a 49% equity interest in the project joint
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venture company. The joint venture has obtained project financing for Rmb 480 million for the project, which we
expect to be 49% guaranteed by us and 51% guaranteed by Chongqing Iron & Steel Company (Group) Limited until
the project has been constructed and for one year after operations commence. The Chengdu project is expected to
commence construction in the third quarter of 2009.

In December 2008, we entered into an agreement with Beijing Baoluo Investment Co., Ltd. (�Beijing Baoluo�) to
purchase a direct 58% equity interest in the Fuzhou project, a 1,200 metric tpd 24 MW mass-burn energy-from-waste
project in China for approximately $14 million. We currently hold a noncontrolling interest in this project. This
purchase was conditional upon various regulatory and other conditions precedent and was expected to close in the
second quarter of 2009. Conditions required for closing were not achieved and Beijing Baoluo informed us that it no
longer desired to proceed to closing the sale. We continue to hold a noncontrolling interest in this project.

On March 24, 2009, our joint venture Taixing Covanta Yanjiang Cogeneration Co., Ltd. of which we own 85%,
entered into a 25 year concession agreement and waste supply agreements to build, own and operate a 350 metric tpd
energy-from-waste facility for Taixing Municipality, in Jiangsu Province, People�s Republic of China. The project,
which will be built on the site of our existing coal-fired facility in Taixing, will supply steam to an adjacent industrial
park under short-term arrangements. The Taixing project is expected to commence construction in the second half of
2009 and be completed in 2011.

Dublin Joint Venture

On September 6, 2007, we entered into definitive agreements to build, own, and operate a 1,700 metric tpd
energy-from-waste project serving the City of Dublin, Ireland and surrounding communities. The Dublin project is
being developed and will be owned by Dublin Waste to Energy Limited, which we control and co-own with DONG
Energy Generation A/S. Project construction, which is expected to start in the second half of 2009, is estimated to cost
approximately �350 million and is expected to require 36 months to complete, once full construction commences.
Dublin Waste to Energy Limited has a 25-year tip fee type contract to provide disposal service for approximately
320,000 metric tons of waste annually. The project is expected to sell electricity into the local electricity grid under
short-term arrangements. We and DONG Energy Generation A/S have committed to provide financing for all phases
of the project, and we expect to utilize debt financing for the project. The primary approvals and licenses for the
project have been obtained, and any remaining consents, approvals and conditions necessary to begin full construction
are expected to be obtained in due course. We have begun to perform preliminary on-site work and expect to
commence full construction in the second half of 2009.

Dispositions � International

In April 2009, we entered into agreements to terminate our joint venture with Guangzhou Development Power
Investment Co., Ltd. (�GDPI�) and to sell our 40% equity interest in the joint venture entity, Guangzhou Development
Covanta Environmental Energy Co., Ltd., at book value to an affiliate of GDPI for approximately $1.2 million. The
termination and sale are conditional upon various regulatory and other conditions precedent and is expected to close
later this year. Notwithstanding the termination and sale, we intend to continue to cooperate with GDPI on the
development of energy-from-waste projects in Guangdong Province, People�s Republic of China on a project by
project basis.
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Note 4.  Earnings Per Share

Per share data is based on the weighted average number of outstanding shares of our common stock, par value $0.10
per share, during the relevant period. Basic earnings per share are calculated using only the weighted average number
of outstanding shares of common stock. Diluted earnings per share computations, as calculated under the treasury
stock method, include the weighted average number of shares of additional outstanding common stock issuable for
stock options, restricted stock, rights and warrants whether or not currently exercisable. Diluted earnings per share for
all the periods presented does not include securities if their effect was anti-dilutive (in thousands, except per share
amounts).

Three Months Ended Six Months Ended
June 30, June 30,

2009 2008 2009 2008

Net income attributable to Covanta Holding Corporation $ 33,167 $ 42,299 $ 32,516 $ 54,562

Basic earnings per share:
Weighted average basic common shares outstanding 153,731 153,387 153,600 153,276

Basic earnings per share $ 0.22 $ 0.28 $ 0.21 $ 0.36

Diluted earnings per share:
Weighted average basic common shares outstanding 153,731 153,387 153,600 153,276
Dilutive effect of stock options 412 745 433 682
Dilutive effect of restricted stock 810 716 813 752
Dilutive effect of convertible debentures � � � �
Dilutive effect of warrants � � � �

Weighted average diluted common shares outstanding 154,953 154,848 154,846 154,710

Diluted earnings per share $ 0.21 $ 0.27 $ 0.21 $ 0.35

Stock options excluded from the weighted average
dilutive common shares outstanding because their
inclusion would have been antidilutive 1,981 300 1,981 300

Restricted stock awards excluded from the weighted
average dilutive common shares outstanding because
their inclusion would have been antidilutive � � � �

See Note 1. Organization and Basis of Presentation for a discussion of the retrospective accounting change resulting
from the adoption of FSP APB 14-1 effective January 1, 2009.
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On May 22, 2009, we entered into privately negotiated warrant transactions in connection with the issuance of 3.25%
Cash Convertible Senior Notes due 2014. These warrants could have a dilutive effect to the extent that the price of our
common stock exceeds the applicable strike price of the warrants. As of June 30, 2009, the warrants did not have a
dilutive effect on earnings per share. See Note 6. Changes in Capitalization.

On January 31, 2007, we issued 1.00% Senior Convertible Debentures due 2027. The Debentures are convertible
under certain circumstances if the closing sale price of our common stock exceeds a specified conversion price before
February 1, 2025. As of June 30, 2009, the Debentures did not have a dilutive effect on earnings per share.
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Note 5.  Financial Information by Business Segments

We have two reportable segments, Domestic and International, which are comprised of our domestic and international
waste and energy services operations, respectively. The results of our reportable segments are as follows (in
thousands):

Reportable Segments

Domestic International
All

Other(1) Total

Three Months Ended June 30, 2009:
Operating revenues $ 329,455 $ 41,506 $ 4,825 $ 375,786
Operating income (loss) 59,804 2,039 (511) 61,332
Three Months Ended June 30, 2008:
Operating revenues $ 350,729 $ 69,152 $ 3,115 $ 422,996
Operating income (loss) 73,553 3,506 (530) 76,529
Six Months Ended June 30, 2009:
Operating revenues $ 642,628 $ 83,043 $ 8,875 $ 734,546
Operating income (loss) 64,239 1,180 (895) 64,524
Six Months Ended June 30, 2008:
Operating revenues $ 674,013 $ 131,931 $ 5,818 $ 811,762
Operating income (loss) 98,907 9,344 (957) 107,294

(1) All other is comprised of our insurance subsidiaries� operations.

Note 6.  Changes in Capitalization

Short-Term Liquidity

The credit facilities are comprised of a $300 million revolving credit facility (the �Revolving Loan Facility�), a
$320 million funded letter of credit facility (the �Funded L/C Facility�), and a $650 million term loan (the �Term Loan
Facility�) (collectively referred to as the �Credit Facilities�). As of June 30, 2009, we were in compliance with all
required covenants and had available credit for liquidity as follows (in thousands):

Total
Outstanding
Letters

Available of Credit as of Available as of
Under Facility Maturing June 30, 2009 June 30, 2009

Revolving Loan Facility(1) $ 300,000 2013 $ � $ 300,000
Funded L/C Facility $ 320,000 2014 $ 283,031 $ 36,969
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(1) Up to $200 million of which may be utilized for letters of credit.

In July 2009, the 6.8% pro rata commitment previously provided by Lehman Brothers Commercial Bank under the
Revolving Loan Facility was assigned to another financial institution.
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Long-Term Debt

Long-term debt is as follows (in thousands):

As of
June 30, December 31,
2009 2008

3.25% Cash Convertible Senior Notes due 2014 $ 460,000 $ �
Debt discount related to Cash Convertible Senior Notes (122,206) �
Cash conversion option derivative at fair value 130,951 �

3.25% Cash Convertible Senior Notes, net 468,745 �

1.00% Senior Convertible Debentures due 2027 373,750 373,750
Debt discount related to Convertible Debentures (54,880) (64,369)

1.00% Senior Convertible Debentures, net 318,870 309,381

Term Loan Facility due 2014 635,375 638,625
Other long-term debt 416 512

Total 1,423,406 948,518
Less: current portion (6,639) (6,922)

Total long-term debt $ 1,416,767 $ 941,596

3.25% Cash Convertible Senior Notes due 2014

On May 22, 2009, we issued $400 million aggregate principal amount of 3.25% Cash Convertible Senior Notes (the
�Notes�) due 2014 in a private transaction exempt from registration under the Securities Act of 1933, as amended. On
June 15, 2009, we issued an additional $60 million aggregate principal amount of Notes upon exercise in full of an
over-allotment option we granted as part of the private offering. We have used and will use the net proceeds from the
offering, together with the proceeds from the warrant transactions discussed below, for general corporate purposes,
which may include capital expenditures, potential permitted investments or permitted acquisitions.

The Notes constitute general unsecured senior obligations and rank equally in right of payment with our existing and
future senior unsecured indebtedness. The Notes are effectively junior to our existing and future secured indebtedness
to the extent of the value of the assets securing such indebtedness. The Notes are not guaranteed by any of our
subsidiaries and are effectively subordinated to all existing and future indebtedness and liabilities (including trade
payables) of our subsidiaries.
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The Notes bear interest at a rate of 3.25% per year, payable semi-annually in arrears, on June 1 and December 1 of
each year, commencing on December 1, 2009, and will mature on June 1, 2014. Under limited circumstances, we may
be required to pay contingent interest on the Notes as a result of failure to comply with the reporting obligations in the
indenture, failure to file required SEC documents and reports or if the holders cannot freely trade the Notes. When
applicable, the contingent interest payable per $1,000 principal amount of Notes ranges from 0.25% to 0.50% per
annum over the applicable term as provided under the indenture for the Notes. The contingent interest features of the
Notes are embedded derivative instruments. The fair value of the contingent interest features of the Notes was zero as
of June 30, 2009.

Under limited circumstances described below, the Notes are convertible by the holders thereof into cash only, based
on an initial conversion rate of 53.9185 shares of our common stock per $1,000 principal amount of Notes (which
represents an initial conversion price of approximately $18.55 per share) subject to certain customary adjustments as
provided in the indenture for the Notes. We will not deliver common stock (or any other securities)
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upon conversion under any circumstances. Holders may convert their Notes only under the following circumstances:

� prior to March 1, 2014, on any date during any fiscal quarter commencing at any time after June 30, 2009 and
only during such fiscal quarter if the closing sale price of our common stock for at least 20 trading days during
the period of 30 consecutive trading days ending on the last trading day of the immediately preceding fiscal
quarter is greater than or equal to 130% of the then effective conversion price; or

� upon the occurrence of specified corporate transactions (as provided in the indenture for the Notes); or

� upon certain fundamental changes (as defined in the indenture for the Notes in which case the conversion rate
will be increased as provided in the indenture); or

� during the five consecutive business day period following any five consecutive trading-day period in which the
trading price for the Notes for each day during such five-day period was less than 95% of the product of the
closing sale price of our common stock on such day multiplied by the then effective conversion rate; or

� at any time on or after March 1, 2014.

The Notes are also subject to repurchase by us, at the holder�s option, if a fundamental change occurs, for cash at a
repurchase price equal to 100% of the principal amount of the Notes, plus accrued and unpaid interest (including
contingent interest, if any).

The Notes are recognized as long-term debt in our condensed consolidated financial statements. The difference
between the face value of the Notes ($460.0 million as of the date of issuance of the Notes) and the amount recognized
in the financial statements ($335.6 million as of the date of the issuance of the Notes) is the debt discount
($124.4 million as of the date of the issuance of the Notes) which is accreted to the Notes over its life and recognized
as non-cash convertible debt related expense. For both the three and six months ended June 30, 2009, the pre-tax
non-cash convertible debt related expense recognized in our condensed consolidated income statement related to the
Notes was $2.2 million.

The Notes are convertible into cash only, and therefore the cash conversion option that is part of the Notes is
accounted for as a derivative under SFAS No. 133, �Accounting for Derivative Instruments and Hedging Activities�
(�SFAS 133�). The initial valuation of the cash conversion option (the �Cash Conversion Option�) is an embedded
derivative of $124.4 million, which is recognized as long-term debt in our condensed consolidated financial
statements. The Cash Conversion Option is recorded at fair value quarterly with any change in fair value being
recognized in our condensed consolidated income statement as non-cash convertible debt related expense. As of
June 30, 2009, the fair value of the Cash Conversion Option was $131.0 million. See Note 11. Financial Instruments
and Note 12. Derivative Instruments for additional information regarding the Cash Conversion Option.

In connection with the Notes offering, we entered into privately negotiated cash convertible note hedge transactions
(the �Note Hedge�) with affiliates of certain of the initial purchasers of the Notes (the �Option Counterparties�) that are
expected to reduce our exposure to potential cash payments in excess of the principal amount of the Notes that may be
required to be made by us upon the cash conversion of the Notes. The Note Hedge consisted of our purchase for
$112.4 million of cash settled call options on our common stock (initially correlating to the same number of shares as
those initially underlying the Notes subject to generally similar customary adjustments) that have economic
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characteristics similar to those of the Cash Conversion Option embedded in the Notes. The Note Hedge was recorded
as a noncurrent asset in our condensed consolidated financial statements for $112.4 million. The Note Hedge is also
accounted for as a derivative instrument under SFAS 133 and as such, is recorded at fair value quarterly with any
change in fair value being recognized in our condensed consolidated income statement as non-cash convertible debt
related expense. As of June 30, 2009, the fair value of the Note Hedge was $119.5 million. See Note 11. Financial
Instruments and Note 12. Derivative Instruments for additional information regarding the Note Hedge.
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We expect the gain or loss from the Note Hedge to substantially offset the gain or loss associated with changes to the
valuation of the Cash Conversion Option. Accordingly, we do not expect there to be a material net impact to our
condensed consolidated statement of income as a result of our issuing the Notes and entering into the Note Hedge
transactions.

In connection with the Notes offering, we also sold warrants (the �Warrants�) to the Option Counterparties, in privately
negotiated transactions, initially correlating to the same number of shares as those initially underlying the Notes,
which could have a dilutive effect to the extent that the market price of our common stock exceeds the then effective
strike price of the Warrants. The Warrants were sold for aggregate proceeds of $54.0 million. The strike price of the
Warrants is approximately $25.74 per share and is subject to customary adjustments. The Warrants are exercisable
only at expiration in equal tranches over 60 days beginning on September 2, 2014 and ending on November 26, 2014.
The Warrants are only net share settled which means that, with respect to any exercise date, we will deliver to the
Warrant holders a number of shares for each warrant equal to the excess (if any) of the volume weighted average price
of the shares on the exercise date over the then effective strike price of the Warrants, divided by such volume
weighted average price of the shares, with a cash payment in lieu of fractional shares. Accordingly, the Warrants have
been recorded as additional paid-in capital in our condensed consolidated financial statements for $54.0 million. The
Warrant transactions also meet the definition of a derivative under SFAS 133. However, because the Warrant
transactions are indexed to our common stock and are recorded in equity in our condensed consolidated balance
sheets, the Warrant transactions are exempt from the scope of SFAS 133 and will not be subject to the fair value
provisions of SFAS 133.

Net proceeds from the above transactions were $388.9 million, consisting of gross proceeds of $460.0 million from
the Notes and $54.0 million of proceeds from the Warrants, less the $112.4 million purchase price for the Note Hedge
and $12.7 million of purchase discounts and other offering expenses.

The Note Hedge transactions and the Warrant transactions are separate transactions, each of which we have entered
into with the Option Counterparties, and are not part of the terms of the Notes and will not affect any rights of holders�
under the Notes. Holders of the Notes do not have any rights with respect to the Note Hedge transactions or Warrant
transactions.

1.00% Senior Convertible Debentures due 2027

See Note 1. Organization and Basis of Presentation for a discussion of the liability component associated with the
Debentures and the retrospective accounting change resulting from the adoption of FSP APB 14-1 effective January 1,
2009.

Under limited circumstances, prior to February 1, 2025, the Debentures are convertible by the holders into cash and
shares of our common stock, if any, initially based on a conversion rate of 35.4610 shares of our common stock per
$1,000 principal amount of Debentures, (which represents an initial conversion price of approximately $28.20 per
share) or 13,253,867 issuable shares. As of June 30, 2009, if the Debentures were converted, no shares would have
been issued since the trading price of our common stock was below the conversion price of the Debentures.

For specific criteria related to contingent interest, conversion or redemption features of the Debentures, refer to Note 6
of the Notes to Consolidated Financial Statements in our Form 8-K for the year ended December 31, 2008 filed on
May 18, 2009.
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Debt discount for the Debentures and the Notes

The debt discount related to the Debentures and the debt discount related to the Notes is accreted over their respective
terms and recognized as non-cash convertible debt related expense. The accretion of debt discount
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expected to be included in our condensed consolidated financial statements is as follows for each of the periods
indicated (in millions):

For the Years Ended
2009 2010 2011 2012 2013 2014

Pre-tax increase in non-cash convertible debt
related expense for the Debentures $ 19.3 $ 20.8 $ 22.3 $ 1.9 $ � $ �
Pre-tax increase in non-cash convertible debt
related expense for the Notes $ 11.9 $ 21.3 $ 23.5 $ 26.0 $ 28.8 $ 12.9

Equity

During the six months ended June 30, 2009, we awarded grants for 739,712 shares of restricted stock awards. See
Note 10. Stock-Based Compensation.

During the six months ended June 30, 2009, we did not repurchase shares of our common stock under the repurchase
program authorized in September 2008.

See Note 1. Organization and Basis of Presentation for a discussion of the equity component associated with the
Debentures and the retrospective accounting change resulting from the adoption of FSP APB 14-1 effective January 1,
2009.

Note 7.  Income Taxes

We record our interim tax provision based upon our estimated annual effective tax rate and account for the tax effects
of discrete events in the period in which they occur. We file a federal consolidated income tax return with our eligible
subsidiaries. Our federal consolidated income tax return also includes the taxable results of certain grantor trusts
described below.

We currently estimate our annual effective tax rate, including discrete items, for the year ended December 31, 2009 to
be approximately 36.3%. We review the annual effective tax rate on a quarterly basis as projections are revised. The
effective income tax rate was 37.2% and 39.6% for the six months ended June 30, 2009 and 2008, respectively. The
liability for uncertain tax positions, exclusive of interest and penalties, was $132.5 million as of both June 30, 2009
and December 31, 2008. No additional liabilities were recorded for uncertain tax positions during the six months
ended June 30, 2009. Included in the balance of unrecognized tax benefits as of June 30, 2009 are potential benefits of
$114.9 million that, if recognized, would impact the effective tax rate.

We continue to reflect interest accrued on uncertain tax positions and penalties as part of the tax provision under
FASB Interpretation No. 48, �Accounting for Uncertainty in Income Taxes, an interpretation of FASB Statement
No. 109� (�FIN 48�). For both the three months ended June 30, 2009 and 2008, we recognized $0.4 million and for the
six months ended June 30, 2009 and 2008, we recognized $0.4 million and $0.7 million, respectively of interest and
penalties on uncertain tax positions. As of June 30, 2009 and December 31, 2008, we had accrued interest and
penalties associated with unrecognized tax benefits of $8.4 million and $8.1 million, respectively.
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We will continue to monitor issues as they are examined by auditors representing tax authorities to determine whether
an adjustment to existing FIN 48 liabilities is required or whether a FIN 48 liability should be provided for a new
issue. As issues are examined by the Internal Revenue Service (�IRS�) and state auditors, we may decide to adjust the
existing FIN 48 liability for issues that were not deemed an exposure at the time we adopted FIN 48. Accordingly, we
will continue to monitor the results of audits and adjust the liability as needed. Federal income tax returns for Covanta
Energy are closed for the years through 2003. However, to the extent NOLs are utilized from earlier years, federal
income tax returns for Covanta Holding Corporation, formerly known as Danielson Holding Corporation, are still
open. The tax returns of our subsidiary ARC Holdings are open for federal audit for the tax return years of 2004 and
forward, and are currently the subject of an IRS examination. This examination is related to ARC Holdings� refund
requests related to NOL carryback claims from tax years prior to our acquisition of ARC
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Holdings in 2005 that require Joint Committee approval. State income tax returns are generally subject to examination
for a period of three to five years after the filing of the respective return. The state impact of any federal changes
remains subject to examination by various states for a period of up to one year after formal notification to the states.
We have various state income tax returns in the process of examination, administrative appeals or litigation.

Our NOLs predominantly arose from our predecessor insurance entities (which were subsidiaries of our predecessor,
which was formerly named Mission Insurance Group, Inc., �Mission�). These Mission insurance entities have been in
state insolvency proceedings in California and Missouri since the late 1980�s. The amount of NOLs available to us will
be reduced by any taxable income or increased by any taxable losses generated by current members of our
consolidated tax group, which include grantor trusts associated with the Mission insurance entities.

While we cannot predict with certainty what amounts, if any, may be includable in taxable income as a result of the
final administration of these grantor trusts, substantial actions toward such final administration have been taken and
we believe that neither arrangements with the California Commissioner nor the final administration by the Missouri
Director will result in a material reduction in available NOLs.

We had consolidated federal NOLs estimated to be approximately $591 million for federal income tax purposes as of
December 31, 2008, based on the tax returns as filed. The NOLs will expire in various amounts from December 31,
2009 through December 31, 2028, if not used. Current forecasts indicate we will utilize consolidated federal NOLs in
2009 which will otherwise expire in 2009. In addition to the consolidated federal NOLs, as of December 31, 2008, we
had state NOL carryforwards of $119.7 million, which expire between 2012 and 2027, capital loss carryforwards of
$69.0 million expiring in 2009, additional federal credit carryforwards of $32.7 million, and state credit carryforwards
of $0.8 million. These deferred tax assets are offset by a valuation allowance of $34.3 million.

For further information, refer to Note 9. Income Taxes of the Notes to the Consolidated Financial Statements included
in our Form 8-K for the year ended December 31, 2008 filed on May 18, 2009.

Note 8.  Supplementary Information

Operating Revenues

The components of waste and service revenues are as follows (in thousands):

For the Three Months For the Six Months
Ended June 30, Ended June 30,

2009 2008 2009 2008

Waste and service revenues unrelated to project debt $ 208,529 $ 218,965 $ 395,209 $ 412,829
Revenue earned explicitly to service project
debt-principal 13,720 17,167 27,439 34,364
Revenue earned explicitly to service project
debt-interest 5,593 6,557 11,463 13,119

Total waste and service revenues $ 227,842 $ 242,689 $ 434,111 $ 460,312
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Under some of our service agreements, we bill municipalities fees to service project debt (principal and interest). The
amounts billed are based on the actual principal amortization schedule for the project bonds. Regardless of the
amounts billed to client communities relating to project debt principal, we recognize revenue earned explicitly to
service project debt principal on a levelized basis over the term of the applicable agreement. In the beginning of the
agreement, principal billed is less than the amount of levelized revenue recognized related to principal and we record
an unbilled service receivable asset. At some point during the agreement, the amount we bill will exceed the levelized
revenue and the unbilled service receivable begins to reduce, and ultimately becomes nil at the end of the contract.

In the final year(s) of a contract, cash is utilized from debt service reserve accounts to pay remaining principal
amounts due to project bondholders and such amounts are no longer billed to or paid by municipalities. Generally,
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therefore, in the last year of the applicable agreement, little or no cash is received from municipalities relating to
project debt, while our levelized service revenue continues to be recognized until the expiration date of the term of the
agreement.

Our independent power production facilities in India generate electricity and steam explicitly for specific purchasers
and as such, these agreements are considered lease arrangements. Electricity and steam sales included lease income
from our international business of $31.3 million and $59.0 million for the three months ended June 30, 2009 and 2008,
respectively, and $63.6 million and $113.1 million for the six months ended June 30, 2009 and 2008, respectively.

Operating Costs

Pass through costs

Pass through costs are costs for which we receive a direct contractually committed reimbursement from the municipal
client which sponsors an energy-from-waste project. These costs generally include utility charges, insurance
premiums, ash residue transportation and disposal and certain chemical costs. These costs are recorded net of
municipal client reimbursements in our condensed consolidated financial statements. Total pass through costs were
$14.8 million and $14.3 million for the three months ended June 30, 2009 and 2008, respectively, and $29.6 million
and $30.2 million for the six months ended June 30, 2009 and 2008, respectively.

Amortization of waste, service and energy contracts

The vast majority of our waste, service and energy contracts were valued in March 2004 and June 2005 related to the
acquisitions of Covanta Energy and ARC Holdings, respectively. These intangible assets and liabilities were recorded
using then-available information at their estimated fair market values based upon discounted cash flows. The
following table details the amount of the actual/estimated amortization expense and contra-expense associated with
these intangible assets and liabilities as of June 30, 2009 included or expected to be included in our condensed
consolidated statement of income for each of the years indicated (in thousands):

Waste, Service
and

Energy Contracts
Waste and
Service

(Amortization Contracts
Expense) (Contra-Expense)

Six Months ended June 30, 2009 $ 22,918 $ (6,562)

Remainder of 2009 $ 19,384 $ (6,616)
2010 29,864 (12,721)
2011 26,740 (12,408)
2012 24,647 (12,412)
2013 21,037 (12,390)
2014 20,319 (12,390)
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Thereafter 58,488 (39,033)

Total $ 200,479 $ (107,970)
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Other operating expenses

The components of other operating expenses are as follows (in thousands):

Other Operating Expenses
For the Three

Months For the Six Months
Ended June 30, Ended June 30,

2009 2008 2009 2008

Construction costs $ 5,979 $ 12,110 $ 11,325 $ 25,267
Insurance subsidiary operating expenses 4,689 3,417 8,502 5,788
Insurance recoveries (82) (21) (82) (3,769)
Foreign exchange (gain) loss (811) 493 (306) (4)
Other (53) 3,359 27 4,577

Total other operating expenses $ 9,722 $ 19,358 $ 19,466 $ 31,859

Non-cash convertible debt related expense

The components of non-cash convertible debt related expense are as follows (in thousands):

Non-Cash Convertible Debt Related Expense
For the Three Months For the Six Months

Ended June 30, Ended June 30,
2009 2008 2009 2008

Debt discount accretion related to the Debentures $ 4,787 $ 4,453 $ 9,489 $ 8,827
Debt discount accretion related to the Notes 2,225 � 2,225 �
Fair value changes related to the Note Hedge (7,137) � (7,137) �
Fair value changes related to the Cash Conversion Option 6,520 � 6,520 �

Total non-cash convertible debt related expense $ 6,395 $ 4,453 $ 11,097 $ 8,827

Comprehensive Income

The components of comprehensive income are as follows (in thousands):

Three Months Ended Six Months Ended
June 30, June 30,
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2009 2008 2009 2008

Comprehensive income, net of income taxes:
Net income attributable to Covanta Holding Corporation $ 33,167 $ 42,299 $ 32,516 $ 54,562

Foreign currency translation 6,149 (2,281) 4,348 (1,254)
SFAS 158 unrecognized net loss (42) (170) (84) (339)
Net unrealized gain (loss) on available-for-sale securities 773 (302) 489 (372)

Other comprehensive income (loss) attributable to Covanta
Holding Corporation 6,880 (2,753) 4,753 (1,965)

Comprehensive income attributable to Covanta Holding
Corporation $ 40,047 $ 39,546 $ 37,269 $ 52,597

Net income attributable to noncontrolling interests in
subsidiaries $ 2,164 $ 2,225 $ 3,544 $ 4,094
Other comprehensive income (loss) � Foreign currency
translation 2,037 (1,812) 1,507 (1,852)

Comprehensive income attributable to noncontrolling
interests in subsidiaries $ 4,201 $ 413 $ 5,051 $ 2,242
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See Note 1. Organization and Basis of Presentation for a discussion of the retrospective accounting change resulting
from the adoption of FSP APB 14-1 and SFAS 160 effective January 1, 2009.

Goodwill

The following table details the changes in carrying value of goodwill (in thousands):

Total

Balance as of December 31, 2008 $ 195,617
Purchase price adjustment related to the ARC Holdings acquisition 6,060
Goodwill related to the Pennsylvania transfer stations acquisition 1,319

Balance as of June 30, 2009 $ 202,996

We increased goodwill and current liabilities by $6.1 million during the quarter ended June 30, 2009 to recognize a
liability due to one of our municipal clients that should have been recognized in the purchase price allocation relating
to the ARC Holdings acquisition of June 2005.

Note 9.  Benefit Obligations

Pension and Other Benefit Obligations

The components of net periodic benefit costs are as follows (in thousands):

Pension Benefits Other Post-Retirement Benefits
For the Three For the Six For the Three For the Six
Months Ended Months Ended Months Ended Months Ended

June 30, June 30, June 30, June 30,
2009 2008 2009 2008 2009 2008 2009 2008

Service cost $ � $ � $ � $ � $ � $ � $ � $ �
Interest cost 1,197 1,176 2,394 2,352 123 137 245 274
Expected return on plan
assets (975) (1,182) (1,950) (2,364) � � � �
Amortization of net
prior service cost 19 � 38 � � � � �
Amortization of
actuarial gain (46) (131) (92) (262) (38) (39) (75) (77)

Net periodic benefit cost $ 195 $ (137) $ 390 $ (274) $ 85 $ 98 $ 170 $ 197
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Defined Contribution Plans

Substantially all of our domestic employees are eligible to participate in defined contribution plans we sponsor. Our
costs related to defined contribution plans were $3.0 million and $2.7 million for the three months ended June 30,
2009 and 2008, respectively, and $7.4 million and $6.9 million for the six months ended June 30, 2009 and 2008,
respectively.

Note 10.  Stock-Based Compensation

Compensation expense related to our stock-based awards totaled $3.8 million and $7.7 million during the three and six
months ended June 30, 2009, respectively, and $4.4 million and $8.1 million during the three and six months ended
June 30, 2008, respectively.

During the six months ended June 30, 2009, we awarded certain employees 694,712 shares of restricted stock awards.
The restricted stock awards will be expensed over the requisite service period, subject to an assumed ten percent
forfeiture rate. The terms of the restricted stock awards include two vesting provisions; one based on a performance
factor and continued service (applicable to 66% of the award) and one based solely on continued service (applicable to
34% of the award). If all performance and service criteria are satisfied, 1,627 shares vest during March of 2009, 2010
and 2011 and the remaining awards vest during March of 2010, 2011 and 2012.
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On May 7, 2009, in accordance with our existing program for annual director compensation, we awarded 45,000
restricted stock awards under the Directors Plan. We determined that the service vesting condition of the restricted
stock awards granted to the directors on May 7, 2009 to be non-substantive and, in accordance with SFAS No. 123
(revised 2004), �Share-Based Payments�, recorded the entire fair value of the award as compensation expense on the
grant date.

As of June 30, 2009, we had approximately $15.9 million and $4.6 million of unrecognized compensation expense
related to our unvested restricted stock awards and unvested stock options, respectively. We expect this compensation
expense to be recognized over a weighted average period of 2.3 years for our unvested restricted stock awards and
2.9 years for our unvested stock options.

Note 11.  Financial Instruments

Fair Value Measurements

For the quarter ended June 30, 2009, we adopted the following FSPs which are intended to provide additional
application guidance and enhance disclosures regarding fair value measurements:

� FSP SFAS No. 157-4, �Determining Fair Value When the Volume and Level of Activity for the Asset or
Liability Have Significantly Decreased and Identifying Transactions That Are Not Orderly� (�FSP SFAS 157-4�),
provides guidelines for making fair value measurements more consistent with the principles presented in
SFAS No. 157, �Fair Value Measurements.� The FSP provides guidance to determine if there has been a
significant decrease in the volume and level of activity for the asset or liability, and to estimate fair values,
when transactions or quoted prices are not determinative of fair value. FSP SFAS 157-4 requires management
to use judgment to determine whether a market is distressed or not orderly, even if there has been a significant
decrease in the volume and level of activity for the asset or liability.

� FSP SFAS No. 107-1 and APB No. 28-1, �Interim Disclosures about Fair Value of Financial Instruments�
enhances consistency in financial reporting by increasing the frequency of fair value disclosures. The FSP
requires disclosure in the notes to the financial statements of fair value of its financial instruments in interim
and annual reporting periods, together with the related carrying amounts, methods and significant assumptions
used to estimate fair value, and changes in methods and significant assumptions, if any.

The adoption of these FSPs had no impact on our condensed consolidated financial statements and resulted only in
additional financial reporting disclosures.

The following methods and assumptions were used to estimate the fair value of each class of financial instruments for
which it is practicable to estimate that value:

� For cash and cash equivalents, restricted funds, and marketable securities, the carrying value of these amounts
is a reasonable estimate of their fair value. The fair value of restricted funds held in trust is based on quoted
market prices of the investments held by the trustee.

� Fair values for debt were determined based on interest rates that are currently available to us for issuance of
debt with similar terms and remaining maturities for debt issues that are not traded on quoted market prices.
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The fair value of project debt is estimated based on quoted market prices for the same or similar issuances of
debt.

� Fair value of our interest rate swap agreement is the estimated amount we would receive or pay to terminate the
agreement based on the net present value of the future cash flows as defined in the agreement.

� Fair values of derivative instruments are determined using available market information and appropriate
valuation methodologies. We recognize derivative instruments on the balance sheet at their fair value. The
Cash Conversion Option is valued quarterly using a Black Scholes model incorporating our common stock
closing price at the reporting date and an implied volatility factor for our common stock; to determine the
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value of the Note Hedge, the Cash Conversion Option amount is then discounted at a discount rate reflecting
the Option Counterparties� credit standing. The Option Counterparties are highly rated financial institutions,
none of whom experienced any significant downgrades during the three months ending June 30, 2009 which
could reduce any receivable amount owed to us. The contingent interest features related to the Debentures and
the Notes are valued quarterly using the present value of expected cash flow models incorporating the
probabilities of the contingent events occurring.

The estimated fair-value amounts have been determined using available market information and appropriate valuation
methodologies. However, considerable judgment is necessarily required in interpreting market data to develop
estimates of fair value. Accordingly, the estimates presented herein are not necessarily indicative of the amounts that
we would realize in a current market exchange. The fair-value estimates presented herein are based on pertinent
information available to us as of June 30, 2009. However, such amounts have not been comprehensively revalued for
purposes of these financial statements since June 30, 2009, and current estimates of fair value may differ significantly
from the amounts presented herein.

The following tables presents information about our assets and liabilities and their fair value measurements as of
June 30, 2009:

Fair Value Measurements at
Reporting Date Using

Quoted
Prices in Significant

As of June 30, 2009

Active
Markets
for

Significant
OtherUnobservable

Financial Instruments Recorded at Fair Value Carrying Estimated
Identical
Assets

Observable
Inputs Inputs

on a Recurring Basis: Amount Fair Value (Level 1) (Level 2)
(Level
3)

(In thousands)

Assets:
Cash and cash equivalents:
Bank deposits and certificates of deposit $ 77,639 $ 77,639 $ 77,639 $ � $  �
Money market funds 473,527 473,527 473,527 � �

Total cash and cash equivalents: 551,166 551,166 551,166 � �
Restricted funds held in trust:
Bank deposits and certificates of deposit 61,045 61,045 61,045 � �
Money market funds 140,093 140,133 140,133 � �
U.S. Treasury/Agency obligations(a) 30,266 30,503 30,503 � �
State and municipal obligations 13,275 13,140 13,140 � �
Commercial paper/Guaranteed investment
contracts/Repurchase agreements 54,595 54,731 54,731 � �
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Total restricted funds held in trust: 299,274 299,552 299,552 � �
Investments
Marketable securities available for sale 300 300 300 � �
Investments held to maturity:
U.S. Treasury/Agency obligations 14,700 14,700 14,700 � �
Residential mortgage-backed securities 4,031 4,031 4,031 � �
Corporate investments 8,381 8,381 8,381 � �
Equity securities 729 729 729 � �

Total investments: 28,141 28,141 28,141 � �
Interest rate swap receivable 10,825 10,825 � 10,825 �
Derivative Asset � Note Hedge 119,515 119,515 � 119,515 �

Total assets: $ 1,008,921 $ 1,009,199 $ 878,859 $ 130,340 $ �

Liabilities:
Derivative Liability � Cash Conversion Option $ 130,951 $ 130,951 $ � $ 130,951 $ �
Derivative Liabilities � Contingent interest features
of the Debentures and Notes 0 0 � 0 �
Interest rate swap payable 10,825 10,825 � 10,825 �

Total liabilities: $ 141,776 $ 141,776 $ � $ 141,776 $ �
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Carrying Estimated
Financial Instruments Recorded at Carrying Amount: Amount Fair Value

Assets:
Accounts receivables $ 269,497 $ 269,497
Liabilities:
Long-term debt (excluding Cash Conversion Option) $ 1,292,455 $ 1,223,699
Project debt $ 959,758 $ 947,525
Equity:
Warrants $ 53,846 $ 75,157

(a) The U.S. Treasury/Agency obligations in restricted funds held in trust are primarily comprised of Federal Home
Loan Mortgage Corporation securities at fair value.

Investments

For the quarter ended June 30, 2009, we adopted FSP SFAS No. 115-2 and SFAS No. 124-2, �Recognition and
Presentation of Other-Than-Temporary Impairments,� which provides additional guidance designed to create greater
clarity and consistency in accounting for and presenting impairment losses on securities. The FSP revises recognition
guidance in determining whether a debt security is other-than-temporarily impaired. A debt security is considered
other-than-temporarily impaired if the fair value is less than the amortized cost, and in any of the following
circumstances: an entity has the intent to sell the security, or it is more likely than not that an entity will be required to
sell the security prior to the recovery of its amortized cost basis; and an entity does not expect to recover the entire
amortized cost basis of the security. The FSP provides further guidance to determine the amount of impairment to be
recorded in earnings and/or other comprehensive income. The adoption of these FSPs did not have a material impact
on our consolidated financial statements and resulted primarily in additional financial reporting disclosures.

Our insurance subsidiaries� fixed maturity debt and equity securities portfolio are classified as �available-for-sale� and
are carried at fair value. Equity securities that are traded on a national securities exchange are stated at the last
reported sales price on the day of valuation. Debt security values are determined by third party matrix pricing based
on the last days trading activity. Changes in fair value are credited or charged directly to Accumulated Other
Comprehensive Income (�AOCI�) in the condensed consolidated statements of equity as unrealized gains or losses,
respectively. Investment gains or losses realized on the sale of securities are determined using the specific
identification method. Realized gains and losses are recognized in the condensed consolidated statements of income
based on the amortized cost of fixed maturities and cost basis for equity securities on the date of trade, subject to any
previous adjustments for �other-than-temporary� declines.

�Other-than-temporary� declines in fair value are recorded as realized losses in the condensed consolidated statements
of income and the cost basis of the security is reduced. We consider the following factors in determining whether
declines in the fair value of securities are �other-than-temporary�:

� the significance of the decline in fair value compared to the cost basis;
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� the time period during which there has been a significant decline in fair value;

� whether the unrealized loss is credit-driven or a result of changes in market interest rates;

� a fundamental analysis of the business prospects and financial condition of the issuer; and

� our ability and intent to hold the investment for a period of time sufficient to allow for any anticipated recovery
in fair value.

Other investments, such as investments in companies in which we do not have the ability to exercise significant
influence, are carried at the lower of cost or estimated realizable value.
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The cost or amortized cost, unrealized gains, unrealized losses and fair value of our investments categorized by type of
security, were as follows (in thousands):

As of June 30, 2009
Cost or Unrealized Unrealized Fair

Amortized
Cost Gain Loss Value

Current investments:
Fixed maturities $ 300 $ � $ � $ 300
Equity securities � insurance business 732 50 53 729

Total current investments $ 1,032 $ 50 $ 53 $ 1,029

Noncurrent investments:
Fixed maturities � insurance business:
U.S. government obligations $ 565 $ 12 $ � $ 577
U.S. government agencies 13,774 349 � 14,123
Residential mortgage-backed 3,977 61 7 4,031
Corporate 8,296 135 50 8,381

Total fixed maturities � insurance business 26,612 557 57 27,112
Investment at cost � international business 3,437 � � 3,437
Mutual and bond funds 1,539 97 � 1,636

Total noncurrent investments $ 31,588 $ 654 $ 57 $ 32,185

As of December 31, 2008
Cost or Unrealized Unrealized Fair

Amortized
Cost Gain Loss Value

Current investments:
Fixed maturities $ 300 $ � $ � $ 300
Equity securities � insurance business 760 62 30 792

Total current investments $ 1,060 $ 62 $ 30 $ 1,092

Noncurrent investments:
Fixed maturities � insurance business:
U.S. government obligations $ 565 $ 22 $ � $ 587
U.S. government agencies 17,332 307 19 17,620
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Residential mortgage-backed 4,183 27 26 4,184
Corporate 4,540 � 194 4,346

Total fixed maturities � insurance business 26,620 356 239 26,737
Investment at cost � international business 3,437 � � 3,437
Mutual and bond funds 1,404 � 433 971

Total noncurrent investments $ 31,461 $ 356 $ 672 $ 31,145
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The following table sets forth a summary of temporarily impaired investments held by our insurance subsidiary (in
thousands):

As of June 30, 2009
As of December 31,

2008
Fair Unrealized Fair Unrealized
Value Losses Value Losses

Description of Investments
U.S. Treasury and other direct U.S. Government
obligations $ � $ � $ 2,841 $ 19
Federal agency mortgage-backed securities 1,037 7 1,547 26
Corporate bonds 3,420 50 3,996 194

Total fixed maturities 4,457 57 8,384 239
Equity securities 402 53 307 30

Total temporarily impaired investments $ 4,859 $ 110 $ 8,691 $ 269

The number of U.S. Treasury and federal agency obligations, mortgage-backed securities, and corporate bonds
temporarily impaired are 0, 1, and 9, respectively. As of June 30, 2009, all of the temporarily impaired fixed maturity
investments with a fair value of $4.5 million had maturities greater than 12 months.

Our fixed maturities held by our insurance subsidiary include mortgage-backed securities and collateralized mortgage
obligations, collectively (�MBS�) representing 14.9%, and 15.6% of the total fixed maturities as of June 30, 2009 and
December 31, 2008, respectively. Our MBS holdings are issued by the Federal National Mortgage Association
(�FNMA�), the Federal Home Loan Mortgage Corporation (�FHLMC�), or the Government National Mortgage
Association (�GNMA�) all of which are rated �AAA� by Moody�s Investors Services. MBS and callable bonds, in contrast
to other bonds, are more sensitive to market value declines in a rising interest rate environment than to market value
increases in a declining interest rate environment.

The expected maturities of fixed maturity securities, by amortized cost and fair value are shown below (in thousands):

As of June 30, 2009
Amortized

Cost Fair Value

Available-for-sale:
One year or less $ 5,631 $ 5,739
Over one year to five years 19,470 19,869
Over five years to ten years 1,511 1,504
More than ten years � �
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Total fixed maturities $ 26,612 $ 27,112

The following reflects the change in net unrealized gain (loss) on available-for-sale securities included as a separate
component of accumulated AOCI in the condensed consolidated statements of equity (in thousands):

For the Three
Months Ended

June 30,

For the Six
Months Ended

June 30,
2009 2008 2009 2008

Fixed maturities, net $ 500 $ (277) $ 412 $ (177)
Equity securities, net 160 (10) (20) (69)
Mutual and bond funds 113 (15) 97 (126)

Change in net unrealized gain (loss) on investments $ 773 $ (302) $ 489 $ (372)
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The components of net unrealized gain (loss) on available-for-sale securities consist of the following (in thousands):

For the Three For the Six
Months Months

Ended June 30, Ended June 30,
2009 2008 2009 2008

Net unrealized holding gain (loss) on available-for-sale securities
arising during the period $ 744 $ (334) $ 460 $ (404)
Reclassification adjustment for net realized losses on available-for-sale
securities included in net income 29 32 29 32

Net unrealized gain (loss) on available-for-sale securities $ 773 $ (302) $ 489 $ (372)

Note 12.  Derivative Instruments

Effective January 1, 2009, we adopted SFAS No. 161, �Disclosures about Derivative Instruments and Hedging
Activities � An Amendment of FASB Statement No. 133� (�SFAS 161�). SFAS 161 establishes the disclosure
requirements for derivative instruments and for hedging activities with the intent to provide financial statement users
with an enhanced understanding of the entity�s use of derivative instruments, the accounting of derivative instruments
and related hedged items under SFAS 133 and its related interpretations, and the effects of these instruments on the
entity�s financial position, financial performance, and cash flows. Other than the enhanced disclosures as follows, the
adoption of SFAS 161 had no impact on our condensed consolidated financial statements.

The following disclosures summarize the fair value of derivative instruments not designated as hedging instruments
under SFAS 133 in the condensed consolidated balance sheets and the effect of changes in fair value related to those
derivative instruments not designated as hedging instruments under SFAS 133 on the condensed consolidated
statements of income.

Derivative Instruments Not Designated Fair Value as of

as Hedging Instruments under SFAS 133 Balance Sheet Location
June 30,
2009

December 31,
2008

(In thousands)

Asset Derivatives:
Interest rate swap receivable Other noncurrent assets $ 10,825 $ 13,984
Note Hedge Other noncurrent assets $ 119,515 $ �
Liability Derivatives:
Cash Conversion Option Long-term debt $ 130,951 $ �
Contingent interest features of the Debentures and
Notes Other noncurrent liabilities $ 0 $ 0
Interest rate swap payable Other noncurrent liabilities $ 10,825 $ 13,984
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Amount of Gain or (Loss)
Recognized in Income on

Derivative

Effect on Income of Derivatives Instruments Location of Gain or (Loss)
For the
Three

For
the

Three
For the
Six

For
the
Six

Not Designated as Hedging Instruments Recognized in Income on
Months
Ended

Months
Ended

Months
Ended

Months
Ended

under SFAS 133 Derivatives
June 30,
2009

June 30,
2008

June 30,
2009

June 30,
2008

(In thousands)

Note Hedge Non-cash convertible debt
related expense $ 7,137 $ � $ 7,137 $ �

Cash Conversion Option Non-cash convertible debt
related expense (6,520) � (6,520) �

Contingent interest features of the Debentures
and Notes

Non-cash convertible debt
related expense � � � �

Interest rate swap Net interest expense on
project debt � � � �

Effect on income of derivative instruments not designated as hedging
instruments under SFAS 133 $ 617 $ � $ 617 $ �

Cash Conversion Option, Note Hedge and Contingent Interest features related to the 3.25% Cash Convertible
Senior Notes

The Cash Conversion Option is a derivative instrument which is recorded at fair value quarterly with any change in
fair value being recognized in our condensed consolidated income statement as non-cash convertible debt related
expense. The fair value of the Cash Conversion Option was $131.0 million as of June 30, 2009. The Note Hedge is
accounted for as a derivative instrument under SFAS 133 and as such, is recorded at fair value quarterly with any
change in fair value being recognized in our condensed consolidated income statement as non-cash convertible debt
related expense. The fair value of the Note Hedge was $119.5 million as of June 30, 2009. The contingent interest
features of the Notes are embedded derivative instruments. The fair value of the contingent interest features of the
Notes was zero as of June 30, 2009.

We expect the gain or loss from the Note Hedge to substantially offset the gain or loss associated with changes to the
valuation of the Cash Conversion Option. Accordingly, we do not expect there to be a material net impact to our
condensed consolidated statement of income as a result of our issuing the Notes and entering into the Note Hedge.
Our most significant credit exposure arises from the Note Hedge of the Notes. The fair value of the Note Hedge
reflects the maximum loss that would be incurred should the Option Counterparties fail to perform according to the
terms of the Note Hedge agreement. The Option Counterparties are highly rated financial institutions and we believe
that the credit risk associated with their non-performance is not significant. See Note 6. Changes in Capitalization for
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specific details related to the Cash Conversion Option, Note Hedge and contingent interest features of the Notes.

Contingent Interest feature of the 1.00% Senior Convertible Debentures

On January 31, 2007, we completed an underwritten public offering of $373.8 million aggregate principal amount of
Senior Convertible Debentures. The Debentures bear interest at a rate of 1.00% per year, payable semi-annually in
arrears, on February 1 and August 1 of each year, commencing on August 1, 2007, and will mature on February 1,
2027. Beginning with the six-month interest period commencing February 1, 2012, we will pay contingent interest on
the Debentures during any six-month interest period in which the trading price of the Debentures measured over a
specified number of trading days is 120% or more of the principal amount of the Debentures. When applicable, the
contingent interest payable per $1,000 principal amount of Debentures will equal
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0.25% of the average trading price of $1,000 principal amount of Debentures during the five trading days ending on
the second trading day immediately preceding the first day of the applicable six-month interest period. The contingent
interest feature in the Debentures is an embedded derivative instrument. The first contingent cash interest payment
period does not commence until February 1, 2012, and the fair value for the embedded derivative was zero as of
June 30, 2009.

Interest Rate Swaps

As of June 30, 2009, we had one interest rate swap agreement related to project debt that economically fixes the
interest rate on certain adjustable-rate revenue bonds. This swap agreement was entered into in September 1995 and
expires in January 2019. Any payments made or received under the swap agreement, including fair value amounts
upon termination, are included as an explicit component of the client community�s obligation under the related service
agreement. Therefore, all payments made or received under the swap agreement are a pass through to the client
community. Under the swap agreement, we pay a fixed rate of 5.18% and receive a floating rate that is either equal to
(i) the rate on the adjustable rate revenue bonds or (ii) an alternative floating rate based on a percentage of LIBOR or
the BMA Municipal Swap Index if certain triggering events occur, such as a put of bonds to the standby credit facility
that backstops the weekly rate re-sets. The notional amount of the swap as of June 30, 2009 was $63.7 million and is
reduced in accordance with the scheduled repayments of the applicable revenue bonds. The counterparty to the swap
is a major financial institution. We believe that the credit risk associated with nonperformance by the counterparty is
not significant. The swap agreement resulted in increased debt service expense, which is a pass through to the client
community, of $0.8 million and $1.5 million for the three and six months ended June 30, 2009, respectively. The
effect on our weighted-average borrowing rate of the project debt was an increase of 0.15% for six months ended
June 30, 2009.

Note 13.  Related-Party Transactions

We hold a 26% investment in Quezon Power, Inc. (�Quezon�). We are party to an agreement with Quezon in which we
assumed responsibility for the operation and maintenance of Quezon�s coal-fired electricity generation facility.
Accordingly, 26% of the net income of Quezon is reflected in our statements of income and as such, 26% of the
revenue earned under the terms of the operation and maintenance agreement is eliminated against Equity in Net
Income from Unconsolidated Investments. For the three months ended June 30, 2009 and 2008, we collected
$13.1 million and $11.2 million, respectively, and for the six months ended June 30, 2009 and 2008, we collected
$18.3 million and $20.2 million, respectively, for the operation and maintenance of the facility. As of June 30, 2009
and December 31, 2008, the net amount due to Quezon was $5.2 million and $3.2 million, respectively, which
represents advance payments received from Quezon for operation and maintenance costs.

Note 14.  Commitments and Contingencies

We and/or our subsidiaries are party to a number of claims, lawsuits and pending actions, most of which are routine
and all of which are incidental to our business. We assess the likelihood of potential losses on an ongoing basis and
when losses are considered probable and reasonably estimable, record as a loss an estimate of the ultimate outcome. If
we can only estimate the range of a possible loss, an amount representing the low end of the range of possible
outcomes is recorded. The final consequences of these proceedings are not presently determinable with certainty.

Environmental Matters
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Our operations are subject to environmental regulatory laws and environmental remediation laws. Although our
operations are occasionally subject to proceedings and orders pertaining to emissions into the environment and other
environmental violations, which may result in fines, penalties, damages or other sanctions, we believe that we are in
substantial compliance with existing environmental laws and regulations.

We may be identified, along with other entities, as being among parties potentially responsible for contribution to
costs associated with the correction and remediation of environmental conditions at disposal sites subject to
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federal and/or analogous state laws. In certain instances, we may be exposed to joint and several liabilities for
remedial action or damages. Our ultimate liability in connection with such environmental claims will depend on many
factors, including our volumetric share of waste, the total cost of remediation, and the financial viability of other
companies that also sent waste to a given site and, in the case of divested operations, its contractual arrangement with
the purchaser of such operations.

The potential costs related to the matters described below and the possible impact on future operations are uncertain
due in part to the complexity of governmental laws and regulations and their interpretations, the varying costs and
effectiveness of cleanup technologies, the uncertain level of insurance or other types of recovery and the questionable
level of our responsibility. Although the ultimate outcome and expense of any litigation, including environmental
remediation, is uncertain, we believe that the following proceedings will not have a material adverse effect on our
consolidated financial position or results of operations.

In August 2004, the United States Environmental Protection Agency (�EPA�) notified Covanta Essex Company (�Essex�)
that it was a potentially responsible party (�PRP�) for Superfund response actions in the Lower Passaic River Study
Area, referred to as �LPRSA,� a 17 mile stretch of river in northern New Jersey. Essex is one of at least 73 PRPs named
thus far that have joined the LPRSA PRP group. On May 8, 2007, EPA and the PRP group entered into an
Administrative Order on Consent by which the PRP group is undertaking a Remedial Investigation/Feasibility Study
(�Study�) of the LPRSA under EPA oversight. The cost to complete the Study is estimated at $75 million, in addition to
EPA oversight costs. Essex�s share of the Study costs to date are not material to its financial position and results of
operations; however, the Study costs are exclusive of any costs that may be required of PRPs to remediate the LPRSA
or costs associated with natural resource damages to the LPRSA that may be assessed against PRPs. On February 4,
2009, Essex and over 300 other PRPs were named as third-party defendants in a suit brought by the State of New
Jersey Department of Environmental Protection (�NJDEP�) against Occidental Chemical Corporation and certain related
entities (�Occidental�) with respect to alleged contamination of the LPRSA by Occidental. The Occidental third party
complaint seeks contribution from the third-party defendants with respect to any award to NJDEP of damages against
Occidental in the matter. Considering the history of industrial and other discharges into the LPRSA from other
sources, including named PRPs, Essex believes any releases to the LPRSA from its facility to be de minimis in
comparison; however, it is not possible at this time to predict that outcome with certainty or to estimate Essex�s
ultimate liability in the matter, including for LPRSA remedial costs and/or natural resource damages and/or
contribution claims made by Occidental and/or other PRPs.

Other Matters

Other commitments as of June 30, 2009 were as follows (in thousands):

Commitments Expiring by Period
Less Than More Than

Total One Year One Year

Letters of credit $ 289,888 $ 31,344 $ 258,544
Surety bonds 67,158 � 67,158

Total other commitments � net $ 357,046 $ 31,344 $ 325,702
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The letters of credit were issued under various credit facilities (primarily the Funded L/C Facility) to secure our
performance under various contractual undertakings related to our domestic and international projects or to secure
obligations under our insurance program. Each letter of credit relating to a project is required to be maintained in
effect for the period specified in related project contracts, and generally may be drawn if it is not renewed prior to
expiration of that period.

We believe that we will be able to fully perform under our contracts to which these existing letters of credit relate, and
that it is unlikely that letters of credit would be drawn because of a default of our performance obligations. If any of
these letters of credit were to be drawn by the beneficiary, the amount drawn would be
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immediately repayable by us to the issuing bank. If we do not immediately repay such amounts drawn under these
letters of credit, unreimbursed amounts would be treated under the Credit Facilities as additional term loans in the case
of letters of credit issued under the Funded L/C Facility, or as revolving loans in the case of letters of credit issued
under the Revolving Loan Facility.

The surety bonds listed on the table above relate primarily to performance obligations ($58.2 million) and support for
closure obligations of various energy projects when such projects cease operating ($9.0 million). Were these bonds to
be drawn upon, we would have a contractual obligation to indemnify the surety company.

We have certain contingent obligations related to the Debentures. These are:

� holders may require us to repurchase their Debentures on February 1, 2012, February 1, 2017 and February 1,
2022;

� holders may require us to repurchase their Debentures, if a fundamental change occurs; and
� holders may exercise their conversion rights upon the occurrence of certain events, which would require us to
pay the conversion settlement amount in cash and/or our common stock.

For specific criteria related to contingent interest, conversion or redemption features of the Debentures, refer to Note 6
of the Notes to Consolidated Financial Statements in our Form 8-K for the year ended December 31, 2008 filed on
May 18, 2009.

We have certain contingent obligations related to the Notes. These are:

� holders may require us to repurchase their Notes, if a fundamental change occurs; and
� holders may exercise their conversion rights upon the occurrence of certain events, which would require us to
pay the conversion settlement amount in cash.

For specific criteria related to contingent interest, conversion or redemption features of the Notes, see Note 6. Changes
in Capitalization.

We have issued or are party to guarantees and related contractual support obligations undertaken pursuant to
agreements to construct and operate domestic and international waste and energy facilities. For some projects, such
performance guarantees include obligations to repay certain financial obligations if the project revenues are
insufficient to do so, or to obtain or guarantee financing for a project. With respect to our domestic and international
businesses, we have issued guarantees to municipal clients and other parties that our subsidiaries will perform in
accordance with contractual terms, including, where required, the payment of damages or other obligations.
Additionally, damages payable under such guarantees on our energy-from-waste facilities could expose us to recourse
liability on project debt. If we must perform under one or more of such guarantees, our liability for damages upon
contract termination would be reduced by funds held in trust and proceeds from sales of the facilities securing the
project debt and is presently not estimable. Depending upon the circumstances giving rise to such domestic and
international damages, the contractual terms of the applicable contracts, and the contract counterparty�s choice of
remedy at the time a claim against a guarantee is made, the amounts owed pursuant to one or more of such guarantees
could be greater than our then-available sources of funds. To date, we have not incurred material liabilities under such
guarantees, either on domestic or international projects.
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Note 15.  Subsequent Events

On July 3, 2009, we signed a definitive agreement to acquire from Veolia Environmental Services North America
Corp. most of its North American energy-from-waste business for a purchase price of $450 million, less net debt
(consolidated indebtedness net of cash and restricted funds held in trust) and subject to certain other adjustments. The
operations to be acquired include seven energy-from-waste facilities, which are located in California, Florida, New
York, Pennsylvania, and Vancouver, Canada. The operations also include a transfer station located in Pennsylvania.
Each of the operations to be acquired includes a long-term operating contract with the respective municipal client. Six
of the energy-from-waste facilities and the transfer station are publicly-owned facilities, and we will acquire a
majority ownership stake in one energy-from-waste facility (Montgomery, Pennsylvania). Collectively, these seven
energy-from-waste facilities process approximately 3 million tons of waste per year. We expect that the entire
transaction will close by year end. However, the closing of the transaction may occur in stages and is conditioned
upon receipt of customary regulatory and other approvals or consents. The failure to obtain certain approvals or
consents may result in the removal of certain businesses from the transaction and a related price reduction.
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Item 2. MANAGEMENT�S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS
OF OPERATIONS

The terms �we,� �our,� �ours,� �us,� �Covanta� and �Company� refer to Covanta Holding Corporation and its subsidiaries. The
following discussion addresses our financial condition as of June 30, 2009 and our results of operations for the three
and six months ended June 30, 2009, compared with the same periods last year. It should be read in conjunction with
our Audited Consolidated Financial Statements and Notes thereto for the year ended December 31, 2008 and
Management�s Discussion and Analysis of Financial Condition and Results of Operations included in our Form 8-K
for the year ended December 31, 2008 filed on May 18, 2009, and in the interim unaudited financial statements and
notes included in our Quarterly Reports on Form 10-Q/A for the period ended March 31, 2009, to which the reader is
directed for additional information.

The preparation of interim financial statements necessarily relies heavily on estimates. Due to the use of estimates and
certain other factors, such as the seasonal nature of our waste and energy services business, as well as competitive and
other market conditions, we do not believe that interim results of operations are indicative of full year results of
operations. The preparation of financial statements requires management to make estimates and assumptions that
affect the reported amounts and classification of assets and liabilities and disclosure of contingent assets and liabilities
at the date of the financial statements and the reported amounts of revenues and expenses during the reporting period.
Actual results could differ materially from those estimates.

OVERVIEW

We are a leading developer, owner and operator of infrastructure for the conversion of waste to energy (known as
�energy-from-waste�), as well as other waste disposal and renewable energy production businesses in the Americas,
Europe and Asia. We are organized as a holding company and conduct all of our operations through subsidiaries
which are engaged predominantly in the businesses of waste and energy services. We also engage in the independent
power production business outside the United States.

We own, have equity investments in, and/or operate 60 energy generation facilities, 50 of which are in the United
States and 10 of which are located outside the United States. Our energy generation facilities use a variety of fuels,
including municipal solid waste, wood waste (biomass), landfill gas, water (hydroelectric), natural gas, coal, and
heavy fuel-oil. We also own or operate several businesses that are associated with our energy-from-waste business,
including a waste procurement business, a biomass procurement business, four landfills, which we use primarily for
ash disposal, and several waste transfer stations.

On July 3, 2009, we signed a definitive agreement to acquire seven energy-from-waste businesses and a transfer
station for approximately $450 million, less net debt (consolidated indebtedness net of cash and restricted funds held
in trust) and subject to certain other adjustments, from Veolia Environmental Services North America Corporation.
The energy-from-waste facilities are located in California, Florida, New York, Pennsylvania and Vancouver, Canada.
We expect the entire transaction will close by year end. Additional information is provided in Acquisitions and
Business Development below.

During the three months ended June 30, 2009, we issued $460 million aggregate principal amount of 3.25% Cash
Convertible Senior Notes (the �Notes�) due 2014 for resale to certain qualified institutional buyers in compliance with
Rule 144A under the Securities Act of 1933, as amended. In connection with the pricing of the Notes, we entered into
privately negotiated cash convertible note hedge transactions and warrant transactions with affiliates of certain of the
initial purchasers. Additional information, including material terms, is provided in Liquidity and Capital Resources �
Available Sources of Liquidity. We received proceeds of approximately $388.9 million, net of underwriting discounts,
offering expenses, proceeds from the issuance of warrants, and purchase of convertible note hedge. We have used and

Edgar Filing: COVANTA HOLDING CORP - Form 10-Q

Table of Contents 69



will use the net proceeds from the offering, together with the proceeds from the warrant transactions, for general
corporate purposes, which may include capital expenditures, potential permitted investments or permitted acquisitions.

Our mission is to be the world�s leading energy-from-waste company, with a complementary network of renewable
energy generation and waste disposal assets. We expect to build value for our stockholders by satisfying
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our clients� waste disposal and energy generation needs with safe, reliable and environmentally superior solutions. In
order to accomplish this mission and create additional value for our stockholders, we are focused on:

� providing customers with superior service and effectively managing our existing businesses;

� generating sufficient cash to meet our liquidity needs and invest in the business; and

� developing new projects and making acquisitions to grow our business in the Americas, Europe and Asia.

We believe that our business offers solutions to public sector leaders around the world in two related elements of
critical infrastructure: waste disposal and renewable energy generation. We believe that the environmental benefits of
energy-from-waste, as an alternative to landfilling, are clear and compelling: by processing municipal solid waste in
energy-from-waste facilities we reduce greenhouse gas (�GHG�) emissions, lower the risk of groundwater
contamination, and conserve land. At the same time, energy-from-waste generates clean, reliable energy from a
renewable fuel source, thus reducing dependence on fossil fuels, the combustion of which is itself a major contributor
to GHG emissions. As public planners in the Americas, Europe and Asia address their needs for more environmentally
sustainable waste disposal and energy generation in the years ahead, we believe that energy-from-waste will be an
increasingly attractive alternative. We will also consider, for application in domestic and international markets,
acquiring or developing new technologies that complement our existing renewable energy and waste services
businesses.

Our business offers sustainable solutions to energy and environmental problems, and our corporate culture is
increasingly focused on themes of sustainability in all of its forms. We aspire to continuous improvement in
environmental performance, beyond mere compliance with legally required standards. This ethos is embodied in our
�Clean World Initiative�, an umbrella program under which we are:

� investing in research and development of new technologies to enhance existing operations and create new
business opportunities in renewable energy and waste management;

� exploring and implementing processes and technologies at our facilities to improve energy efficiency and
lessen environmental impacts; and

� partnering with governments and non-governmental organizations to pursue sustainable programs, reduce the
use of environmentally harmful materials in commerce and communicate the benefits of energy-from-waste.

Our Clean World Initiative is designed to be consistent with our mission to be the world�s leading energy-from-waste
company by providing environmentally superior solutions, advancing our technical expertise and creating new
business opportunities. It represents an investment in our future that we believe will enhance stockholder value.

In order to create new business opportunities and benefits and enhance stockholder value, we are actively engaged in
the current discussion among policy makers in the United States regarding the benefits of energy-from-waste and the
reduction of our dependence on landfilling for waste disposal and fossil fuels for energy. Given the current economic
dislocations and related unemployment, the Obama administration is also expected to focus on economic stimulus and
job creation. We believe that the construction and permanent jobs created by additional energy-from-waste
development represents the type of �green jobs�, on critical infrastructure, that will be consistent with the
administration�s focus. The extent to which we are successful in growing our business will depend in part on our
ability to effectively communicate the benefits of energy-from-waste to public planners seeking waste disposal
solutions, and to policy makers seeking to encourage renewable energy technologies (and the associated �green jobs�) as
viable alternatives to reliance on fossil fuels as a source of energy.
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The United States Congress is currently debating proposals designed to encourage two broad policy objectives:
increased renewable energy generation, and reduction of fossil fuel usage and related GHG emissions. The United
States House of Representatives passed a bill known as the America Clean Energy and Security Act of 2009 (�ACES�)
which addresses both topics, by means of a phased-in national renewable energy standard and a �cap-and-trade� system
to reduce GHG emissions. Energy-from-waste and biomass have generally been included in the ACES bill to be
among the technologies that help to achieve both of these policy objectives. Similar proposals are being considered in
the United States Senate. While legislation is far from final and a vigorous debate is expected when the House and
Senate bills are reconciled, we believe the direction of Congressional efforts is
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consistent with the Obama administration�s objectives on energy policy reform and could create additional growth
opportunities for our business and increase energy revenue from existing facilities.

Our senior management team has extensive experience in developing, constructing, operating, acquiring and
integrating waste and energy services businesses. We intend to continue to focus our efforts on pursuing development
and acquisition-based growth. We anticipate that a part of our future growth will come from acquiring or investing in
additional energy-from-waste, waste disposal and renewable energy production businesses in the Americas, Europe
and Asia. Our business is capital intensive because it is based upon building and operating municipal solid waste
processing and energy generating projects. In order to provide meaningful growth through development, we must be
able to invest our funds, obtain equity and/or debt financing, and provide support to our operating subsidiaries.

Economic Factors Affecting Business Conditions

The ongoing economic slowdown, both in the United States and internationally, has reduced demand for goods and
services generally, which tends to reduce overall volumes of waste requiring disposal, and the pricing at which we can
attract waste to fill available capacity. At the same time, the declines in global natural gas and other fossil fuel prices
have pushed electricity and steam pricing lower generally which causes lower revenue for the portion of the energy we
sell which is not under fixed price contracts. Lastly, the downturn in economic activity tends to reduce global demand
for and pricing of certain commodities, such as the scrap metals we recycle from our energy-from-waste facilities. The
combination of these factors could reduce our revenue and cash flow.

The same economic slowdown may reduce the demand for the waste disposal services and the energy that our
facilities offer. Many of our customers are municipalities and public authorities, which are generally experiencing
fiscal pressure as local and central governments seek to reduce expenses in order to address declining tax revenues
which may result from the slowdown and increases in unemployment. At the same time, dislocations in the financial
sector may make it more difficult, and more costly, to finance new projects. These factors, particularly in the absence
of energy policies which encourage renewable technologies such as energy-from-waste, may make it more difficult for
us to sell waste disposal services or energy at prices sufficient to allow us to grow our business through developing
and building new projects.

Acquisitions and Business Development

In our domestic business, we are pursuing additional growth opportunities through project expansions, new
energy-from-waste and other renewable energy projects, contract extensions, acquisitions, and businesses ancillary to
our existing business, such as additional waste transfer, transportation, processing and disposal.

We are also pursuing international waste and/or renewable energy business opportunities, particularly in locations
where the market demand, regulatory environment or other factors encourage technologies such as energy-from-waste
to reduce dependence on landfilling for waste disposal and fossil fuels for energy production in order to reduce GHG
emissions. In particular, we are focusing on the United Kingdom, Ireland and China, and are also pursuing
opportunities in certain markets in Europe and in Canada and other markets in the Americas.

2009 acquisitions, business development and dispositions

Domestic Business:

� We signed a definitive agreement to acquire from Veolia Environmental Services North America Corp. most of
its North American energy-from-waste business for a purchase price of $450 million, less net debt
(consolidated indebtedness net of cash and restricted funds held in trust) and subject to certain other
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adjustments. The operations to be acquired include seven energy-from-waste facilities, which are located in
California, Florida, New York, Pennsylvania, and Vancouver, Canada. The operations also include a transfer
station located in Pennsylvania. Each of the operations to be acquired includes a long-term operating contract
with the respective municipal client. Six of the energy-from-waste facilities and the transfer station are
publicly-owned facilities, and we will acquire a majority ownership stake in one energy-from-waste facility
(Montgomery, Pennsylvania). Collectively, these seven energy-from-waste facilities process approximately
3 million tons of waste per year. We expect that the entire transaction will close by year end. However, the
closing of the transaction may occur in stages and is conditioned upon receipt of
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customary regulatory and other approvals or consents. The failure to obtain certain approvals or consents may
result in the removal of certain businesses from the transaction and a related price reduction.

� Our long-term operating contract with the Greater Detroit Resource Recovery Authority (�GDRRA�) to operate
the 2,832 tons per day (�tpd�) energy-from-waste facility located in Detroit, Michigan (the �Detroit Facility�)
expired on June 30, 2009. Effective June 30, 2009, we entered into the following transactions, which extend
our interest in the Detroit Facility:
� We purchased an undivided 30% owner participant interest in the Detroit Facility and final working
capital for total cash consideration of approximately $7.9 million.

� We entered into an operating and maintenance agreement with owners of the Detroit Facility, pursuant to
which we will operate, maintain and provide certain other services for the owners at the Detroit Facility
for a term of one year.

� We entered into a waste disposal agreement with GDRRA pursuant to which we will dispose of the waste
of the City of Detroit for a term of at least one year. The term of the waste disposal agreement will
automatically renew for successive one-year terms unless either party provides advance written notice of
termination in accordance with the provisions thereof. In addition, as an owner participant, we have the
right, on one or more occasions, to call upon GDRRA to deliver the waste of the City of Detroit to the
Detroit Facility at market-based rates. The call right continues for the duration of the participation
agreement, which expires in 2035.

We have not finalized negotiation of pricing for a new steam agreement for the Detroit Facility. Securing a steam
agreement with appropriate pricing is important for the long-term economic viability of the Detroit Facility.

� We acquired two waste transfer stations with combined capacity of 4,500 tpd in Philadelphia, Pennsylvania for
cash consideration of approximately $17.5 million, subject to final working capital adjustments.

International Business:

� We entered into agreements to terminate our joint venture with Guangzhou Development Power Investment
Co., Ltd. (�GDPI�) and to sell our 40% equity interest in the joint venture entity, Guangzhou Development
Covanta Environmental Energy Co., Ltd., at book value to an affiliate of GDPI for approximately $1.2 million.
The termination and sale are conditional upon various regulatory and other conditions precedent and is
expected to close later this year. Notwithstanding the termination and sale, we intend to continue to cooperate
with GDPI on the development of energy-from-waste projects in Guangdong Province, People�s Republic of
China on a project by project basis.

2008 acquisitions and business development

Domestic Business:

� We acquired Indeck Maine Energy, LLC which owned and operated two biomass energy facilities. The two
nearly identical facilities, located in West Enfield and Jonesboro, Maine, added a total of 49 gross megawatts
(�MW�) to our renewable energy portfolio. We sell the electric output and renewable energy credits from these
facilities into the New England market. We acquired these two facilities for cash consideration of
approximately $53.4 million, net of cash acquired, inclusive of final working capital adjustments.

� We acquired an energy-from-waste facility in Tulsa, Oklahoma for cash consideration of approximately
$12.7 million. The design capacity of the facility is 1,125 tpd of waste and gross electric capacity of 16.5 MW.
This facility was shut down by the prior owner in the summer of 2007 and we returned two of the facility�s
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three boilers to service in November 2008. Since the acquisition of this energy-from-waste facility, we have
invested approximately $5.3 million in capital improvements to restore its operational performance.

� We acquired a landfill for the disposal of ash in Peabody, Massachusetts from Peabody Monofill Associates,
Inc. and others for cash consideration of approximately $7.4 million.
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� We entered into new tip fee contracts which will supply waste to the Wallingford, Connecticut facility,
following the expiration of the existing service fee contract in 2010. These contracts in total are expected to
supply waste utilizing most or all of the facility�s capacity through 2020.

� We entered into a new tip fee contract with Kent County in Michigan which commenced on January 1, 2009
and extended the existing contract from 2010 to 2023. This contract is expected to supply waste utilizing most
or all of the facility�s capacity. Previously this was a service fee contract.

� We entered into a new service fee contract with the Pasco County Commission in Florida which commenced
on January 1, 2009 and extended the existing contract from 2011 to 2016.

� We entered into a new tip fee contract with the City of Indianapolis for a term of 10 years which commenced
upon expiration of the existing service fee contract in December 2008. This contract represents approximately
50% of the facility�s capacity.

� We entered into various agreements with multiple partners to invest in the development, testing or licensing of
new technologies related to the transformation of waste materials into renewable fuels or the generation of
energy. Initial licensing fees and demonstration unit purchases approximated $6.5 million and $1.4 million
during the year ended December 31, 2008 and six months ended June 30, 2009, respectively.

International Business:

� We entered into an agreement with Beijing Baoluo Investment Co., Ltd. (�Beijing Baoluo�) to purchase a direct
58% equity interest in the Fuzhou project, a 1,200 metric tpd 24 MW mass-burn energy-from-waste project in
China for approximately $14 million. We currently hold a noncontrolling interest in this project. This purchase
was conditional upon various regulatory and other conditions precedent and was expected to close in the
second quarter of 2009. Conditions required for closing were not achieved and Beijing Baoluo informed us that
it no longer desired to proceed to closing the sale. We continue to hold a noncontrolling interest in this project.

Under Advanced Development/Construction

Domestic Business:

� We entered into a ten year agreement to maintain and operate an 800 tpd energy-from-waste facility located in
Harrisburg, Pennsylvania and obtained a right of first refusal to purchase the facility. We have also agreed to
provide construction management services and to advance up to $25.5 million in funding for certain facility
improvements required to enhance facility performance, the repayment of which is guaranteed by the City of
Harrisburg. As of June 30, 2009, we advanced $15.9 million under this funding arrangement. The facility
improvements are expected to be completed in the second half of 2009. On July 1, 2009, the first repayment
installment on the advance was due but not paid. We are pursuing efforts to collect the past due amount, and to
ensure that other amounts we have advanced will be repaid when due.

� We designed, constructed, operate and maintain the 1,200 tpd mass-burn energy-from-waste facility located in
and owned by Hillsborough County in Florida. In 2005, we entered into agreements with Hillsborough County
to implement an expansion of this energy-from-waste facility, and to extend the agreement under which we
operate the facility to 2027. Completion of the expansion, and commencement of the operation of the expanded
project, is expected in the second half of 2009.

Edgar Filing: COVANTA HOLDING CORP - Form 10-Q

Table of Contents 77



International Business:

� We have entered into definitive agreements for the development of a 1,700 metric tpd energy-from-waste
project serving the City of Dublin, Ireland and surrounding communities. The Dublin project, which marks our
most significant entry to date into the European waste and renewable energy markets, is being developed and
will be owned by Dublin Waste to Energy Limited, which we control and co-own with DONG Energy
Generation A/S.

We are responsible for the design and construction of the project, which is estimated to cost approximately
�350 million and will require 36 months to complete, once full construction commences. We will operate
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and maintain the project for Dublin Waste to Energy Limited, which has a 25-year tip fee type contract with Dublin to
provide disposal service for approximately 320,000 metric tons of waste annually. The project is structured on a
build-own-operate-transfer model, where ownership will transfer to Dublin after the 25-year term, unless extended.
The project is expected to sell electricity into the local grid under short-term arrangements. We and DONG Energy
Generation A/S have committed to provide financing for all phases of the project, and we expect to utilize debt
financing for the project. The primary approvals and licenses for the project have been obtained, and any remaining
consents, approvals and conditions necessary to begin full construction are expected to be obtained in due course. We
have begun to perform preliminary on-site work and expect to commence full construction in the second half of 2009.

� Our joint venture, Taixing Covanta Yanjiang Cogeneration Co., Ltd., of which we own 85%, entered into a
25 year concession agreement and waste supply agreements to build, own and operate a 350 metric tpd
energy-from-waste facility for Taixing Municipality, in Jiangsu Province, People�s Republic of China. The
project, which will be built on the site of our existing coal-fired facility in Taixing, will supply steam to an
adjacent industrial park under short-term arrangements. The Taixing project is expected to commence
construction in the second half of 2009 and be completed in 2011.

� We and Chongqing Iron & Steel Company (Group) Limited have entered into a 25 year contract to build, own,
and operate an 1,800 metric tpd energy-from-waste facility for Chengdu Municipality in Sichuan Province,
People�s Republic of China. In connection with this award, we invested $17.1 million for a 49% equity interest
in the project joint venture company. The joint venture has obtained project financing for Rmb 480 million for
the project, which we expect to be 49% guaranteed by us and 51% guaranteed by Chongqing Iron & Steel
Company (Group) Limited until the project has been constructed and for one year after operations commence.
The Chengdu project is expected to commence construction in the third quarter of 2009.

Business Segments

Our reportable segments are Domestic and International, which are comprised of our domestic and international waste
and energy services operations, respectively.

Domestic

For all energy-from-waste projects, we receive revenue from two primary sources: fees charged for operating projects
or processing waste received and payments for electricity and steam sales. We also operate, and in some cases have
ownership interests in, transfer stations and landfills which generate revenue from waste and ash disposal fees or
operating fees. In addition, we own and in some cases operate, other renewable energy projects in the United States
which generate electricity from wood waste (biomass), landfill gas, and hydroelectric resources. The electricity from
these other renewable energy projects is sold to utilities. For these projects, we receive revenue from electricity sales,
and in some cases cash from equity distributions.

International

We have ownership interests in and/or operate facilities internationally, including independent power production
facilities in the Philippines, Bangladesh and India where we generate electricity by combusting coal, natural gas and
heavy fuel-oil, and energy-from-waste facilities in China and Italy. We receive revenue from operating fees, electricity
and steam sales, and in some cases cash from equity distributions.

Contract Structures
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Most of our energy-from-waste projects were developed and structured contractually as part of competitive
procurement processes conducted by municipal entities. As a result, many of these projects have common features.
However, each service agreement is different reflecting the specific needs and concerns of a client community,
applicable regulatory requirements and other factors. Often, we design the facility, help to arrange for financing and
then we either construct and equip the facility on a fixed price and schedule basis, or we undertake an alternative role,
such as construction management, if that better meets the goals of our municipal client. Following construction and
during operations, we receive revenue from two primary sources: fees we receive for operating projects or for
processing waste received, and payments we receive for electricity and/or steam we sell.
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We have 22 domestic energy-from-waste projects where we charge a fixed fee (which escalates over time pursuant to
contractual indices that we believe are appropriate to reflect price inflation) for operation and maintenance services.
We refer to these projects as having a �Service Fee� structure. Our contracts at Service Fee projects provide revenue that
does not materially vary based on the amount of waste processed or energy generated and as such is relatively stable
for the contract term. In addition, at most of our Service Fee projects, the operating subsidiary retains only a fraction
of the energy revenues generated, with the balance used to provide a credit to the municipal client against its disposal
costs. Therefore, in these projects, the municipal client derives most of the benefit and risk of energy production and
changing energy prices.

We also have 16 energy-from-waste projects (13 domestic and 3 international) at which we receive a per-ton fee under
contracts for processing waste. We refer to these projects as having a �Tip Fee� structure. At Tip Fee projects, we
generally enter into long-term waste disposal contracts for a substantial portion of project disposal capacity and retain
all of the energy revenue generated. These Tip Fee service agreements include stated fixed fees earned by us for
processing waste up to certain base contractual amounts during specified periods. These Tip Fee service agreements
also set forth the per-ton fees that are payable if we accept waste in excess of the base contractual amounts. The waste
disposal and energy revenue from these projects is more dependent upon operating performance and, as such, is
subject to greater revenue fluctuation to the extent performance levels fluctuate.

Under both structures, our returns are expected to be stable if we do not incur material unexpected operation and
maintenance costs or other expenses. In addition, most of our energy-from-waste project contracts are structured so
that contract counterparties generally bear, or share in, the costs associated with events or circumstances not within
our control, such as uninsured force majeure events and changes in legal requirements. The stability of our revenues
and returns could be affected by our ability to continue to enforce these obligations. Also, at some of our
energy-from-waste facilities, commodity price risk is mitigated by passing through commodity costs to contract
counterparties. With respect to our other domestic renewable energy projects and international independent power
projects, such structural features generally do not exist because either we operate and maintain such facilities for our
own account or we do so on a cost-plus basis rather than a fixed-fee basis.

We generally sell the energy output from our projects to local utilities pursuant to long-term contracts. Where a
Service Fee structure exists, our client community usually retains most (generally 90%) of the energy revenues
generated and pays the balance to us. Where Tip Fee structures exist, we generally retain 100% of the energy
revenues. At several of our energy-from-waste projects, we sell energy output under short-term contracts or on a
spot-basis to our customers. At our Tip Fee projects, we generally have a greater exposure to energy market price
fluctuation, as well as a greater exposure to variability in project operating performance.

We receive the majority of our revenue under short and long term contracts, with little or no exposure to price
volatility, but with adjustments intended to reflect changes in our costs. Where our revenue is received under other
arrangements and depending upon the revenue source, we have varying amounts of exposure to price volatility. The
largest component of this revenue is comprised of waste revenue, which has generally not been subject to material
price volatility. Energy and metal pricing tends to be more volatile. During the second and third quarters of 2008,
pricing for energy and recycled metals reached historically high levels and has subsequently declined materially.

At some of our domestic renewable energy and international independent power projects, our operating subsidiaries
purchase fuel in the open markets which exposes us to fuel price risk. At other plants, fuel costs are contractually
included in our electricity revenues, or fuel is provided by our customers. In some of our international projects, the
project entity (which in some cases is not our subsidiary) has entered into long-term fuel purchase contracts that
protect the project from fuel shortages, provided counterparties to such contracts perform their commitments.

Seasonal Effects
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Our quarterly operating income from domestic and international operations within the same fiscal year typically
differs substantially due to seasonal factors, primarily as a result of the timing of scheduled plant maintenance. We
typically conduct scheduled maintenance periodically each year, which requires that individual boiler units
temporarily cease operations. During these scheduled maintenance periods, we incur material repair
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and maintenance expenses and receive less revenue until the boiler units resume operations. This scheduled
maintenance typically occurs during periods of off-peak electric demand in the spring and fall. The spring scheduled
maintenance period is typically more extensive than scheduled maintenance conducted during the fall. As a result, we
typically incur the highest maintenance expense in the first half of the year. Given these factors, we typically
experience lower operating income from our projects during the first six months of each year and higher operating
income during the second six months of each year.

Contract Duration

We operate energy-from-waste projects under long-term agreements. For those projects we own, our contract to sell
the project�s energy output (either electricity or steam) generally expires at or after the date when the initial term of our
contract to operate or receive waste also expires. Expiration of these contracts will subject us to greater market risk in
maintaining and enhancing revenues as we enter into new contracts. Following the expiration of the initial contracts,
we intend to enter into replacement or additional contracts for waste supplies and will sell our energy output either
into the regional electricity grid or pursuant to new contracts. Because project debt on these facilities will be paid off
at such time, we believe that we will be able to offer disposal services at rates that will attract sufficient quantities of
waste and provide acceptable revenues. For those projects we operate but do not own, prior to the expiration of the
initial term of our operating contract, we will seek to enter into renewal or replacement contracts to continue operating
such projects. We will seek to bid competitively in the market for additional contracts to operate other facilities as
similar contracts of other vendors expire.

RESULTS OF OPERATIONS

The comparability of the information provided below with respect to our revenues, expenses and certain other items
was affected by several factors. As outlined above under Acquisitions and Business Development, our acquisition and
business development initiatives resulted in various additional projects which increased comparative 2009 revenues
and expenses. These factors must be taken into account in developing meaningful comparisons between the periods
compared below. The following general discussions should be read in conjunction with the condensed consolidated
financial statements and the Notes thereto and other financial information appearing and referred to elsewhere in this
report.

Effective January 1, 2009, we adopted the following pronouncements which required us to retrospectively restate
previously disclosed condensed consolidated financial statements. Certain prior period amounts have thus been
reclassified in the unaudited condensed consolidated financial statements to conform to the current period
presentation.

� We adopted Statement of Financial Accounting Standards (�SFAS�) No. 160, �Noncontrolling Interests in
Consolidated Financial Statements � an amendment of Accounting Research Bulletin (ARB) No. 51�
(�SFAS 160�). SFAS 160 amends the accounting and reporting for noncontrolling interests in a consolidated
subsidiary and the deconsolidation of a subsidiary. Under SFAS 160, we now report minority interests in
subsidiaries (now referred to as �noncontrolling interests in subsidiaries�) as a separate component of equity in
our condensed consolidated financial statements and show both net income attributable to the noncontrolling
interest and net income attributable to the controlling interest on the face of the condensed consolidated income
statement. SFAS 160 applies prospectively, except for presentation and disclosure requirements, which are
applied retrospectively.

� We adopted Financial Accounting Standards Board (�FASB�) Staff Position (�FSP�) No. APB 14-1, �Accounting
for Convertible Debt Instruments That May Be Settled in Cash upon Conversion (Including Partial Cash
Settlement)� (�FSP APB 14-1�). FSP APB 14-1 is effective for our 1.00% Senior Convertible Debentures (the
�Debentures�) and requires retrospective application for all periods presented. The FSP requires the issuer of
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convertible debt instruments with cash settlement features to separately account for the liability and equity
components of the instrument. FSP APB 14-1 also requires accretion of the resultant debt discount over the
expected life of the Debentures, which is February 1, 2007 to February 1, 2012, the first permitted redemption
date of the Debentures. The condensed consolidated income statements were
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retrospectively modified compared to previously reported amounts as follows (in millions, except per share
amounts):

Three Months Six Months
Ended Ended

June 30, 2008 June 30, 2008

Additional pre-tax non-cash convertible debt related expense $ (4.5) $ (8.8)
Additional deferred tax benefit 1.9 3.7

Retrospective change in net income and retained earnings $ (2.6) $ (5.1)

Change to basic earnings per share $ (0.01) $ (0.03)

Change to diluted earnings per share $ (0.02) $ (0.04)

For the three and six months ended June 30, 2009, the additional pre-tax non-cash convertible debt related expense
recognized in our condensed consolidated income statement related to the adoption of FSP APB 14-1 was $4.8 million
and $9.5 million, respectively.

Consolidated Results of Operations � Comparison of Results for the Three and Six Months Ended June 30, 2009 vs.
Results for the Three and Six Months Ended June 30, 2008

For the For the Variance
Three Months Ended Six Months Ended Increase/(Decrease)

June 30, June 30, Three Six
2009 2008 2009 2008 Month Month

(As
Adjusted)

(As
Adjusted)

(Unaudited, in
thousands)

CONSOLIDATED RESULTS OF OPERATIONS:
Total operating revenues $  375,786 $  422,996 $  734,546 $  811,762 $  (47,210) $  (77,216)
Total operating expenses 314,454 346,467 670,022 704,468 (32,013) (34,446)

Operating income 61,332 76,529 64,524 107,294 (15,197) (42,770)

Other Income (Expense):
Investment income 1,156 1,052 2,184 2,692 104 (508)
Interest expense (8,532) (11,563) (16,448) (25,283) (3,031) (8,835)
Non-cash convertible debt related expense (6,395) (4,453) (11,097) (8,827) 1,942 2,270

Total other expense (13,771) (14,964) (25,361) (31,418) (1,193) (6,057)

47,561 61,565 39,163 75,876 (14,004) (36,713)
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Income before income tax expense, equity in net income from unconsolidated
investments and noncontrolling interests in subsidiaries
Income tax expense (17,901) (24,361) (14,583) (30,032) (6,460) (15,449)
Equiock. The issuance of additional common stock may enable us to increase
the aggregate amount of our leverage or to maintain any existing leverage. We
reserve the right at any time to use financial leverage to the extent permitted
by the 1940 Act (50% of Total Assets for preferred stock and 33 1 / 3 % of
Total Assets for senior debt securities) or we may elect to reduce the use of
leverage or use no leverage at all. Our Board of Directors has approved a
leverage target of up to 25% of our Total Assets at the time of incurrence and
has also approved a policy permitting temporary increases in the amount of
leverage we may use from 25% of our Total Assets to up to 30% of our Total
Assets at the time of incurrence, provided (i) that such leverage is consistent
with the limits set forth in the 1940 Act, and (ii) that we expect to reduce such
increased leverage over time in an orderly fashion. We generally will not use
leverage unless we believe that leverage will serve the best interests of our
stockholders. The principal factor used in making this determination is
whether the potential return is likely to exceed the cost of leverage. We will
not issue additional leverage where the estimated costs of issuing such
leverage and the on-going cost of servicing the payment obligations on such
leverage exceed the estimated return on the proceeds of such leverage. We
note, however, that in making the determination of whether to issue leverage,
we must rely on estimates of leverage costs and expected returns. Actual costs
of leverage vary over time depending on interest rates and other factors. In
addition, the percentage of our assets attributable to leverage may vary
significantly during periods of extreme market volatility and will increase
during periods of declining market prices of our portfolio holdings. Actual
returns vary depending on many factors. The Board of
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Directors also will consider other factors, including whether the current
investment opportunities will help us achieve our investment objective and
strategies.

As of March 22, 2013, we had outstanding $255 million of Notes. The Series
A Notes mature December 15, 2013, the Series B Notes mature December 15,
2015, the Series C Notes mature December 15, 2017, the Series D Notes
mature December 15, 2020, the Series E Notes mature December 15, 2015,
the Series F Notes mature May 12, 2014 and the Series G Notes mature May
12, 2018. Holders of the Notes are entitled to receive quarterly cash interest
payments.  The Series A, Series B, Series C, Series D and Series G Notes
accrue interest at fixed rates (2.48%, 3.14%, 3.73%, 4.29% and 4.35%,
respectively) and the Series E and Series F Notes accrue interest at an annual
rate that resets each quarter based on the 3-month LIBOR plus 1.70% and
1.35%, respectively. As of March 22, 2013, the effective rate was 1.98% on
the Series E Notes and 1.64% on the Series F Notes.

As of March 22, 2013, we had outstanding 3,600,000 MRP Shares.  The MRP
Shares have a liquidation value of $25.00 per share plus any accumulated but
unpaid distributions, whether or not declared Holders of the MRP Shares are
entitled to receive cash interest payments each quarter at a fixed rate until
their redemption date. The Series A MRP Shares have a redemption date of
December 15, 2015 and accrue distributions at a rate of 3.69%. The Series B
MRP Shares have a redemption date of December 15, 2017 and accrue
distributions at a rate of 4.33%.

We have established an unsecured credit facility with Bank of America, N.A.
which currently allows us to borrow up to $60 million. Outstanding balances
under the credit facility generally accrue interest at a variable annual rate
equal to the one-month LIBOR rate plus 1.25%, with a fee of 0.20% on any
unused balance of the credit facility. As of March 22, 2013, the effective rate
was 1.45%. The credit facility remains in effect through June 17, 2013.  We
currently expect to seek to renew the credit facility at an amount sufficient to
meet our operating needs.  We may draw on the facility from time to time to
fund investments in accordance with our investment policies and for general
corporate purposes. As March 22, 2013, we had outstanding $25.1 million
under the credit facility.

Leverage creates a greater risk of loss, as well as potential for more gain, for
our common stock than if leverage is not used. Leverage capital would have
complete priority upon distribution of assets over common stock. We expect
to invest the net proceeds derived from any use or issuance of leverage capital
according to the investment objectives and strategies described in this
prospectus. As long as our portfolio is invested in securities that provide a
higher rate of return than the dividend rate or interest rate of the leverage
capital after taking its related expenses into consideration, the leverage will
cause our common stockholders to receive a higher rate of income than if we
were not leveraged. Conversely, if the return derived from such securities is
less than the cost of leverage (including increased expenses to us), our total

Edgar Filing: COVANTA HOLDING CORP - Form 10-Q

Table of Contents 87



return will be less than if leverage had not been used, and, therefore, the
amount available for distribution to our common stockholders will be
reduced. In the latter case, our Adviser in its best judgment nevertheless may
determine to maintain our leveraged position if it expects that the long term
benefits to our common stockholders of so doing will outweigh the current
reduced return. There is no assurance that we will utilize leverage capital or, if
leverage capital is utilized, that those instruments will be successful in
enhancing the level of our total return. The NAV of our common stock will be
reduced by the fees and issuance costs of any leverage capital.

There is no assurance that outstanding amounts we borrow may be prepayable
by us prior to final maturity without significant penalty, but we do not expect
any sinking fund or mandatory retirement provisions. Outstanding amounts
would be payable at maturity or such earlier times as we may agree. We may
be required to prepay outstanding amounts or incur a penalty rate of interest in
the event of the occurrence of certain events of default. We may be expected
to indemnify our lenders, particularly any banks, against liabilities they may
incur related to their loan to us. We may also be required to secure any
amounts borrowed from a bank by pledging our investments as collateral.

Leverage creates risk for holders of our common stock, including the
likelihood of greater volatility of our NAV and the value of our shares, and
the risk of fluctuations in interest rates on leverage capital, which may affect
the return to the holders of our common stocks or cause fluctuations in the
distributions paid on our common shares. The fee paid to our Adviser will be
calculated on the basis of our Managed Assets, including proceeds from
leverage capital. During periods in which we use leverage, the fee payable to
our Adviser will be higher than if we did not use leverage. Consequently, we
and our Adviser may have differing interests in determining whether to
leverage our assets. Our Board of Directors will monitor our use of leverage
and this potential conflict.
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Under the 1940 Act, we are not permitted to issue preferred stock unless
immediately after such issuance, the value of our total assets (including the
proceeds of such issuance) less all liabilities and indebtedness not represented
by senior securities is at least equal to 200% of the total of the aggregate
amount of senior securities representing indebtedness plus the aggregate
liquidation value of any outstanding preferred stock. Stated another way, we
may not issue preferred stock that, together with outstanding preferred stock
and debt securities, has a total aggregate liquidation value and outstanding
principal amount of more than 50% of the value of our Total Assets, including
the proceeds of such issuance, less liabilities and indebtedness not represented
by senior securities. In addition, we are not permitted to declare any
distribution on our common stock, or purchase any of our shares of common
stock (through tender offers or otherwise) unless we would satisfy this 200%
asset coverage requirement test after deducting the amount of such
distribution or share price, as the case may be. We may, as a result of market
conditions or otherwise, be required to purchase or redeem preferred stock, or
sell a portion of our investments when it may be disadvantageous to do so, in
order to maintain the required asset coverage. Common stockholders would
bear the costs of issuing additional preferred stock, which may include
offering expenses and the ongoing payment of distributions. Under the 1940
Act, we may only issue one class of preferred stock.

Under the 1940 Act, we are not permitted to issue debt securities or incur
other indebtedness constituting senior securities unless immediately
thereafter, the value of our Total Assets less all liabilities and indebtedness
not represented by senior securities is at least equal to 300% of the amount of
the outstanding indebtedness. Stated another way, we may not issue debt
securities or incur other indebtedness with an aggregate principal amount of
more than 33 1 / 3 % of the value of our Total Assets, including the amount
borrowed, less all liabilities and indebtedness not represented by senior
securities. We also must maintain this 300% “asset coverage” for as long as the
indebtedness is outstanding. The 1940 Act provides that we may not declare
any distribution on any class of shares of our stock, or purchase any of our
shares of stock (through tender offers or otherwise), unless we would satisfy
this 300% asset coverage requirement test after deducting the amount of the
distribution or share purchase price, as the case may be, except that dividends
may be declared upon any preferred stock if such senior security representing
indebtedness has an asset coverage of at least 200% at the time of declaration
thereof after deducting the amount of such distribution. If the asset coverage
for indebtedness declines to less than 300% as a result of market fluctuations
or otherwise, we may be required to redeem debt securities, or sell a portion
of our investments when it may be disadvantageous to do so. Under the 1940
Act, we may only issue one class of senior securities representing
indebtedness.  So long as Notes are outstanding, any debt securities offered
pursuant to this prospectus and any related prospectus supplement will rank
on parity with any outstanding Notes.

Annual Expenses
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The table presented below presents our annual expenses stated as a percentage
of our Managed Assets, which includes assets attributable to leverage.

Management Fee 0.95%
Other Expenses (excluding current and
deferred income tax expenses)

0.07%

Subtotal 1.02%
Leverage Costs 0.85%
Less Fee and Expense Reimbursement (0.20)%
Total Annual Expenses (excluding current
and deferred income tax expenses)

1.67%

Hedging Transactions

In an attempt to reduce the interest rate risk arising from our leveraged capital
structure, we may use interest rate transactions such as swaps, caps and floors.
There is no assurance that the interest rate hedging transactions into which we
enter will be effective in reducing our exposure to interest rate risk. Hedging
transactions are subject to correlation risk, which is the risk that payment on
our hedging transactions may not correlate exactly with our payment
obligations on senior securities. The use of interest rate transactions is a
highly specialized activity that involves investment techniques and risks
different from those associated with ordinary portfolio security transactions.
In an interest rate swap, we would agree to pay to the other party to the
interest rate swap (known as the “counterparty”) a fixed rate payment in
exchange for the counterparty agreeing to pay to us a variable rate payment
intended to approximate our variable rate payment obligations on outstanding
leverage. The payment obligations would be based on the notional amount of
the swap. In an interest rate cap, we would pay a premium to
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the counterparty up to the interest rate cap and, to the extent that a specified
variable rate index exceeds a predetermined fixed rate of interest, would
receive from the counterparty payments equal to the difference based on the
notional amount of such cap. In an interest rate floor, we would be entitled to
receive, to the extent that a specified index falls below a predetermined
interest rate, payments of interest on a notional principal amount from the
party selling the interest rate floor. Depending on the state of interest rates in
general, our use of interest rate transactions could affect our ability to make
required interest or distribution payments on our outstanding leverage. To the
extent there is a decline in interest rates, the value of the interest rate
transactions could decline. If the counterparty to an interest rate transaction
defaults, we would not be able to use the anticipated net receipts under the
interest rate transaction to offset our cost of financial leverage. We intend to
enter into transactions only with counterparties that meet certain standards of
creditworthiness set by our Adviser and to continually monitor the
creditworthiness of any counterparties.

We may, but are not obligated to, enter into interest rate swap transactions
intended to reduce our interest rate risk with respect to our interest and
distribution payment obligations under our outstanding leverage. See “Risk
Factors—Hedging Strategy Risk.”

Effects of Leverage

As of November 30, 2012, we were obligated to pay the following rates on
our outstanding Notes, MRP Shares and unsecured revolving credit facility.

Aggregate
Principal Remaining Interest

Title of Security Amount Term
Rate per
Annum

Notes:
Series A $ 12,000,000 1.0 years

thru
12/15/2013

2.48 %

Series B $ 24,000,000 3.0 years
thru

12/15/2015

3.14 %

Series C $ 57,000,000 5.0 years
thru

12/15/2017

3.73 %

Series D $ 112,000,000 8.0 years
thru

12/15/2020

4.29 %

Series E $ 25,000,000 3.0 years
thru

12/15/2015

2.09(1)%
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Series F $ 15,000,000 1.4 years
thru

5/12/2014

1.66(2)%

Series G $ 10,000,000 5.4 years
thru

5/12/2018

4.35 %

MRP Shares:
Series A $ 25,000,000 3.0 years

thru
12/15/2015

3.69 %

Series B $ 65,000,000 5.0 years
thru

12/15/2017

4.33 %

Borrowings:
      Unsecured
Revolving Credit
Facility(3)

$ 23,900,000 1.46 % 

(1) Floating rate; rate as of November 30, 2012 was 2.09%.
(2) Floating rate; rate as of November 30, 2012 was 1.66%.
(3) As of November 30, 2012, we had an unsecured credit facility that
matures on June 17, 2013.  Outstanding balances on the credit facility accrue
interest at an annual rate equal to one-month LIBOR plus 1.25%, with a fee of
0.20% on any unused balance of the credit facility.

Assuming that the interest rates payable on the Notes and unsecured revolving
credit facility remain as described above (an average annual cost of 3.76%
based on the amount of leverage outstanding at November 30, 2012), the
annual return that our portfolio must experience net of expenses, but
excluding deferred and current taxes, in order to cover leverage costs would
be 1.67%.

The following table is designed to illustrate the effect of leverage on the
return to a common stockholder, assuming hypothetical annual returns (net of
expenses) of our portfolio of (10)% to 10%. As the table shows, the leverage
generally increases the return to common stockholders when portfolio return
is positive or greater than the cost of leverage and decreases the return when
the portfolio return is negative or less than the cost of leverage. The figures
appearing in the table are hypothetical, and actual returns may be greater or
less than those appearing in the table.
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Assumed Portfolio Return
(Net of Expenses)

(10)% (5)% 0% 5% 10%
Corresponding
Common Share
Return

(16.43)% (9.39)% (2.35)% 4.70% 11.74%

Because we use leverage, the amount of the fees paid to our Adviser for
investment advisory and management services are higher than if we did not
use leverage because the fees paid are calculated based on our Managed
Assets, which include assets purchased with leverage. Therefore, our Adviser
has a financial incentive to use leverage, which creates a conflict of interest
between our Adviser and our common stockholders. Because payments on
any leverage would be paid by us at a specified rate, only our common
stockholders would bear management fees and other expenses we incur.

We cannot fully achieve the benefits of leverage until we have invested the
proceeds resulting from the use of leverage in accordance with our investment
objective and policies. For further information about leverage, see “Risk
Factors—Leverage Risk.”

RISK FACTORS

Investing in our securities involves risk, including the risk that you may
receive little or no return on your investment or even that you may lose part or
all of your investment. Therefore, before investing in our securities you
should consider carefully the following risks, as well as any risk factors
included in the applicable prospectus supplement.

General.  We are a non-diversified, closed-end management investment
company and have a limited operating history and a limited history of public
trading of our common shares. We are designed primarily as a long-term
investment vehicle and not as a trading tool. An investment in our securities
should not constitute a complete investment program for any investor and
involves a high degree of risk. Due to the uncertainty in all investments, there
can be no assurance that we will achieve our investment objective.

Concentration Risk.  Under normal circumstances, we will concentrate our
investments in the energy infrastructure sector, and will invest in a portfolio
consisting primarily of energy infrastructure MLPs and their affiliates, with an
emphasis on natural gas infrastructure MLPs. Risks inherent in the business of
these types of MLPs and their affiliates include the following:

●The profitability of MLPs, particularly processing and pipeline MLPs, may
be materially impacted by the volume of natural gas or other energy
commodities available for transporting, processing, storing or distributing. A
significant decrease in the production of natural gas, oil or other energy
commodities, due to a decline in production from existing facilities, import
supply disruption, depressed commodity prices or otherwise, would reduce
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revenue and operating income of MLPs and, therefore, the ability of MLPs to
make distributions to partners.

●Processing MLPs and propane MLPs may be directly affected by energy
commodity prices. The volatility of commodity prices can indirectly affect
certain other MLPs due to the impact of prices on the volume of
commodities transported, processed, stored or distributed. Pipeline MLPs are
not subject to direct commodity price exposure because they do not own the
underlying energy commodity.

●A sustained decline in demand for natural gas, crude oil, and refined
petroleum products could adversely affect MLP revenues and cash flows.
Factors that could lead to a decrease in market demand include a recession or
other adverse economic conditions, an increase in the market price of the
underlying commodity, higher taxes or other regulatory actions that increase
costs, or a shift in consumer demand for such products. Demand may also be
adversely impacted by consumer sentiment with respect to global warming
and/or by any state or federal legislation intended to promote the use of
alternative energy sources such as bio-fuels, solar and wind.
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●Climate change regulation could result in increased operations and capital
costs for certain companies in which we invest. Voluntary initiatives and
mandatory controls have been adopted or are being discussed both in the
United States and worldwide to reduce emissions of “greenhouse gases” such
as carbon dioxide, a by-product of burning fossil fuels, which some scientists
and policymakers believe contribute to global climate change. These
measures and future measures could result in increased costs to certain
companies in which we invest to operate and maintain facilities and
administer and manage a greenhouse gas emissions program and may reduce
demand for fuels that generate greenhouse gases and that are managed or
produced by companies in which we may invest.

●A portion of any one MLP’s assets may be dedicated to natural gas reserves
and other commodities that naturally deplete over time, which could have a
materially adverse impact on an MLP’s ability to make distributions. MLPs
often depend upon exploration and development activities by third parties.

●MLPs employ a variety of means of increasing cash flow, including
increasing utilization of existing facilities, expanding operations through new
construction, expanding operations through acquisitions, or securing
additional long-term contracts. Thus, some MLPs may be subject to
construction risk, acquisition risk or other risk factors arising from their
specific business strategies. A significant slowdown in large energy
companies’ disposition of energy infrastructure assets and other merger and
acquisition activity in the energy MLP industry could reduce the growth rate
of cash flows that we receive from MLPs that grow through acquisitions.

●The profitability of MLPs could be adversely affected by changes in the
regulatory environment. Companies in the energy infrastructure sector are
subject to significant federal, state provincial and local government
regulation in virtually every aspect of their operations, including how
facilities are constructed, maintained and operated, environmental and safety
controls, and the prices they may charge for the products and services they
provide. Various governmental authorities have the power to enforce
compliance with these regulations and the permits issued under them, and
violators are subject to administrative, civil and criminal penalties, including
civil fines, injunctions or both. Stricter laws, regulations or enforcement
policies could be enacted in the future which would likely increase
compliance costs and may adversely affect the financial performance of
companies in the energy sector.

●Extreme weather patterns, such as hurricane Ivan in 2004 and hurricane
Katrina in 2005, could result in significant volatility in the supply of energy
and power and could adversely impact the value of the securities of
companies in which we invest. This volatility may create fluctuations in
commodity prices and earnings of companies in the energy infrastructure
industry.

●
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A rising interest rate environment could adversely impact the performance of
MLPs. Rising interest rates could limit the capital appreciation of equity
units of MLPs as a result of the increased availability of alternative
investments at competitive yields with MLPs. Rising interest rates also may
increase an MLP’s cost of capital. A higher cost of capital could limit growth
from acquisition/expansion projects and limit MLP distribution growth rates.

●Since the September 11, 2001 terrorist attacks, the U.S. Government has
issued public warnings indicating that energy assets, specifically those
related to pipeline infrastructure, production facilities and transmission and
distribution facilities, might be specific targets of terrorist activity. The
continued threat of terrorism and related military activity likely will increase
volatility for prices in natural gas and oil and could affect the market for
products of MLPs.

●MLPs face operating risks, including the risk of fire, explosions, blow-outs,
pipe failure, abnormally pressured formations and environmental hazards.
Environmental hazards include pipeline ruptures, gas leaks, oil spills, or
discharges of toxic gases. If any of these operating risks occur, it could cause
substantial losses to the given energy company. Substantial losses may be
caused by injury or loss of life, severe damage to or destruction of property,
natural resources and

29

Edgar Filing: COVANTA HOLDING CORP - Form 10-Q

Table of Contents 96



equipment, pollution or other environmental damage, clean-up
responsibilities, regulatory investigation and penalties and suspension of
operations. In accordance with industry practice, companies in the energy
infrastructure sector generally maintain insurance against some, but not all,
of the risks described above, and this insurance may not be adequate to cover
losses or liabilities.

Industry Specific Risk.  Energy infrastructure companies also are subject to
risks specific to the industry they serve.

●Pipeline MLPs are subject to demand for natural gas, crude oil or refined
products in the markets served by the pipeline, sharp decreases in natural gas
or crude oil prices that cause producers to curtail production or reduce capital
spending for exploration activities, and environmental regulation. Demand
for gasoline, which accounts for a substantial portion of refined product
transportation, depends on price, prevailing economic conditions in the
markets served, and demographic and seasonal factors. Pipeline MLP unit
prices are primarily driven by distribution growth rates and prospects for
distribution growth. Pipeline MLPs are subject to regulation by FERC with
respect to tariff rates these companies may charge for pipeline transportation
services. An adverse determination by FERC with respect to the tariff rates
of a pipeline MLP could have a material adverse effect on the business,
financial condition, results of operations and cash flows of that pipeline MLP
and its ability to make cash distributions to its equity owners. The costs of
natural gas pipeline MLPs to perform services may exceed the negotiated
rates under “negotiated rate” contracts, which would decrease their cash flow
available for distribution to their unitholders. Under FERC policy, a
regulated service provider and a customer may mutually agree to sign a
contract for service at a “negotiated rate” which may be above or below the
FERC regulated “recourse rate” for that service, and that contract must be filed
and accepted by FERC. These “negotiated rate” contracts are not generally
subject to adjustment for increased costs which could be produced by
inflation, increases in cost of capital and taxes or other factors relating to the
specific facilities being used to perform the services. Any shortfall of
revenue, representing the difference between “recourse rates” (if higher) and
negotiated rates, under current FERC policy is generally not recoverable
from other shippers. In addition, substantially all natural gas pipeline
revenues are generated under contracts which expire periodically and must
be renegotiated and extended or replaced. If the new terms are not as
favorable as the existing contracts, natural gas pipeline MLPs could suffer a
material reduction in their revenues, earnings and cash flows.

●Processing MLPs are subject to declines in production of natural gas fields,
which utilize the processing facilities as a way to market the gas, prolonged
depression in the price of natural gas, which curtails production due to lack
of drilling activity and declines in the prices of NGL products and natural
gas prices, resulting in lower processing margins.

●
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Propane MLPs are subject to earnings variability based upon weather
patterns in the locations where the company operates and the wholesale cost
of propane sold to end customers. Propane MLP unit prices are based on
safety in distribution coverage ratios, interest rate environment and, to a
lesser extent, distribution growth.

●Marine shipping MLPs are subject to the demand for, and the level of
consumption of, natural gas, refined petroleum products or crude oil in the
markets served by the marine shipping MLPs, which in turn could affect the
demand for tank vessel capacity and charter rates. These MLPs’ vessels and
their cargoes are also subject to the risks of being damaged or lost due to
marine disasters, bad weather, mechanical failures, grounding, fire,
explosions and collisions, human error, piracy, and war and terrorism.

●E&P MLPs are impacted by declines in the demand for and prices of natural
gas, crude oil and refined petroleum products. Reductions in prices for
natural gas and crude oil can cause a given reservoir to become uneconomic
for continued production earlier than it would if prices were higher. The
operating margins and cash flows of E&P MLPs may fluctuate widely in
response to a variety of factors, including global and domestic economic
conditions, weather conditions, natural
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disasters, the supply and price  of imported energy commodities,
political  instability, conservation efforts and governmental regulation. The
accuracy of any reserve estimate is a function of the quality of available
data, the accuracy of assumptions regarding future commodity prices and
costs, and engineering and geological interpretations and judgments. Due to
natural declines in reserves and production, E&P MLPs must economically
find or acquire and develop additional reserves in order to maintain and
grow their revenues and distributions.

MLP Risk.  We invest primarily in equity securities of MLPs and their
affiliates. As a result, we are subject to the risks associated with an investment
in MLPs, including cash flow risk, tax risk, deferred tax risk and capital
markets risk, as described in more detail below.

●Cash Flow Risk. We expect to derive substantially all of our cash flow from
investments in equity securities of MLPs and their affiliates. The amount of
cash that we will have available to pay or distribute to holders of our
securities depends on the ability of the MLPs whose securities we hold to
make distributions to their partners and the tax character of those
distributions. We will not control the actions of underlying MLPs. The
amount of cash that each individual MLP can distribute to its partners will
depend on the amount of cash it generates from operations, which will vary
from quarter to quarter depending on factors affecting the energy
infrastructure market generally and on factors affecting the particular
business lines of the MLP. Available cash will also depend on the MLPs’
level of operating costs (including incentive distributions to the general
partner), level of capital expenditures, debt service requirements, acquisition
costs (if any), fluctuations in working capital needs and other factors.

●Tax Risk of MLPs. Our ability to meet our investment objective will depend
on the level of taxable income, dividends and distributions we receive from
the MLPs and other securities of energy infrastructure companies in which
we invest, a factor over which we have no control. The benefit that we derive
from our investment in MLPs depends largely on the MLPs being treated as
partnerships for federal income tax purposes. As a partnership, an MLP has
no federal income tax liability at the entity level. If, as a result of a change in
current law or a change in an MLP’s business, an MLP were treated as a
corporation for federal income tax purposes, the MLP would be obligated to
pay federal income tax on its taxable income at the corporate tax rate. If an
MLP were classified as a corporation for federal income tax purposes, the
amount of cash available for distribution would be reduced and the
distributions we receive might be taxed entirely as dividend income.
Therefore, treatment of one or more MLPs as a corporation for federal
income tax purposes could affect our ability to meet our investment objective
and would reduce the amount of cash available to pay or distribute to holders
of our securities.

●Deferred Tax Risks of MLPs. As a limited partner in the MLPs in which we
invest, we will be required to include in our taxable income a pro rata share
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of income, gains, losses and deductions from each MLP without regard to
cash distributions from the MLP. Historically, a significant portion of
income from such MLPs has been offset by tax deductions. We will incur a
current tax liability on our share of that portion of an MLP’s income and
gains that is not offset by tax deductions and losses. The percentage of an
MLP’s income and gains which is offset by tax deductions and losses will
fluctuate over time for various reasons. A significant slowdown in
acquisition activity by MLPs held in our portfolio could result in a reduction
of accelerated depreciation generated by new acquisitions, which may result
in increased current income tax liability to us.

We will accrue deferred income taxes for any future tax liability associated
with that portion of MLP distributions considered to be a tax-deferred return
of capital as well as capital appreciation of our investments. Upon the sale of
an MLP security, we may be liable for previously deferred taxes. We will rely
to some extent on information provided by the MLPs, which is not necessarily
timely, to estimate deferred tax liability for purposes of financial statement
reporting and determining our NAV. From time to time we will modify our
estimates or assumptions regarding our deferred tax liability as new
information becomes available.
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Equity Securities Risk.  MLP common units and other equity securities can be
affected by macro-economic and other factors affecting the stock market in
general, expectations of interest rates, investor sentiment towards MLPs or the
energy sector, changes in a particular issuer’s financial condition, or
unfavorable or unanticipated poor performance of a particular issuer (in the
case of MLPs, generally measured in terms of distributable cash flow). Prices
of common units of individual MLPs and other equity securities also can be
affected by fundamentals unique to the partnership or company, including
size, earnings power, coverage ratio and characteristics and features of
different classes of securities.

Investing in securities of smaller companies may involve greater risk than is
associated with investing in more established companies. Companies with
smaller capitalization may have limited product lines, markets or financial
resources; may lack management depth or experience; and may be more
vulnerable to adverse general market or economic developments than larger
more established companies.

Because MLP convertible subordinated units generally convert to common
units on a one-to-one ratio, the price that we can be expected to pay upon
purchase or to realize upon resale is generally tied to the common unit price
less a discount. The size of the discount varies depending on a variety of
factors including the likelihood of conversion, the length of time remaining to
conversion and the size of the block purchased.

The price of I-Shares and their volatility tend to be correlated to the price of
common units, although the price correlation is not precise.

Delay in Use of Proceeds Risk.  Although we expect to fully invest the net
proceeds of any offering within three months after the closing of the offering,
such investments may be delayed if suitable investments are unavailable at the
time, if we are unable to secure firm commitments for direct investments, if
market conditions and volumes of the securities of MLPs and their affiliates
are not favorable at the time or for other reasons. As a result, the proceeds
may be invested in mutual funds, cash, cash equivalents, securities issued or
guaranteed by the U.S. Government or its instrumentalities or agencies, high
quality, short-term money market instruments, short-term debt securities,
certificates of deposit, bankers’ acceptances and other bank obligations,
commercial paper or other liquid fixed income securities. The three month
timeframe associated with the anticipated use of proceeds could lower returns
and lower our yield in the first year after the issuance of the common shares.
See “Use of Proceeds.”

Capital Markets Risk.  Global financial markets and economic conditions
have been, and may continue to be, volatile due to a variety of factors,
including significant write-offs in the financial services sector. Despite more
stabilized economic activity, if the volatility continues, the cost of raising
capital in the debt and equity capital markets, and the ability to raise capital,
may be impacted. In particular, concerns about the general stability of
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financial markets and specifically the solvency of lending counterparties, may
impact the cost of raising capital from the credit markets through increased
interest rates, tighter lending standards, difficulties in refinancing debt on
existing terms or at all and reduced, or in some cases ceasing to provide,
funding to borrowers. In addition, lending counterparties under existing
revolving credit facilities and other debt instruments may be unwilling or
unable to meet their funding obligations. As a result of any of the foregoing,
we or the companies in which we invest may be unable to obtain new debt or
equity financing on acceptable terms. If funding is not available when needed,
or is available only on unfavorable terms, we or the companies in which we
invest may not be able to meet obligations as they come due. Moreover,
without adequate funding, MLPs may be unable to execute their growth
strategies, complete future acquisitions, take advantage of other business
opportunities or respond to competitive pressures, any of which could have a
material adverse effect on their revenues and results of operations.

Rising interest rates could limit the capital appreciation of the companies in
which we invest as a result of the increased availability of alternative
investments at competitive yields. Rising interest rates may increase the cost
of capital for companies operating in the energy infrastructure sector. A
higher cost of capital or an inflationary period may lead to inadequate
funding, which could limit growth from acquisition or expansion projects, the
ability of such entities to make or grow dividends or distributions or meet debt
obligations, the ability to respond to competitive pressures, all of which could
adversely affect the prices of their securities.

The recent instability in the financial markets has led the U.S. government and
foreign governments to take a number of unprecedented actions designed to
support certain financial institutions and segments of the financial markets
that have experienced extreme volatility, and in some cases a lack of liquidity
U.S. federal and state
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governments and foreign governments, their regulatory agencies or self
regulatory organizations may take additional actions that affect the regulation
of the securities in which we invest, or the issuers of such securities, in ways
that are unforeseeable and on an "emergency" basis with little or no notice,
with the consequence that some market participants' ability to continue to
implement certain strategies or manage the risk of their outstanding positions
has been suddenly and/or substantially eliminated or otherwise negatively
impacted. Given the complexities of the global financial markets and the
limited timeframe within which governments have been able to take action,
these interventions have sometimes been unclear in scope and application,
resulting in confusion and uncertainty, which in itself has been materially
detrimental to the efficient functioning of such markets as well as previously
successful investment strategies. Decisions made by government policy
makers could exacerbate the current economic difficulties in the U.S. and
other countries.

In addition, the events surrounding the recent negotiations regarding the U.S.
federal government debt ceiling and the resulting agreement could adversely
affect us. In 2011, S&P lowered its long-term sovereign credit rating on the
U.S. federal government debt to “AA+” from “AAA.”  We cannot predict the
effects of these or similar events in the future on the U.S. economy and
securities markets or on our portfolio.

Leverage Risk.  Our use of leverage through the issuance of preferred stock or
debt securities, and any borrowings (other than for temporary or emergency
purposes) would be considered “senior securities” for purposes of the 1940 Act
and create risks. Leverage is a speculative technique that may adversely affect
common stockholders. If the return on securities acquired with borrowed
funds or other leverage proceeds does not exceed the cost of the leverage, the
use of leverage could cause us to lose money. Successful use of leverage
depends on our Adviser’s ability to predict or hedge correctly interest rates and
market movements, and there is no assurance that the use of a leveraging
strategy will be successful during any period in which it is used. Because the
fee paid to our Adviser will be calculated on the basis of Managed Assets, the
fees will increase when leverage is utilized, giving our Adviser an incentive to
utilize leverage.

Our issuance of senior securities involves offering expenses and other costs,
including interest payments, which are borne indirectly by our common
stockholders. Fluctuations in interest rates could increase interest or
distribution payments on our senior securities, and could reduce cash
available for distributions on common stock. Increased operating costs,
including the financing cost associated with any leverage, may reduce our
total return to common stockholders.

The 1940 Act and/or the rating agency guidelines applicable to senior
securities impose asset coverage requirements, distribution limitations, voting
right requirements (in the case of the senior equity securities), and restrictions
on our portfolio composition and our use of certain investment techniques and
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strategies. The terms of any senior securities or other borrowings may impose
additional requirements, restrictions and limitations that are more stringent
than those currently required by the 1940 Act, and the guidelines of the rating
agencies that rate outstanding senior securities. These requirements may have
an adverse effect on us and may affect our ability to pay distributions on
common stock and preferred stock. To the extent necessary, we intend to
redeem any senior securities to maintain the required asset coverage. Doing so
may require that we liquidate portfolio securities at a time when it would not
otherwise be desirable to do so. See “Leverage—Use of Leverage.”

Hedging Strategy Risk.  We may use interest rate transactions for hedging
purposes only, in an attempt to reduce the interest rate risk arising from our
leveraged capital structure. There is no assurance that the interest rate hedging
transactions into which we enter will be effective in reducing our exposure to
interest rate risk. Hedging transactions are subject to correlation risk, which is
the risk that payment on our hedging transactions may not correlate exactly
with our payment obligations on senior securities.

Interest rate transactions that we may use for hedging purposes will expose us
to certain risks that differ from the risks associated with our portfolio
holdings. There are economic costs of hedging reflected in the price of
interest rate swaps, floors, caps and similar techniques, the costs of which can
be significant, particularly when long-term interest rates are substantially
above short-term rates. In addition, our success in using hedging instruments
is subject to our Adviser’s ability to predict correctly changes in the
relationships of such hedging instruments to our leverage risk, and there can
be no assurance that our Adviser’s judgment in this respect will be accurate.
Consequently, the use of hedging transactions might result in a poorer overall
performance, whether or not adjusted for risk, than if we had not engaged in
such transactions.
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Depending on the state of interest rates in general, our use of interest rate
transactions could enhance or decrease the cash available to us for payment of
distributions or interest, as the case may be. To the extent there is a decline in
interest rates, the value of interest rate swaps or caps could decline, and result
in a decline in our net assets. In addition, if the counterparty to an interest rate
transaction defaults, we would not be able to use the anticipated net receipts
under the interest rate swap or cap to offset our cost of financial leverage.

We may be subject to credit risk with respect to the counterparties to any such
agreements entered into by us. If a counterparty becomes bankrupt or
otherwise fails to perform its obligations under a contract due to financial
difficulties, we may experience significant delays in obtaining any recovery
under the derivative contract in a bankruptcy or other reorganization
proceeding. We may obtain only a limited recovery or may obtain no recovery
in such circumstances.

Competition Risk.  A number of alternatives exist for investing in a portfolio
of energy infrastructure MLPs and their affiliates, including other publicly
traded investment companies, structured notes, private funds, open-end funds
and indexed products. In addition, recent tax law changes have increased the
ability of regulated investment companies or other institutions to invest in
MLPs. These competitive conditions may adversely impact our ability to meet
our investment objective, which in turn could adversely impact our ability to
make distributions or interest or distribution payments.

Restricted Securities Risk.  We may invest up to 50% of Total Assets in
restricted securities, primarily through direct investments in securities of
listed companies. Restricted securities are less liquid than securities traded in
the open market because of statutory and contractual restrictions on resale.
Such securities are, therefore, unlike securities that are traded in the open
market, which can be expected to be sold immediately if the market is
adequate. As discussed further below, this lack of liquidity creates special
risks for us. However, we could sell such securities in private transactions
with a limited number of purchasers or in public offerings under the 1933 Act.
MLP convertible subordinated units generally convert to publicly-traded
common units upon the passage of time and/or satisfaction of certain financial
tests. Although the means by which convertible subordinated units convert
into senior common units depend on a security’s specific terms, MLP
convertible subordinated units typically are exchanged for common units.

Restricted securities are subject to statutory and contractual restrictions on
their public resale, which may make it more difficult to value them, may limit
our ability to dispose of them and may lower the amount we could realize
upon their sale. To enable us to sell our holdings of a restricted security not
registered under the 1933 Act, we may have to cause those securities to be
registered. The expenses of registering restricted securities may be determined
at the time we buy the securities. When we must arrange registration because
we wish to sell the security, a considerable period may elapse between the
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time the decision is made to sell the security and the time the security is
registered so that we could sell it. We would bear the risks of any downward
price fluctuation during that period.

Liquidity Risk.  Although common units of MLPs trade on the NYSE, NYSE
MKT LLC (formerly known as AMEX), and the NASDAQ National Market,
certain MLP securities may trade less frequently than those of larger
companies due to their smaller capitalizations. In the event certain MLP
securities experience limited trading volumes, the prices of such MLPs may
display abrupt or erratic movements at times. In addition, it may be more
difficult for us to buy and sell significant amounts of such securities without
an unfavorable impact on prevailing market prices. As a result, these
securities may be difficult to dispose of at a fair price at the times when we
believe it is desirable to do so. Investment of our capital in securities that are
less actively traded or over time experience decreased trading volume may
restrict our ability to take advantage of other market opportunities or to
dispose of securities. This also may affect adversely our ability to make
required interest payments on the debt securities and distributions on the
preferred stock, to redeem such securities, or to meet asset coverage
requirements.

Valuation Risk.  Market prices generally will not be available for MLP
convertible subordinated units, and the value of such investments ordinarily
will be determined based on fair valuations determined by our Adviser
pursuant to procedures adopted by the Board of Directors. Similarly, common
units acquired through direct placements will be valued based on fair value
determinations if they are restricted; however, our Adviser expects that such
values will be based on a discount from publicly available market prices.
Restrictions on resale or the absence of a liquid secondary market may
adversely affect our ability to determine our NAV. In addition, the value
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of these securities typically requires more reliance on the judgment of our
Adviser than that required for securities for which there is an active trading
market. Due to the difficulty in valuing these securities and the absence of an
active trading market for these investments, we may not be able to realize
these securities’ true value, or we may have to delay their sale in order to do
so. This may affect adversely our ability to make required interest payments
on the debt securities and distributions on the preferred stock, to redeem such
securities, or to meet asset coverage requirements

Nondiversification Risk.  We are a non-diversified, closed-end management
investment company under the 1940 Act and do not intend to be treated as a
regulated investment company under the Internal Revenue Code.
Accordingly, there will be no regulatory limits under the 1940 Act or the
Internal Revenue Code on the number or size of securities that we hold, and
we may invest more assets in fewer issuers as compared to a diversified fund.
There are approximately 110 companies currently organized as MLPs and
only about 90 of those companies operate energy infrastructure or natural gas
infrastructure assets. We will select MLP investments from this small pool of
issuers. We may invest in non-MLP securities issued by energy infrastructure
companies to a lesser degree, consistent with our investment objective and
policies.

Tax Risk.  Because we intend to be treated as a corporation for federal income
tax purposes, our financial statements reflect deferred tax assets or liabilities
according to generally accepted accounting principles. Deferred tax assets
may constitute a relatively high percentage of NAV. Realization of deferred
tax assets including net operating loss and capital loss carryforwards, are
dependent, in part, on generating sufficient taxable income of the appropriate
character prior to expiration of the loss carryforwards. In addition, a
substantial change in our ownership may limit our ability to utilize our loss
carryforwards. Unexpected significant decreases in MLP cash distributions or
significant declines in the fair value of our MLP investments, among other
factors, may change our assessment regarding the recoverability of deferred
tax assets and would likely result in a valuation allowance, or recording of a
larger allowance. If a valuation allowance is required to reduce the deferred
tax asset in the future, it could have a material impact on our NAV and results
of operations in the period it is recorded. Conversely, in periods of generally
increasing MLP prices, we will accrue a deferred tax liability to the extent the
fair value of our assets exceeds our tax basis. We may incur significant tax
liability during periods in which gains on MLP investments are realized.
Because deferred taxes are not taken into account in calculating Managed
Assets, our Adviser may have an incentive to defer taxes rather than incur
taxes in the current period.

Effects of Terrorism.  The U.S. securities markets are subject to disruption as
a result of terrorist activities, such as the terrorist attacks on the World Trade
Center on September 11, 2001; the war in Iraq and its aftermath; other
hostilities; and other geopolitical events. Such events have led, and in the
future may lead, to short-term market volatility and may have long-term
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effects on the U.S. economy and markets.

Anti-Takeover Provisions.  Maryland law and our Charter and Bylaws include
provisions that could delay, defer or prevent other entities or persons from
acquiring control of us, causing us to engage in certain transactions or
modifying our structure. These provisions may be regarded as “anti-takeover”
provisions. Such provisions could limit the ability of common stockholders to
sell their shares at a premium over the then-current market prices by
discouraging a third party from seeking to obtain control of us. See “Certain
Provisions in Our Charter and Bylaws.”

Management Risk.  Our Adviser was formed in 2002 to provide portfolio
management to institutional and high-net worth investors seeking professional
management of their MLP investments. Our Adviser has been managing
investments in portfolios of MLP investments since that time. As of February
28, 2013, our Adviser had client assets under management of approximately
$10.5 billion including management of publicly-traded closed-end
management investment companies, an open-end fund and other accounts. To
the extent that our Adviser’s assets under management continue to grow, our
Adviser may have to hire additional personnel and, to the extent it is unable to
hire qualified individuals, its operations may be adversely affected.

Consolidation of Stock Ownership Risk.  Following any offering a single
investor may own 10% or more of our outstanding common shares, or an
investor may purchase such an interest following this offering as a result of a
direct issuance of our common shares or through the purchase of our common
shares in the open market. As a result of such ownership, such an investor
may attempt to influence decisions regarding the composition of the Board of
Directors or other decisions made by our stockholders. In addition, it may be
difficult for other stockholders to gain
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or control sufficient voting power to affect the outcome of votes at
stockholder meetings. This could have an adverse impact on us and the value
of our common shares.

Market Discount Risk.  Shares of closed-end investment companies frequently
trade at a discount from NAV but in some cases have traded above NAV.
Continued development of alternatives as a vehicle for investing in MLP
securities may contribute to reducing or eliminating any premium or may
result in our shares trading at a discount. The risk of the shares of common
stock trading at a discount is a risk separate from the risk of a decline in our
NAV as a result of investment activities. Our NAV will be reduced
immediately following an offering of our common or preferred stock due to
the offering costs for such stock, which are borne entirely by us. Although we
also bear the offering costs of debt securities, such costs are amortized over
time and therefore do not impact our NAV immediately following an offering.

Whether stockholders will realize a gain or loss for federal income tax
purposes upon the sale of our common stock depends upon whether the
market value of the common shares at the time of sale is above or below the
stockholder’s basis in such shares, taking into account transaction costs, and it
is not directly dependent upon our NAV. Because the market value of our
common stock will be determined by factors such as the relative demand for
and supply of the shares in the market, general market conditions and other
factors beyond our control, we cannot predict whether our common stock will
trade at, below or above NAV, or at, below or above the public offering price
for our common stock.

Dilution Risk.  The voting power, percentage ownership and distribution
percentage of current stockholders will be diluted to the extent that such
stockholders do not purchase shares in any future common stock offerings or
do not purchase sufficient shares to maintain their percentage interest. In
addition, if we sell shares of common stock below NAV, our NAV will fall
immediately after such issuance.  See “Description of Securities — Common
Stock — Issuance of Additional Shares” which includes a table reflecting the
dilutive effect of selling our common stock below NAV.

If we are unable to invest the proceeds of such offering as intended, our per
share distribution may decrease and we may not participate in market
advances to the same extent as if such proceeds were fully invested as
planned.

Additional Risks to Senior Securities Holders

Generally, an investment in senior securities is subject to the following risks:

Interest Rate Risk.  Distributions and interest payable on our senior securities
are subject to interest rate risk. To the extent that distributions or interest on
such securities are based on short-term rates, our leverage costs may rise so
that the amount of distributions or interest due to holders of senior securities
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would exceed the cash flow generated by our portfolio securities. To the
extent that our leverage costs are fixed, our leverage costs may increase when
our senior securities mature. This might require that we sell portfolio
securities at a time when we would otherwise not do so, which may adversely
affect our future ability to generate cash flow. In addition, rising market
interest rates could negatively impact the value of our investment portfolio,
reducing the amount of assets serving as asset coverage for senior securities.

Senior Leverage Risk.  Preferred stock would be junior in liquidation and with
respect to distribution rights to debt securities and any other borrowings.
Senior securities representing indebtedness may constitute a substantial lien
and burden on any preferred stock by reason of their prior claim against our
income and against our net assets in liquidation. We may not be permitted to
declare distributions with respect to any series of preferred stock unless at
such time we meet applicable asset coverage requirements and the payment of
principal or interest is not in default with respect to the Notes or any other
borrowings.

Our debt securities, upon issuance, are expected to be unsecured obligations
and, upon our liquidation, dissolution or winding up, will rank: (1) senior to
all of our outstanding common stock and any outstanding preferred stock; (2)
on a parity with any of our unsecured creditors and any unsecured senior
securities representing our indebtedness; and (3) junior to any of our secured
creditors. Secured creditors of ours may include, without
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limitation, parties entering into interest rate swap, floor or cap transactions, or
other similar transactions with us that create liens, pledges, charges, security
interests, security agreements or other encumbrances on our assets.

Ratings and Asset Coverage Risk.  To the extent that senior securities are
rated, a rating does not eliminate or necessarily mitigate the risks of investing
in our senior securities, and a rating may not fully or accurately reflect all of
the credit and market risks associated with a security. A rating agency could
downgrade the rating of our shares of preferred stock or debt securities, which
may make such securities less liquid in the secondary market, though
probably with higher resulting interest rates. If a rating agency downgrades, or
indicates a potential downgrade to, the rating assigned to a senior security, we
may alter our portfolio or redeem some senior securities. We may voluntarily
redeem a senior security under certain circumstances to the extent permitted
by its governing documents.

Inflation Risk.  Inflation is the reduction in the purchasing power of money
resulting from an increase in the price of goods and services. Inflation risk is
the risk that the inflation adjusted or “real” value of an investment in preferred
stock or debt securities or the income from that investment will be worth less
in the future. As inflation occurs, the real value of the preferred stock or debt
securities and the distributions payable to holders of preferred stock or interest
payable to holders of debt securities declines.

Decline in Net Asset Value Risk.  A material decline in our NAV may impair
our ability to maintain required levels of asset coverage for our preferred
stock or debt securities.

MANAGEMENT OF THE COMPANY

Directors and Officers

Our business and affairs are managed under the direction of our Board of
Directors. Accordingly, our Board of Directors provides broad supervision
over our affairs, including supervision of the duties performed by our Adviser.
Our officers are responsible for our day-to-day operations. The names, ages
and addresses of each of our directors and officers, together with their
principal occupations and other affiliations during the past five years, are set
forth below. Each director and officer will hold office until his successor is
duly elected and qualifies, or until he resigns or is removed in the manner
provided by law. Unless otherwise indicated, the address of each director and
officer is 11550 Ash Street, Suite 300, Leawood, Kansas 66211. Our Board of
Directors consists of a majority of directors who are not interested persons (as
defined in the 1940 Act) of our Adviser or its affiliates (“Independent
Directors”).

Investment Adviser
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Pursuant to an advisory agreement, our Adviser provides us with investment
research and advice and furnishes us with an investment program consistent
with our investment objective and policies, subject to the supervision of the
Board of Directors. Our Adviser determines which portfolio securities will be
purchased or sold, arranges for the placing of orders for the purchase or sale
of portfolio securities, selects brokers or dealers to place those orders,
maintains books and records with respect to our securities transactions and
reports to the Board of Directors on our investments and performance.

Our Adviser is located at 11550 Ash Street, Suite 300, Leawood, Kansas
66211. Our Adviser specializes in managing portfolios of investments in
MLPs and other energy companies. Our Adviser was formed in 2002 to
provide portfolio management services to institutional and high-net worth
investors seeking professional management of their MLP investments. As of
February 28, 2013, our Adviser had approximately $10.5 billion of assets
under management. Our Adviser’s investment committee is comprised of five
seasoned portfolio managers.

Our Adviser also serves as investment adviser to Tortoise Energy
Infrastructure Corporation (“TYG”), Tortoise Energy Capital Corporation
(“TYY”), Tortoise North American Energy Corporation (“TYN”), Tortoise Power
and Energy Infrastructure Fund, Inc. (“TPZ”), Tortoise Pipeline & Energy Fund,
Inc. (“TTP”) and Tortoise Energy Independence Fund, Inc. (“NDP”), which are
nondiversified, closed-end investment management companies that invest in
MLPs. TYG, which commenced operations on February 27, 2004, invests
primarily in equity securities of MLPs and their affiliates in the energy
infrastructure sector. TYY, which commenced operations on May 31,
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2005, invests primarily in equity securities of MLPs and their affiliates in the
energy infrastructure sector. TYN, which commenced operations on October
31, 2005, invests primarily in securities of MLPs, including midstream energy
infrastructure, oil and gas exploitation and production, and energy shipping
companies. TPZ, which commenced operations on July 31, 2009, invests in a
portfolio consisting primarily of fixed income and equity securities issued by
power and energy infrastructure companies. TTP, which commenced
operations on October 31, 2011, invests primarily in pipeline companies that
engage in the business of transporting natural gas, natural gas liquids, crude
oil and refined products and to a lesser extent, on other energy infrastructure
companies. NDP, which commenced operations on July 31, 2012, invests
primarily in equity securities of companies that provide access to North
American oil and gas production growth.  In addition, our Adviser serves as
the investment adviser to an open-end investment management company that
invests in MLPs and pipeline companies. To the extent certain MLP securities
or other energy infrastructure company securities meet our investment
objective and the objectives of other investment companies or accounts
managed by our Adviser, we may compete with such companies or accounts
for the same investment opportunities.

Our Adviser is wholly-owned by Tortoise Holdings, LLC, a holding
company. Montage Investments, LLC (“Montage Investments”), a registered
investment adviser, owns a majority interest in Tortoise Holdings, LLC, with
the remaining interests held by the Adviser’s five Managing Directors and
certain other senior employees of our Adviser. In September 2009, our
Adviser’s five Managing Directors entered into employment agreements with
our Adviser that had a 3-year initial term as well as two 1-year automatic
renewals under normal circumstances.

As of March 22, 2013, our Adviser had 52 employees, including the five
members of our investment committee.

The investment management of our portfolio is the responsibility of our
Adviser’s investment committee. The investment committee’s members are H.
Kevin Birzer, Zachary A. Hamel, Kenneth P. Malvey, Terry C. Matlack and
David J. Schulte, all of whom share responsibility for such investment
management. It is the policy of the investment committee that any one
member can require our Adviser to sell a portfolio company and any one
member can veto the committee’s decision to invest in a portfolio company.
Each committee member has been a portfolio manager since we commenced
operations in July 2010.

H. Kevin Birzer.  Mr. Birzer has been a Managing Director of our Adviser
since 2002. Mr. Birzer has also served as a Director of ours since inception
and of each of TYG, TYY, TYN, TPZ, TTP and NDP since its inception and
of Tortoise Capital Resources Corporation (“TTO”), which changed its name to
CorEnergy Infrastructure Trust, Inc. on December 3, 2012 (“CORR”), from
inception through November 2011. Mr. Birzer, who was a member in
Fountain Capital Management, L.L.C. (“Fountain Capital”), a registered
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investment adviser, from 1990 to May 2009, has 30 years of investment
experience. Mr. Birzer graduated with a Bachelor of Business Administration
degree from the University of Notre Dame and holds a Master of Business
Administration degree from New York University. He earned his CFA
designation in 1988.

Zachary A. Hamel.  Mr. Hamel has been a Managing Director of our Adviser
since 2002 and was a Partner with Fountain Capital from 2001 through
September 2012. Mr. Hamel has served as our President since 2010, of each
of TTP and NDP since its inception and of each of TYG, TYY and TPZ since
May 2011. Mr. Hamel served as Senior Vice President of TTO from inception
through November 2011, of each of TYY and TPZ from inception to May
2011, of TYG from April 2007 to May 2011 and TYN since 2007. Mr. Hamel
graduated from Kansas State University with a Bachelor of Science in
Business Administration. He also attained a Master in Business
Administration from the University of Kansas School of Business. He earned
his CFA designation in 1998.

Kenneth P. Malvey.  Mr. Malvey has been a Managing Director of our
Adviser since 2002 and was a Partner with Fountain Capital from 2004
through September 2012. Mr. Malvey has served as our Senior Vice President
and Treasurer since 2010; as Treasurer of each of TYG, TYY and TYN since
2005, and of each of TPZ, TTP and NDP since its inception; as Senior Vice
President of each of TYY, TPZ, TTP and NDP since its inception, and of each
of TYG and TYN since 2007. Mr. Malvey served as Senior Vice President
and Treasurer of TTO from 2005 through November 2011. Mr. Malvey
graduated with a Bachelor of Science degree in Finance from Winona State
University, Winona, Minnesota. He earned his CFA designation in 1996.

38

Edgar Filing: COVANTA HOLDING CORP - Form 10-Q

Table of Contents 114



Terry C. Matlack.  Mr. Matlack has been a Managing Director of our Adviser
since 2002 and has also served as our Chief Executive Officer since 2010, of
each of TTP and NDP since its inception, and of each of TYG, TYY, TYN
and TPZ since May 2011; as Chief Financial Officer of TTO from inception
to June 2012 and of each of TYG, TYY, TYN and TPZ from inception to
May 2011; and as Director from its inception until September 15, 2009 of
each of TYG, TYY, TYN, TPZ and TTO. Mr. Matlack has served as our
Director and as Director of each of TYG, TYY, TYN, TPZ, TTP and NDP
since November 12, 2012.  Mr. Matlack graduated with a Bachelor of Science
in Business Administration from Kansas State University and holds a Masters
of Business Administration and a Juris Doctorate from the University of
Kansas. He earned his CFA designation in 1985.

David J. Schulte.  Mr. Schulte has been a Managing Director of our Adviser
since 2002.  Mr. Schulte is also a Managing Director of Corridor InfraTrust
Management, LLC, an affiliate of the Adviser.  Mr. Schulte has served as our
Senior Vice President since 2010, of each of TYG, TYY, TYN and TPZ since
May 2011 and of each of TTP and NDP since its inception; as Chief
Executive Officer and President of each of TYG, TYY, and TPZ from
inception to May 2011; as Chief Executive Officer of TYN from 2005 to May
2011 and President of TYN from 2005 to September 2008; as Chief Executive
Officer of TTO/CORR since 2005 and as President of TTO from 2005 to
April 2007 and of TTO/CORR since June 2012. Mr. Schulte holds a Bachelor
of Science degree in Business Administration from Drake University and a
Juris Doctorate degree from the University of Iowa. He earned his CFA
designation in 1992.

The statement of additional information provides additional information about
the compensation structure of, the other accounts managed by, and the
ownership of our securities by the portfolio managers listed above.

Compensation and Expenses

Under our advisory agreement we pay our Adviser a fee equal to 0.95%
annually of our average monthly Managed Assets for the services rendered by
it. The Adviser waived an amount equal to 0.25% of average monthly
Managed Assets for the period from July 30, 2010 through July 27, 2011 and
an amount equal to 0.20% of average monthly Managed Assets for the period
from July 28, 2011 through December 31, 2012.  The Adviser has agreed to
waive an amount equal to  0.15% of average monthly Managed Assets for the
period from January 1, 2013 through December 31, 2013, 0.10% of average
monthly Managed Assets for the period from January 1, 2014 through
December 31, 2014, and 0.05% of average monthly managed Assets for the
period from January 1, 2015 through December 31, 2015. This fee waiver
may only be terminated early by mutual agreement of the Adviser and the
Board of Directors. In addition, the Adviser has contractually agreed to waive
all fees due under the Advisory Agreement related to the net proceeds
received from the issuance of additional common stock under the Company’s
at-the-market equity program for a six month period following the date of
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issuance.  “Managed Assets” means our Total Assets (including any assets
attributable to any leverage that may be outstanding but excluding any net
deferred tax assets) minus the sum of accrued liabilities other than (1) net
deferred tax liabilities, (2) debt entered into for purposes of leverage, and (3)
the aggregate liquidation preference of any outstanding preferred stock. Our
Adviser does not charge an advisory fee based on net deferred tax assets.
Because the fee paid to the Adviser is determined on the basis of our Managed
Assets, the Adviser’s interest in determining whether we should incur
additional leverage will conflict with our interests. Because deferred taxes are
not deducted in calculating Managed Assets, the Adviser may have an
incentive to defer taxes rather than incur taxes in the current period. In
addition, because the fee paid to the Adviser is determined on the basis of our
Managed Assets and not our Net Assets, there is no reduction in the fee paid
to the Adviser for accruing deferred tax liabilities. “Net Assets” means the value
of our Total Assets (including any assets attributable to any leverage that may
be outstanding and net deferred tax assets) minus the sum of total liabilities
(including net deferred tax liabilities, debt entered into for the purpose of
leverage and the liquidation preference of any outstanding preferred stock).

Our average monthly Managed Assets are determined for the purpose of
calculating the management fee by taking the average of the monthly
determinations of Managed Assets during a given calendar quarter. The fees
are payable for each calendar quarter within five days after the end of that
quarter. The advisory agreement has a term ending on December 31, 2013 and
may be continued from year to year thereafter as provided in the 1940 Act.
The continuation of the advisory agreement was most recently approved by
the Board of Directors in November 2012. A discussion regarding the basis
for the Board of Directors’ decision to approve the continuation of the advisory
agreement is available in our Annual Report to Stockholders for the fiscal
year ended November 30, 2012.
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Our stockholders will indirectly bear all expenses not specifically assumed by
our Adviser incurred in our operations and will bear the expenses related to all
future offerings. Expenses our stockholders will bear will include, but are not
limited to, the following: (1) expenses of maintaining and continuing our
existence and related overhead, including, to the extent services are provided
by personnel of our Adviser or its affiliates, office space and facilities,
training and benefits; (2) our registration under the 1940 Act; (3)
commissions, spreads, fees and other expenses connected with the acquisition,
holding and disposition of securities and other investments, including
placement and similar fees in connection with direct placements entered into
on our behalf; (4) auditing, accounting, tax and legal service expenses; (5)
taxes and interest; (6) governmental fees; (7) expenses of listing our shares
with a stock exchange, and expenses of issue, sale, repurchase and redemption
(if any) of our interests; (8) expenses of registering and qualifying us and our
shares under federal and state securities laws and of preparing and filing
registration statements and amendments for such purposes; (9) expenses of
communicating with stockholders, including website expenses and the
expenses of preparing, printing and mailing press releases, reports and other
notices to stockholders and of meetings of stockholders and proxy
solicitations therefor; (10) expenses of reports to governmental officers and
commissions; (11) insurance expenses; (12) association membership dues;
(13) fees, expenses and disbursements of custodians and subcustodians for all
services to us (including without limitation safekeeping of funds, securities
and other investments, keeping of books, accounts and records, and
determination of NAVs); (14) fees, expenses and disbursements of transfer
agents, dividend and interest paying agents, stockholder servicing agents and
registrars for all services to us; (15) compensation and expenses of our
directors who are not members of our Adviser’s organization; (16) pricing,
valuation and other consulting or analytical services employed by us; (17) all
expenses incurred in connection with leveraging our assets through a line of
credit or other indebtedness or issuing and maintaining notes or preferred
stock; (18) all expenses incurred in connection with offerings of our common
and preferred stock and debt securities; and (19) such non-recurring items as
may arise, including expenses incurred in connection with litigation,
proceedings and claims and our obligation to indemnify our directors and
officers with respect thereto.

DETERMINATION OF NET ASSET VALUE

We compute the NAV of our common stock as of the close of trading of the
NYSE (normally 4:00 p.m. Eastern time) no less frequently than the last
business day of each calendar month and at such other times as the Board of
Directors may determine. When considering an offering of common stock, we
calculate our NAV on a more frequent basis, generally daily, to the extent
necessary to comply with the provisions of the 1940 Act. We currently intend
to make our NAV available for publication weekly on our Adviser’s website.
The NAV per share of common stock equals our NAV divided by the number
of shares of outstanding common stock.  Our NAV equals the value of our
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Total Assets less: (i) all of our liabilities (including accrued expenses and both
current and net deferred tax liabilities); (ii) accumulated and unpaid
distributions on any outstanding preferred stock; (iii) the aggregate liquidation
preference of any outstanding preferred stock; (iv) accrued and unpaid interest
payments on any outstanding indebtedness; (v) the aggregate principal
amount of any outstanding indebtedness; and (vi) any distributions payable on
our common stock.

We will determine the value of our assets and liabilities in accordance with
valuation procedures adopted by our Board of Directors. Securities for which
market quotations are readily available shall be valued at “market value.” If a
market value cannot be obtained or if our Adviser determines that the value of
a security as so obtained does not represent value as of the measurement date
(due to a significant development subsequent to the time its price is
determined or otherwise), value for the security shall be determined pursuant
to the methodologies established by our Board of Directors.

·The value for equity securities and equity-related securities is determined by
using readily available market quotations from the principal market. For
equity and equity-related securities that are freely tradable and listed on a
securities exchange or over the counter market, value is determined using
the last sale price on that exchange or over-the-counter market on the
measurement date. If the security is listed on more than one exchange, we
will use the price of the exchange that we consider to be the principal
exchange on which the security is traded.  Securities listed on the NASDAQ
will be valued at the NASDAQ Official Closing Price, which may not
necessarily represent the last sale price. If a security is traded on the
measurement date, then the last reported sale price on the exchange or
over-the-counter (“OTC”) market on which the security is principally traded,
up to the time of valuation, is used. If there were no reported sales on the
security’s principal exchange or OTC market on the measurement date, then
the average between the last bid price and last asked price, as reported by
the

40

Edgar Filing: COVANTA HOLDING CORP - Form 10-Q

Table of Contents 118



pricing service, shall be used. We will obtain direct written broker-dealer
quotations if a security is not traded on an exchange or quotations are not
available from an approved pricing service. Exchange-traded options will be
valued at the mean of the best bid and best asked prices across all option
exchanges.

·An equity security of a publicly traded company acquired in a private
placement transaction without registration is subject to restrictions on resale
that can affect the security’s liquidity and value. Such securities that are
convertible into publicly traded common shares or securities that may be
sold pursuant to Rule 144 will generally be valued based on the value of the
freely tradable common share counterpart less an applicable discount.
Generally, the discount will initially be equal to the discount at which we
purchased the securities. To the extent that such securities are convertible or
otherwise become freely tradable within a time frame that may be
reasonably determined, an amortization schedule may be determined for the
discount.

·Fixed income securities (other than the short-term securities as described
below) are valued by (i) using readily available market quotations based
upon the last updated sale price or a market value from an approved pricing
service generated by a pricing matrix based upon yield data for securities
with similar characteristics or (ii) by obtaining a direct written broker-dealer
quotation from a dealer who has made a market in the security.

·A fixed income security acquired in a private placement transaction without
registration is subject to restrictions on resale that can affect the security’s
liquidity and value. Among the various factors that can affect the value of a
privately placed security are (i) whether the issuing company has freely
trading fixed income securities of the same maturity and interest rate (either
through an initial public offering or otherwise); (ii) whether the company
has an effective registration statement in place for the securities; and (iii)
whether a market is made in the securities. The securities normally will be
valued at amortized cost unless the portfolio company’s condition or other
factors lead to a determination of value at a different amount.

·Short-term securities, including bonds, notes, debentures and other fixed
income securities, and money market instruments such as certificates of
deposit, commercial paper, bankers’ acceptances and obligations of domestic
and foreign banks, with remaining maturities of 60 days or less, for which
reliable market quotations are readily available are valued on an amortized
cost basis.
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·Other assets will be valued at market value pursuant to written valuation
procedures adopted by our Board of Directors, or if a market value cannot
be obtained or if our Adviser determines that the value of a security as so
obtained does not represent value as of the measurement date (due to a
significant development subsequent to the time its price is determined or
otherwise), value shall be determined pursuant to the methodologies
established by our Board of Directors.

Valuations of public company securities determined pursuant to fair value
methodologies will be presented to our Board of Directors or a designated
committee thereof for approval at the next regularly scheduled board meeting.

AUTOMATIC DIVIDEND REINVESTMENT PLAN

General

Our Automatic Dividend Reinvestment Plan (the “Plan”) will allow
participating common stockholders to reinvest distributions in additional
shares of our common stock. Shares of common stock will be issued by us
under the Plan when our common stock is trading at a premium to NAV. If
our common stock is trading at a discount to NAV, shares issued under the
Plan will be purchased on the open market. Shares of common stock issued
directly from us under the Plan will be acquired at the greater of (1) NAV at
the close of business on the payment date of the distribution, or (2) 95% of the
market price per common share on the payment date. Common stock issued
under the Plan when shares are trading at a discount to NAV will be
purchased in the market at market price or a negotiated price determined by
the Plan Agent, Computershare Trust Company, N.A. (the “Plan Agent”).

Automatic Dividend Reinvestment
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If a stockholder’s shares are registered directly with us or with a brokerage
firm that participates in our Plan through the facilities of The Depository
Trust & Clearing Corporation (“DTC”) and such stockholder’s account is coded
dividend reinvestment by such brokerage firm, all distributions are
automatically reinvested for stockholders by the Plan Agent, in additional
shares of our common stock (unless a stockholder is ineligible or elects
otherwise). If a stockholder’s shares are registered with a brokerage firm that
participates in the Plan through the facilities of DTC, but such stockholder’s
account is not coded dividend reinvestment by such brokerage firm or if a
stockholder’s shares are registered with a brokerage firm that does not
participate in the Plan through the facilities of DTC, a stockholder will need
to ask its investment executive what arrangements can be made to set up their
account to participate in the Plan. In either case, until such arrangements are
made, a stockholder will receive distributions in cash.

Stockholders who elect not to participate in the Plan will receive all
distributions payable in cash paid by check mailed directly to the stockholder
of record (or, if the shares are held in street or other nominee name, then to
such nominee) by the Plan Agent, as dividend paying agent. Participation in
the Plan is completely voluntary and may be terminated or resumed at any
time without penalty by giving written, telephone or internet instructions to
the Plan Agent; such termination will be effective with respect to a particular
distribution if notice is received prior to the record date for such distribution.

Whenever we declare a distribution payable either in shares or in cash,
non-participants in the Plan will receive cash, and participants in the Plan will
receive the equivalent in shares of common stock. The shares are acquired by
the Plan Agent for the participant’s account, depending upon the circumstances
described below, either (i) through receipt of additional shares of common
stock from us (“Additional Common Stock”) or (ii) by purchase of outstanding
common stock on the open market (“open-market purchases”) on the NYSE or
elsewhere. If, on the payment date, the NAV per share of our common stock
is equal to or less than the market price per share of our common stock plus
estimated brokerage commissions (such condition being referred to herein as
“market premium”), the Plan Agent will receive Additional Common Stock
from us for each participant’s account. The number of shares of Additional
Common Stock to be credited to the participant’s account will be determined
by dividing the dollar amount of the dividend or distribution by the greater of
(i) the NAV per share of common stock on the payment date, or (ii) 95% of
the market price per share of common stock on the payment date.

If, on the payment date, the NAV per share of common stock exceeds the
market price plus estimated brokerage commissions (such condition being
referred to herein as “market discount”), the Plan Agent will invest the
distribution amount in shares acquired in open-market purchases as soon as
practicable but not later than 30 days following the payment date. We expect
to declare and pay quarterly distributions. The weighted average price
(including brokerage commissions) of all common stock purchased by the
Plan Agent as Plan Agent will be the price per share of common stock
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allocable to each participant.

The Plan Agent maintains all stockholders’ accounts in the Plan and furnishes
written confirmation of each acquisition made for the participant’s account as
soon as practicable, but in no event later than 60 days after the date thereof.
Shares in the account of each Plan participant will be held by the Plan Agent
in non-certificated form in the Plan Agent’s name or that of its nominee, and
each stockholder’s proxy will include those shares purchased or received
pursuant to the Plan. The Plan Agent will forward all proxy solicitation
materials to participants and vote proxies for shares held pursuant to the Plan
first in accordance with the instructions of the participants, and then with
respect to any proxies not returned by such participant, in the same proportion
as the Plan Agent votes the proxies returned by the participants.

There will be no brokerage charges with respect to shares issued directly by
us as a result of distributions payable either in shares or in cash. However,
each participant will pay a per share fee (currently $0.05) with respect to the
Plan Agent’s open-market purchases in connection with the reinvestment of
distributions. If a participant elects to have the Plan Agent sell part or all of
his or her shares of common stock and remit the proceeds, such participant
will be charged his or her pro rata share of brokerage commissions on the
shares sold plus a $15.00 transaction fee.

The automatic reinvestment of distributions will not relieve participants of
any federal, state or local income tax that may be payable (or required to be
withheld) on such distributions. See “Certain Federal Income Tax Matters.”
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Stockholders participating in the Plan may receive benefits not available to
stockholders not participating in the Plan. If the market price plus
commissions of our shares of common stock is higher than the NAV,
participants in the Plan will receive shares of our common stock at less than
they could otherwise purchase such shares and will have shares with a cash
value greater than the value of any cash distribution they would have received
on their shares. If the market price plus commissions is below the NAV,
participants will receive distributions of shares of common stock with a NAV
greater than the value of any cash distribution they would have received on
their shares. However, there may be insufficient shares available in the market
to make distributions in shares at prices below the NAV. In addition, because
we do not redeem our shares, the price on resale may be more or less than the
NAV. See “Certain Federal Income Tax Matters” for a discussion of tax
consequences of the Plan.

Experience under the Plan may indicate that changes are desirable.
Accordingly, we reserve the right to amend or terminate the Plan if in the
judgment of the Board of Directors such a change is warranted. The Plan may
be terminated by the Plan Agent or by us upon notice in writing mailed to
each participant at least 60 days prior to the effective date of the termination.
Upon any termination, the Plan Agent will cause a certificate or certificates to
be issued for the full shares held by each participant under the Plan and cash
adjustment for any fraction of a share of common stock at the then-current
market value of the common stock to be delivered to him or her. If preferred,
a participant may request the sale of all of the shares of common stock held by
the Plan Agent in his or her Plan account in order to terminate participation in
the Plan. If such participant elects in advance of such termination to have the
Plan Agent sell part or all of his or her shares, the Plan Agent is authorized to
deduct from the proceeds a $15.00 fee plus a $0.05 fee per share for the
transaction. If a participant has terminated his or her participation in the Plan
but continues to have shares of common stock registered in his or her name,
he or she may re-enroll in the Plan at any time by notifying the Plan Agent in
writing at the address below. The terms and conditions of the Plan may be
amended by the Plan Agent or by us at any time. Any such amendments to the
Plan may be made by mailing to each participant appropriate written notice at
least 30 days prior to the effective date of the amendment, except when
necessary or appropriate to comply with applicable law or the rules or policies
of the SEC or any other regulatory authority, such prior notice does not apply.
The amendment shall be deemed to be accepted by each participant unless,
prior to the effective date thereof, the Plan Agent receives notice of the
termination of the participant’s account under the Plan. Any such amendment
may include an appointment by the Plan Agent of a successor Plan Agent,
subject to the prior written approval of the successor Plan Agent by us.

All correspondence concerning the Plan should be directed to Computershare
Trust Company, N.A., P.O. Box 43078, Providence, Rhode Island 02940.

Cash Purchase Option
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In the future, we may amend the Plan to implement a cash purchase option,
whereby participants in the Plan may elect to purchase additional shares of
common stock through optional cash investments in limited amounts on a
monthly or other periodic basis. If and when we implement the cash purchase
option under the Plan, common stockholders will receive notice 60 days prior
to its implementation and further details, including information on the
offering price and other terms, the frequency of offerings and how to
participate in the cash purchase option.

DESCRIPTION OF SECURITIES

The information contained under this heading is only a summary and is
subject to the provisions contained in our Charter and Bylaws and the laws of
the State of Maryland.

Common Stock

General.  Our Charter authorizes us to issue up to 100,000,000 shares of
common stock, $0.001 par value per share. The Board of Directors may,
without any action by the stockholders, amend our Charter from time to time
to increase or decrease the aggregate number of shares of stock or the number
of shares of stock of any class or series that we have authority to issue under
our Charter and the 1940 Act. In addition, our Charter authorizes our Board of
Directors, without any action by our stockholders, to classify and reclassify
any unissued common stock and preferred stock into other classes or series of
stock from time to time by setting or changing the terms, preferences,
conversion or other rights, voting powers, restrictions, limitations as to
distributions, qualifications and terms and conditions of redemption for each
class or series. Although we have no present intention of doing so, we
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could issue a class or series of stock that could delay, defer or prevent a
transaction or a change in control of us that might otherwise be in the
stockholders’ best interests. Under Maryland law, stockholders generally are
not liable for our debts or obligations.

All common stock offered pursuant to this prospectus and any related
prospectus supplement will be, upon issuance, duly authorized, fully paid and
nonassessable. All outstanding common stock offered pursuant to this
prospectus and any related prospectus supplement will be of the same class
and will have identical rights, as described below. Holders of shares of
common stock are entitled to receive distributions when authorized by the
Board of Directors and declared by us out of assets legally available for the
payment of distributions. Holders of common stock have no preference,
conversion, exchange, sinking fund, redemption or appraisal rights and have
no preemptive rights to subscribe for any of our securities. All shares of
common stock have equal distribution, liquidation and other rights.

Distributions.  We intend to pay out substantially all of our DCF to holders of
common stock through quarterly distributions. DCF is the amount we receive
as cash or paid-in-kind distributions from MLPs or affiliates of MLPs in
which we invest and interest payments on short-term debt securities we own,
less current or anticipated operating expenses, taxes on our taxable income,
and leverage costs paid by us (including leverage costs of any preferred stock,
short-term debt securities and borrowings under any credit facility). Our
Board of Directors has adopted a policy of declaring what it believes to be
sustainable distributions. In determining distributions, our Board of Directors
considers a number of current and anticipated factors, including, among
others:  DCF; realized and unrealized gains; leverage amounts and rates;
current and deferred taxes payable; and potential volatility in returns from our
investments and the overall market.  Over the long term, we expect to
distribute substantially all of our DCF to holders of our common stock. It is
expected that we will declare and pay a distribution to holders of common
stock at the end of each fiscal quarter. There is no assurance that we will
continue to make regular distributions. All realized capital gains, if any, net of
applicable taxes, will be retained by us.

If a stockholder’s shares are registered directly with us or with a brokerage
firm that participates in our Dividend Reinvestment Plan (the “Plan”),
distributions will be automatically reinvested in additional common stock
under the Plan unless a stockholder elects to receive distributions in cash. If a
stockholder elects to receive distributions in cash, payment will be made by
check. The federal income tax treatment of distributions is the same whether
they are reinvested in our shares or received in cash. See “Automatic Dividend
Reinvestment Plan.”

The yield on our common stock will likely vary from period to period
depending on various factors, including market conditions; the timing and
type of our investments in portfolio securities; the securities comprising our
portfolio; changes in interest rates (including changes in the relationship
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between short-term rates and long-term rates); the amount and timing of the
use of leverage by us; the effects of leverage on our common stock (discussed
above under “Leverage”); the timing of investing the offering proceeds and
leverage proceeds in portfolio securities; and our net assets and operating
expenses. Consequently, we cannot guarantee any particular yield on our
common stock, and the yield for any given period is not an indication or
representation of future yields on the common shares.

Limitations on Distributions.  If any shares of preferred stock are outstanding,
holders of shares of common stock will not be entitled to receive any
distributions from us unless we have paid all accumulated distributions on
preferred stock, and unless asset coverage (as defined in the 1940 Act) with
respect to preferred stock would be at least 200% after giving effect to such
distributions. See “Leverage.”

If any senior securities representing indebtedness are outstanding, holders of
shares of common stock will not be entitled to receive any distributions from
us unless we have paid all accrued interest on such senior indebtedness, and
unless asset coverage (as defined in the 1940 Act) with respect to any
outstanding senior indebtedness would be at least 300% after giving effect to
such distributions. See “Leverage.”

Liquidation Rights.  Common stockholders are entitled to share ratably in the
assets legally available for distribution to stockholders in the event of
liquidation, dissolution or winding up, after payment of or adequate provision
for all known debts and liabilities, including any outstanding debt securities or
other borrowings and any interest accrued thereon. These rights are subject to
the preferential rights of any other class or series of our stock,
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including our preferred stock. The rights of common stockholders upon
liquidation, dissolution or winding up would be subordinated to the rights of
holders of our preferred stock or senior securities representing indebtedness.

Voting Rights.  Each outstanding share of common stock entitles the holder to
one vote on all matters submitted to a vote of stockholders, including the
election of directors. The presence of the holders of shares of stock entitled to
cast a majority of the votes entitled to be cast (without regard to class) shall
constitute a quorum at a meeting of stockholders. Our Charter provides that,
except as otherwise provided in the Bylaws, directors shall be elected by the
affirmative vote of the holders of a majority of the shares of stock outstanding
and entitled to vote thereon. The Bylaws provide that directors are elected by
a plurality of all the votes cast at a meeting of stockholders duly called and at
which a quorum is present. There is no cumulative voting in the election of
directors. Consequently, at each annual meeting of stockholders, the holders
of a majority of the outstanding shares of stock entitled to vote will be able to
elect all of the successors of the class of directors whose terms expire at that
meeting. Pursuant to the 1940 Act, holders of preferred stock will have the
right to elect two directors at all times. Pursuant to our Charter and Bylaws,
the Board of Directors may amend the Bylaws to alter the vote required to
elect directors.

Under the rules of the NYSE applicable to listed companies, we normally will
be required to hold an annual meeting of stockholders in each fiscal year. If
we are converted to an open-end company or if for any other reason the shares
are no longer listed on the NYSE (or any other national securities exchange
the rules of which require annual meetings of stockholders), we may amend
our Bylaws so that we are not otherwise required to hold annual meetings of
stockholders.

Issuance of Additional Shares.  The provisions of the 1940 Act require that
the public offering price of common stock of a closed-end investment
company (less underwriting commissions and discounts) must equal or exceed
the NAV of such company’s common stock (calculated within 48 hours of
pricing), unless such sale is made with the consent of a majority of the
company’s outstanding common stockholders or pursuant to certain other
exemptions set forth in the 1940 Act.  We intend to seek approval at our
Annual Meeting of Stockholders in 2013 for the authority to sell shares of our
common stock for less than NAV, subject to the conditions listed below. The
number of shares that we may sell below NAV in one or more public or
private offerings may not exceed twenty-five percent (25%) of our then
outstanding common stock. We believe that having the ability to issue and sell
shares of common stock below NAV benefits all stockholders in that it allows
us to quickly raise cash and capitalize on attractive investment opportunities
while remaining fully invested at all times. When considering an offering of
common stock, we calculate our NAV on a more frequent basis, generally
daily, to the extent necessary to comply with the provisions of the 1940
Act.  We will only issue shares of our common stock at a price below NAV
pursuant to the 1940 Act exemption requiring stockholder approval if the
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following conditions are met:

●a majority of our directors who have no financial interest
in the transaction and a majority of our independent
directors have determined that any such sale would be in
the best interests of us and our stockholders;

●a majority of our directors who have no financial interest
in the transaction and a majority of our independent
directors, in consultation with the underwriter or
underwriters of the offering if it is to be underwritten,
have determined in good faith, and as of a time
immediately prior to the first solicitation by us or on our
behalf of firm commitments to purchase such common
stock or immediately prior to the issuance of such
common stock, that the price at which such shares of
common stock are to be sold is not less than a price
which closely approximates the market value of those
shares of common stock, less any distributing
commission or discount;

●if the net proceeds of any such sale are to be used to
make investments, a majority of our directors who have
no financial interest in the transaction and a majority of
our independent directors, have made a determination,
based on information and a recommendation from the
Adviser, that they reasonably expect that the
investment(s) to be made will lead to a long-term
increase in distribution growth; and

●the price per common share in any such sale, after
deducting offering expenses and commissions, reflects a
discount to NAV, as determined at any time within two
business days prior to the pricing of the common stock to
be sold, of no more than 10%.
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For these purposes, directors will not be deemed to have a financial interest
solely by reason of their ownership of our common stock.

The table below sets forth the pro forma maximum dilutive effect on our
NAV if we were to have issued shares below our NAV as of November 30,
2012. The table assumes that we issue 11,639,958 shares, which represents
twenty-five percent (25%) of our common stock as of November 30, 2012, at
a net sale price to us after deducting all expenses of issuance, including
underwriting discounts and commissions, equal to $22.05, which is 90% of
the NAV of our common shares as of November 30, 2012.

Pro Forma Maximum Impact of Below NAV Issuances of Common Shares

Common shares outstanding 46,559,833
Common shares that may be issued below NAV 11,639,958
Total common shares outstanding if all
permissible shares are issued below NAV 58,199,791
Net asset value per share as of November 30,
2012 $ 24.50
Aggregate net asset value of all outstanding
common shares based on NAV as of
November 30, 2012 $  1,140,635,390
Aggregate net proceeds to the Company
(assuming the Company sold all permissible
shares and received net proceeds equal to $22.05
per share (90% of the NAV as of November 30,
2012)) $ 256,661,074
Expected aggregate net asset value of the
Company after issuance $ 1,397,296,464
NAV per share after issuance $ 24.01
Percentage dilution to pre-issuance NAV -2.00%

In addition to the conditions set forth in our proxy statement, we are required
pursuant to interpretations of the staff of the Commission to amend our shelf
registration statement before commencing a below NAV offering if the
cumulative dilution from the current offering as calculated in the table above,
together with previous below NAV offerings under this registration statement,
exceeds 15%. We also must amend our registration statement before
commencing an offering of shares pursuant to the issuance of rights to
subscribe for shares below net asset value to existing stockholders.

Because the Adviser’s management fee is based upon our average monthly
Managed Assets, the Adviser’s interest in recommending the issuance and sale
of common stock including common stock issued below NAV, will conflict
with our interests and those of our stockholders.

Market.  Our common stock trades on the NYSE under the ticker symbol
“NTG.”  Common stock issued pursuant to this prospectus and any related
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prospectus supplement will trade on the NYSE.

Transfer Agent, Dividend Paying Agent and Automatic Dividend
Reinvestment Plan Agent.  Computershare Trust Company, N.A., P.O. Box
43078, Providence, Rhode Island 02940, serves as the transfer agent and agent
for the Automatic Dividend Reinvestment Plan for our common stock and
Computershare, Inc. serves as the dividend paying agent for our common
stock.

Preferred Stock

General.  Our Charter authorizes the issuance of up to 10,000,000 shares of
preferred stock, $0.001 par value per share, with preferences, conversion or
other rights, voting powers, restrictions, limitations as to distributions,
qualifications and terms and conditions of redemption as determined by the
Board of Directors.

Our Board of Directors may, without any action by our stockholders, amend
our Charter from time to time to increase or decrease the aggregate number of
shares of stock or the number of shares of stock of any class or series that we
have authority to issue under our Charter and under the 1940 Act. In addition,
our Charter authorizes the Board of Directors, without any action by the
stockholders, to classify and reclassify any unissued preferred stock into other
classes or series of stock from time to time by setting or changing the terms,
preferences, conversion or other rights, voting powers, restrictions, limitations
as to distributions, qualifications and terms and conditions of redemption for
each class or series.
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Preferred stock will rank junior to our debt securities, and senior to all
common stock. Under the 1940 Act, we may only issue one class of senior
equity securities, which in the aggregate may represent no more than 50% of
our Total Assets. If any preferred shares are outstanding, additional issuances
of preferred stock must be considered to be of the same class under the 1940
Act and interpretations thereunder and must rank on a parity with respect to
the payment of distributions and upon the distribution of our assets. The
details on how to buy and sell any preferred stock we may issue, along with
other terms of such preferred stock, will be described in a related prospectus
supplement, including the following:

● the form and title of the security;

● the aggregate liquidation preference of preferred
stock;

● the distribution rate of the preferred stock;

● any optional or mandatory redemption provisions;

● any provisions concerning conversion, amortization,
sinking funds, and/or retirement;

● any transfer agent, paying agents or security
registrar; and

● any other terms of the preferred stock.

Distributions.  Holders of our preferred stock will be entitled to receive cash
distributions, when, as and if authorized by the Board of Directors and
declared by us, out of funds legally available therefor. The prospectus for any
preferred stock will describe the distribution payment provisions for those
shares. Distributions so declared and payable shall be paid to the extent
permitted under Maryland law and to the extent available and in preference to
and priority over any distribution declared and payable on the common stock.
Because of our emphasis on investments in MLPs and their affiliates, which
are expected to generate cash in excess of the taxable income allocated to
holders, it is possible that distributions payable on preferred stock could
exceed our current and accumulated earnings and profits, which would be
treated for federal income tax purposes as a tax-deferred return of capital to
the extent of the basis of the shares on which the distribution is paid and
thereafter as gain from the sale or exchange of the preferred stock.

Limitations on Distributions.  If we have senior securities representing
indebtedness outstanding, holders of preferred stock will not be entitled to
receive any distributions from us unless asset coverage (as defined in the 1940
Act) with respect to outstanding debt securities and preferred stock would be
at least 200% after giving effect to such distributions. See “Leverage.”
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Liquidation Rights.  In the event of any voluntary or our involuntary
liquidation, dissolution or winding up, the holders of preferred stock would be
entitled to receive a preferential liquidating distribution, which is expected to
equal the original purchase price per share plus accumulated and unpaid
distributions, whether or not declared, before any distribution of assets is
made to holders of common stock. After payment of the full amount of the
liquidating distribution to which they are entitled, the holders of preferred
stock will not be entitled to any further participation in any distribution of our
assets. Preferred stock ranks junior to our debt securities upon liquidation,
dissolution or winding up.

Voting Rights.  Except as otherwise indicated in our Charter or Bylaws, or as
otherwise required by applicable law, holders of any preferred stock will have
one vote per share and vote together with holders of common stock as a single
class.

The 1940 Act requires that the holders of any preferred stock, voting
separately as a single class, have the right to elect at least two directors at all
times. The remaining directors will be elected by holders of common stock
and preferred stock, voting together as a single class. In addition, subject to
the prior rights, if any, of the holders of any other class of senior securities
outstanding, the holders of any shares of preferred stock have the right to elect
a majority of the directors at any time two years’ accumulated distributions on
any preferred stock are unpaid. The 1940 Act also requires that, in addition to
any approval by stockholders that might otherwise be required, the approval
of the holders of a majority of shares of any outstanding preferred stock,
voting separately as a class, would be required to (i) adopt any plan of
reorganization that would adversely affect the preferred stock, and (ii) take
any action requiring a vote of security holders under Section 13(a) of the 1940
Act, including, among other things,
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changes in our subclassification as a closed-end investment company or
changes in our fundamental investment restrictions. See “Certain Provisions in
Our Charter and Bylaws.” As a result of these voting rights, our ability to take
any such actions may be impeded to the extent that any shares of our preferred
stock are outstanding.

The affirmative vote of the holders of a majority of any outstanding preferred
stock, voting as a separate class, will be required to amend, alter or repeal any
of the preferences, rights or powers of holders of preferred stock so as to
affect materially and adversely such preferences, rights or powers. The class
vote of holders of preferred stock described above will in each case be in
addition to any other vote required to authorize the action in question.

We will have the right (to the extent permitted by applicable law) to purchase
or otherwise acquire any preferred stock, so long as we are current in the
payment of distributions on the preferred stock and on any other of our shares
ranking on a parity with the preferred stock with respect to the payment of
distributions or upon liquidation.

Market.  The details on how to buy and sell any preferred stock we may issue,
along with other terms of such preferred stock, will be described in a related
prospectus supplement. We cannot assure you that any secondary market will
exist or, that if a secondary market does exist, whether it will provide holders
with liquidity.

Book-Entry, Delivery and Form.  Unless otherwise indicated in the related
prospectus supplement, preferred stock will be issued in book-entry form and
will be represented by one or more share certificates in registered global form.
The global certificates will be held by The Depository Trust Company (“DTC”)
and registered in the name of Cede & Co., as nominee of DTC. DTC will
maintain the certificates in specified denominations per share through its
book-entry facilities.

We may treat the persons in whose names any global certificates are
registered as the owners thereof for the purpose of receiving payments and for
any and all other purposes whatsoever. Therefore, so long as DTC or its
nominee is the registered owner of the global certificates, DTC or such
nominee will be considered the sole holder of outstanding preferred stock.

A global certificate may not be transferred except as a whole by DTC, its
successors or their respective nominees, subject to the provisions restricting
transfers of shares contained in the related articles supplementary.

Transfer Agent, Registrar, Dividend Paying Agent and
Redemption Agent.  The transfer agent, registrar, dividend paying agent and
redemption agent with respect to any preferred stock will be described in the
prospectus supplement for such offering.

Debt Securities
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General.  Under Maryland law and our Charter, we may borrow money,
without prior approval of holders of common and preferred stock. We may
issue debt securities, including additional Notes, or other evidence of
indebtedness (including bank borrowings or commercial paper) and may
secure any such notes or borrowings by mortgaging, pledging or otherwise
subjecting as security our assets to the extent permitted by the 1940 Act or
rating agency guidelines. Any borrowings, including without limitation the
Notes, will rank senior to the preferred stock and the common stock.

Under the 1940 Act, we may only issue one class of senior securities
representing indebtedness, which in the aggregate, may represent no more
than 331/3% of our Total Assets. So long as Notes are outstanding, additional
debt securities must rank on a parity with the Notes with respect to the
payment of interest and upon the distribution of our assets. A prospectus
supplement will include specific terms relating to the offering. Subject to the
limitations of the 1940 Act, we may issue debt securities, in which case the
details on how to buy and sell such debt securities, along with other terms of
such debt securities, will be described in a related prospectus supplement. The
terms to be stated in a prospectus supplement will include the following:

●the form and title of the security;

●the aggregate principal amount of the securities;
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●the interest rate of the securities;

●the maturity dates on which the principal of the
securities will be payable;

●any events of default or covenants;

●any optional or mandatory redemption provisions;

●any provisions concerning conversion, amortization,
sinking funds, and/or retirement;

●the trustees, transfer agent, paying agents or security
registrar; and

●any other terms of the securities.

Interest.  For debt securities, the prospectus supplement will describe the
interest payment provisions relating to those debt securities. Interest on debt
securities shall be payable when due as described in the related prospectus
supplement. If we do not pay interest when due, it will trigger an event of
default and we will be restricted from declaring and making distributions with
respect to our common stock and preferred stock.

Limitations.  Under the requirements of the 1940 Act, immediately after
issuing any senior securities representing indebtedness, we must have an asset
coverage of at least 300%. Asset coverage means the ratio which the value of
our Total Assets, less all liabilities and indebtedness not represented by senior
securities, bears to the aggregate amount of senior securities representing
indebtedness. We currently are subject to certain restrictions imposed by
guidelines of one or more rating agencies that have issued ratings for
outstanding Notes, including restrictions related to asset coverage and
portfolio composition. Such restrictions may be more stringent than those
imposed by the 1940 Act. Other types of borrowings also may result in our
being subject to similar covenants in credit agreements.

Events of Default and Acceleration of Maturity of Debt Securities;
Remedies.  Unless stated otherwise in the related prospectus supplement, it is
anticipated that any one of the following events will constitute an “event of
default” for that series:

●default in the payment of any interest upon a series of
debt securities when it becomes due and payable and
the continuance of such default for 30 days;

●default in the payment of the principal of, or premium
on, a series of debt securities at its stated maturity;
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●default in the performance, or breach, of any
covenant or warranty of ours in any document
governing the Notes, and continuance of such default
or breach for a period of 90 days after written notice
has been given to us;

●certain voluntary or involuntary proceedings
involving us and relating to bankruptcy, insolvency or
other similar laws;

●if, on the last business day of each of twenty-four
consecutive calendar months, the debt securities have
a 1940 Act asset coverage of less than 100%; or

●any other “event of default” provided with respect to a
series, including a default in the payment of any
redemption price payable on the redemption date.

Upon the occurrence and continuance of an event of default, the holders of a
majority in principal amount of a series of outstanding debt securities or the
trustee may declare the principal amount of that series of debt securities
immediately due and payable upon written notice to us. A default that relates
only to one series of debt securities does not affect any other series and the
holders of such other series of debt securities are generally not entitled to
receive notice of such a default. Upon an event of default relating to
bankruptcy, insolvency or other similar laws, acceleration of maturity occurs
automatically with respect to all series. At any time after a declaration of
acceleration with respect to a series of debt securities has been made, and
before a judgment or decree for payment of the money due has been obtained,
the holders of a majority in principal amount of the outstanding debt securities
of that series, by written notice to us and the trustee, may rescind and annul
the declaration of acceleration and its consequences if all events of default
with respect to that series of debt securities, other than the non-payment
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of the principal of that series of debt securities which has become due solely
by such declaration of acceleration, have been cured or waived and other
conditions have been met.

Liquidation Rights.  In the event of (a) any insolvency or bankruptcy case or
proceeding, or any receivership, liquidation, reorganization or other similar
case or proceeding in connection therewith, relative to us or to our creditors,
as such, or to our assets, or (b) any liquidation, dissolution or other winding
up of the Company, whether voluntary or involuntary and whether or not
involving insolvency or bankruptcy, or (c) any assignment for the benefit of
creditors or any other marshalling of assets and liabilities of ours, then (after
any payments with respect to any secured creditor of ours outstanding at such
time) and in any such event the holders of debt securities shall be entitled to
receive payment in full of all amounts due or to become due on or in respect
of all debt securities (including any interest accruing thereon after the
commencement of any such case or proceeding), or provision shall be made
for such payment in cash or cash equivalents or otherwise in a manner
satisfactory to the holders of the debt securities, before the holders of any
common or preferred stock of the Company are entitled to receive any
payment on account of any redemption proceeds, liquidation preference or
distributions from such shares. The holders of debt securities shall be entitled
to receive, for application to the payment thereof, any payment or distribution
of any kind or character, whether in cash, property or securities, including any
such payment or distribution which may be payable or deliverable by reason
of the payment of any other indebtedness of ours being subordinated to the
payment of the debt securities, which may be payable or deliverable in respect
of the debt securities in any such case, proceeding, dissolution, liquidation or
other winding up event.

Unsecured creditors of ours may include, without limitation, service providers
including the Adviser, custodian, administrator, broker-dealers and the trustee,
pursuant to the terms of various contracts with us. Secured creditors of ours
may include without limitation parties entering into any interest rate swap,
floor or cap transactions, or other similar transactions with us that create liens,
pledges, charges, security interests, security agreements or other
encumbrances on our assets.

A consolidation, reorganization or merger of the Company with or into any
other company, or a sale, lease or exchange of all or substantially all of our
assets in consideration for the issuance of equity securities of another
company shall not be deemed to be a liquidation, dissolution or winding up of
the Company.

Voting Rights.  Debt securities have no voting rights, except to the extent
required by law or as otherwise provided in the documents governing the
Notes relating to the acceleration of maturity upon the occurrence and
continuance of an event of default. In connection with any other borrowings
(if any), the 1940 Act does in certain circumstances grant to the lenders
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certain voting rights in the event of default in the payment of interest on or
repayment of principal.

Market.  The details on how to buy and sell our debt securities, along with
other terms of such debt securities, will be described in a related prospectus
supplement. We cannot assure you that any secondary market will exist or if a
secondary market does exist, whether it will provide holders with liquidity.

Book-Entry, Delivery and Form.  Unless otherwise stated in the related
prospectus supplement, debt securities will be issued in book-entry form and
will be represented by one or more notes in registered global form. The global
notes will be deposited with a custodian for DTC and registered in the name
of Cede & Co., as nominee of DTC. DTC will maintain the notes in
designated denominations through its book-entry facilities.

We may treat the persons in whose names any notes, including the global
notes, are registered as the owners thereof for the purpose of receiving
payments and for any and all other purposes whatsoever. Therefore, so long as
DTC or its nominee is the registered owner of the global notes, DTC or such
nominee will be considered the sole holder of outstanding notes. We may give
effect to any written certification, proxy or other authorization furnished by
DTC or its nominee.

A global note may not be transferred except as a whole by DTC, its
successors or their respective nominees. Interests of beneficial owners in the
global note may be transferred or exchanged for definitive securities in
accordance with the rules and procedures of DTC. In addition, a global note
may be exchangeable for notes in definitive form if:
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●DTC notifies us that it is unwilling or unable to
continue as a depository and we do not appoint a
successor within 60 days;

●we, at our option, notify the appropriate party in
writing that we elect to cause the issuance of notes in
definitive form; or

●an event of default has occurred and is continuing.

In each instance, upon surrender by DTC or its nominee of the global note,
notes in definitive form will be issued to each person that DTC or its nominee
identifies as being the beneficial owner of the related notes.

The holder of any global note may grant proxies and otherwise authorize any
person, including its participants and persons who may hold interests through
DTC participants, to take any action which a holder is entitled to take.

Transfer Agent, Registrar, Dividend Paying Agent and
Redemption Agent.  The transfer agent, registrar, dividend paying agent and
redemption agent with respect to any debt securities will be described in the
prospectus supplement for such offering.

RATING AGENCY GUIDELINES

The Rating Agencies, which assign ratings to our senior securities, impose
asset coverage requirements, which may limit our ability to engage in certain
types of transactions and may limit our ability to take certain actions without
confirming that such action will not impair the ratings. The outstanding Notes
and MRP Shares are currently rated by Fitch. Fitch, and any other agency that
may rate our debt securities or preferred stock in the future, are collectively
referred to as the “Rating Agencies.”

We may, but are not required to, adopt any modification to the guidelines that
may hereafter be established by any Rating Agency. Failure to adopt any
modifications, however, may result in a change in the ratings described above
or a withdrawal of ratings altogether. In addition, any Rating Agency may, at
any time, change or withdraw any rating. The Board may, without stockholder
approval, modify, alter or repeal certain of the definitions and related
provisions which have been adopted pursuant to each Rating Agency’s
guidelines (“Rating Agency Guidelines”) only in the event we receive written
confirmation from the Rating Agency or Agencies that any amendment,
alteration or repeal would not impair the ratings then assigned to the senior
securities.

We are required to satisfy two separate asset maintenance requirements with
respect to outstanding debt securities and with respect to outstanding preferred
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stock: (1) we must maintain assets in our portfolio that have a value,
discounted in accordance with guidelines set forth by each Rating Agency, at
least equal to the aggregate principal amount/aggregate liquidation preference
of the debt securities/preferred stock, respectively, plus specified liabilities,
payment obligations and other amounts (the “Basic Maintenance Amount”); and
(2) we must satisfy the 1940 Act asset coverage requirements.

Basic Maintenance Amounts.  We must maintain, as of each valuation date on
which senior securities are outstanding, eligible assets having an aggregate
discounted value at least equal to the applicable Basic Maintenance Amount,
which is calculated separately for debt securities and preferred stock for each
Rating Agency that is then rating the senior securities and so requires. If we
fail to maintain eligible assets having an aggregated discounted value at least
equal to the applicable Basic Maintenance Amount as of any valuation date
and such failure is not cured, we will be required in certain circumstances to
redeem certain of the senior securities.

The applicable Basic Maintenance Amount is defined in the Rating Agency’s
Guidelines. Each Rating Agency may amend the definition of the applicable
Basic Maintenance Amount from time to time.

The market value of our portfolio securities (used in calculating the
discounted value of eligible assets) is calculated using readily available
market quotations when appropriate, and in any event, consistent with our
valuation procedures. For the purpose of calculating the applicable Basic
Maintenance Amount, portfolio securities are valued in the same manner as
we calculate our NAV. See “Determination of Net Asset Value.”
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Each Rating Agency’s discount factors, the criteria used to determine whether
the assets held in our portfolio are eligible assets, and the guidelines for
determining the discounted value of our portfolio holdings for purposes of
determining compliance with the applicable Basic Maintenance Amount are
based on Rating Agency Guidelines established in connection with rating the
senior securities. The discount factor relating to any asset, the applicable basic
maintenance amount requirement, the assets eligible for inclusion in the
calculation of the discounted value of our portfolio and certain definitions and
methods of calculation relating thereto may be changed from time to time by
the applicable Rating Agency, without our approval, or the approval of our
Board of Directors or stockholders.

A Rating Agency’s Guidelines will apply to the senior securities only so long
as that Rating Agency is rating such securities. We will pay certain fees to
Fitch and any other Rating Agency that may provide a rating for the senior
securities. The ratings assigned to the senior securities are not
recommendations to buy, sell or hold the senior securities. Such ratings may
be subject to revision or withdrawal by the assigning Rating Agency at any
time.

1940 Act Asset Coverage.  We are also required to maintain, with respect to
senior securities, as of the last business day on any month in which any senior
securities are outstanding, asset coverage of at least 300% for debt securities
and 200% for preferred stock (or such other percentage as may in the future
be specified in or under the 1940 Act as the minimum asset coverage for
senior securities representing shares of a closed-end investment company as a
condition of declaring distributions on its common stock).  If we fail to
maintain the applicable 1940 Act or other more stringent agreed upon asset
coverage as of the last business day of the week, month or other period
required with respect to the applicable senior security and such failure is not
cured within 30 days (the “Asset Coverage Cure Date”), we will be required to
redeem certain senior securities.

Notices.  Under the current Rating Agency Guidelines, in certain
circumstances, we are required to deliver to any Rating Agency which is then
rating the senior securities (1) a certificate with respect to the calculation of
the applicable Basic Maintenance Amount; (2) a certificate with respect to the
calculation of the applicable 1940 Act asset coverage and the value of our
portfolio holdings; and (3) a letter prepared by our independent accountants
regarding the accuracy of such calculations.

Notwithstanding anything herein to the contrary, the Rating Agency
Guidelines, as they may be amended from time to time by each Rating
Agency will be reflected in a written document and may be amended by each
Rating Agency without the vote, consent or approval of the Company, the
Board of Directors or any stockholder of the Company.

A copy of the current Rating Agency Guidelines are included as Appendix A
to our statement of additional information and will be provided to any holder
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of senior securities promptly upon request made by such holder to the
Company by writing the Company at 11550 Ash Street, Suite 300, Leawood,
Kansas 66211 .

CERTAIN PROVISIONS IN OUR CHARTER AND BYLAWS

The following description of certain provisions of our Charter and Bylaws is
only a summary. For a complete description, please refer to our Charter and
Bylaws, which have been filed as exhibits to our registration statement on
Form N-2, of which this prospectus forms a part.

Our Charter and Bylaws include provisions that could delay, defer or prevent
other entities or persons from acquiring control of us, causing us to engage in
certain transactions or modifying our structure. Furthermore, these provisions
can have the effect of depriving stockholders of the opportunity to sell their
shares at a premium over prevailing market prices by discouraging third
parties from seeking to obtain control of us. These provisions, all of which are
summarized below, may be regarded as “anti-takeover” provisions.

Classification of the Board of Directors; Election of Directors

Our Charter provides that the number of directors may be established only by
the Board of Directors pursuant to the Bylaws, but may not be less than one.
The Bylaws provide that the number of directors may not be greater than nine.
Subject to any applicable limitations of the 1940 Act, any vacancy may be
filled, at any regular
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meeting or at any special meeting called for that purpose, only by a majority
of the remaining directors, even if those remaining directors do not constitute
a quorum. Pursuant to our Charter, the Board of Directors is divided into three
classes: Class I, Class II and Class III. Upon the expiration of their current
terms, which expire in 2014, 2015 and 2013, respectively, directors of each
class will be elected to serve for three-year terms and until their successors are
duly elected and qualify. Each year only one class of directors will be elected
by the stockholders. The classification of the Board of Directors should help
to assure the continuity and stability of our strategies and policies as
determined by the Board of Directors.

The classified Board provision could have the effect of making the
replacement of incumbent directors more time-consuming and difficult. At
least two annual meetings of stockholders, instead of one, will generally be
required to effect a change in a majority of the Board of Directors. Thus, the
classified Board provision could increase the likelihood that incumbent
directors will retain their positions. The staggered terms of directors may
delay, defer or prevent a change in control of the Board of Directors, even
though a change in control might be in the best interests of the stockholders.

Removal of Directors

Our Charter provides that, subject to the rights of holders of one or more
classes of preferred stock, a director may be removed only for cause and only
by the affirmative vote of at least two-thirds of the votes entitled to be cast in
the election of directors. This provision, when coupled with the provision in
the charter and Bylaws authorizing only the Board of Directors to fill vacant
directorships, precludes stockholders from removing incumbent directors,
except for cause and by a substantial affirmative vote, and filling the
vacancies created by the removal with nominees of stockholders.

Approval of Extraordinary Corporate Actions; Amendment of Charter and
Bylaws

Under Maryland law, a Maryland corporation generally cannot dissolve,
amend its charter, merge, sell all or substantially all of its assets, engage in a
statutory share exchange or engage in similar transactions outside the ordinary
course of business, unless declared advisable by the Board of Directors and
approved by the affirmative vote of stockholders entitled to cast at least
two-thirds of the votes entitled to be cast on the matter. However, a Maryland
corporation may provide in its charter for stockholder approval of these
matters by a lesser percentage, but not less than a majority of all of the votes
entitled to be cast on the matter. Subject to certain exceptions described
below, our Charter provides for approval of Charter amendments by the
stockholders entitled to cast a majority of the votes entitled to be cast on the
matter. Our charter provides that (1) our liquidation or dissolution, or any
merger, consolidation, share exchange or sale or exchange of all or
substantially all of our assets that requires the approval of our stockholders
under the Maryland General Corporation Law, (2) certain transactions
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between us and any person or group of persons acting together and any person
controlling, controlled by or under common control with any such person or
member of such group, that may exercise or direct the exercise of 10% or
more of our voting power in the election of directors, (3) any amendment to
our charter that would convert us from a closed-end investment company to
an open-end investment company or otherwise make our common stock a
redeemable security and (4) any amendment to certain provisions of our
charter, including the provisions relating to the number, qualifications,
classification, election and removal of directors, requires the approval of the
stockholders entitled to cast at least 80% of the votes entitled to be cast on
such matter. If such a proposal is approved by at least two-thirds of our
Continuing Directors (defined below), in addition to approval by the full
Board, such proposal may be approved by the stockholders entitled to cast a
majority of the votes entitled to be cast on such matter or, in the case of
transactions with a group described above, by the vote, if any, of the
stockholders required by applicable law. The “Continuing Directors” are defined
in our charter as (i) our current Directors, (ii) those Directors whose
nomination for election by the stockholders or whose election by the Directors
to fill vacancies is approved by a majority of Continuing Directors then on the
Board and (iii) any successor directors whose nomination for election by the
stockholders or whose election by the directors to fill vacancies is approved
by a majority of the Continuing Directors then in office. This provision could
make it more difficult for certain extraordinary transactions to be approved if
they are opposed by the Continuing Directors, and discourage proxy contests
for control of the our Board by persons wishing to cause such transactions to
take place.

Our Charter and Bylaws provide that the Board of Directors will have the
exclusive power to make, alter, amend or repeal any provision of our Bylaws.
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Advance Notice of Director Nominations and New Business

The Bylaws provide that, with respect to an annual meeting of stockholders,
nominations of persons for election to the Board of Directors and the proposal
of business to be considered by stockholders may be made only (1) pursuant
to notice of the meeting, (2) by or at the direction of the Board of Directors, or
(3) by a stockholder who is entitled to vote at the meeting and who has
complied with the advance notice procedures of the Bylaws. With respect to
special meetings of stockholders, only the business specified in the Company’s
notice of the meeting may be brought before the meeting. Nominations of
persons for election to the Board of Directors at a special meeting may be
made only (1) pursuant to our notice of the meeting, (2) by or at the direction
of the Board of Directors, or (3) provided that the Board of Directors has
determined that directors will be elected at the meeting, by a stockholder who
is entitled to vote at the meeting and who has complied with the advance
notice provisions of the Bylaws.

Stockholder-Requested Special Meetings

Our Bylaws provide that special meetings of stockholders may be called by
our Board of Directors and certain of our officers. Additionally, the charter
and Bylaws provide that, subject to the satisfaction of certain procedural and
informational requirements by the stockholders requesting the meeting, a
special meeting of stockholders will be called by the secretary of the
Company upon the written request of stockholders entitled to cast not less
than a majority of all the votes entitled to be cast at such meeting.

Action by Stockholders

Under Maryland law, stockholder action can be taken only at an annual or
special meeting of stockholders or, unless the charter provides for stockholder
action by less than unanimous written consent (which is not the case for our
Charter), by unanimous written consent in lieu of a meeting.

SELLING STOCKHOLDERS

An unspecified number of shares of our common stock may be offered and
sold for resale from time to time under this prospectus by certain of our
stockholders; provided, however, that no stockholder will be authorized to use
this prospectus for an offering of our common stock without first obtaining
our consent. We may consent to the use of this prospectus by certain of our
stockholders for a limited period of time and subject to certain limitations and
conditions depending on the terms of any agreements between us and such
stockholders. The identity of any selling stockholder, including any material
relationship between us and our affiliates and such selling stockholder, the
percentage of our common stock owned by such selling stockholder prior to
the offering, the number of shares of our common stock to be offered by such
selling stockholder, the percentage of our common stock to be owned (if
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greater than one percent) by such selling stockholder following the offering,
and the price and terms upon which our shares of common stock are to be sold
by such selling stockholder will be set forth in a prospectus supplement to this
prospectus.

PLAN OF DISTRIBUTION

We may sell our common stock, preferred stock or debt securities, and certain
of our stockholders may sell our common stock, on an immediate, continuous
or delayed basis, in one or more offerings under this prospectus and any
related prospectus supplement. The aggregate amount of securities that may
be offered by us and any selling stockholders is limited to $350,000,000. We
may offer our common stock, preferred stock and debt securities: (1) directly
to one or more purchasers, including existing common stockholders in a rights
offering; (2) through agents; (3) through underwriters; (4) through dealers; or
(5) pursuant to our Dividend Reinvestment Plan. Any selling stockholders
may offer our common stock: (1) directly to one or more purchasers;
(2) through agents; (3) through underwriters; or (4) through dealers. In the
case of a rights offering, the applicable prospectus supplement will set forth
the number of shares of our common stock issuable upon the exercise of each
right and the other terms of such rights offering. Each prospectus supplement
relating to an offering of securities will state the terms of the offering,
including as applicable:

●the names and addresses of any agents, underwriters or dealers;
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●any sales loads or other items constituting underwriters’ compensation;

●any discounts, commissions, or fees allowed or paid to dealers or agents;

●the public offering or purchase price of the offered securities and the net
proceeds we will receive from the sale; provided, however, that we will not
receive any of the proceeds from a sale of our common stock by any
selling stockholder; and

●any securities exchange on which the offered securities may be listed.

Direct Sales

We may sell our common stock, preferred stock and debt securities, or certain
of our stockholders may sell our common stock, directly to, and solicit offers
from, institutional investors or others who may be deemed to be underwriters
as defined in the 1933 Act for any resales of the securities. In this case, no
underwriters or agents would be involved. We, or any selling stockholder,
may use electronic media, including the Internet, to sell offered securities
directly. The terms of any of those sales will be described in a prospectus
supplement.

By Agents

We may offer our common stock, preferred stock and debt securities, or
certain of our stockholders may sell our common stock, through agents that
we or they designate. Any agent involved in the offer and sale will be named
and any commissions payable by us, or any selling stockholder, will be
described in the prospectus supplement. Unless otherwise indicated in the
prospectus supplement, the agents will be acting on a best efforts basis for the
period of their appointment.

By Underwriters

We may offer and sell securities, or certain of our stockholders may offer our
common stock, from time to time to one or more underwriters who would
purchase the securities as principal for resale to the public, either on a firm
commitment or best efforts basis. If we sell securities, or a selling stockholder
offers our common stock, to underwriters, we and such selling stockholder
will execute an underwriting agreement with them at the time of the sale and
will name them in the prospectus supplement. In connection with these sales,
the underwriters may be deemed to have received compensation from us or
such selling stockholder in the form of underwriting discounts and
commissions. The underwriters also may receive commissions from
purchasers of securities for whom they may act as agent. Unless otherwise
stated in the prospectus supplement, the underwriters will not be obligated to
purchase the securities unless the conditions set forth in the underwriting
agreement are satisfied, and if the underwriters purchase any of the securities,
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they will be required to purchase all of the offered securities. The
underwriters may sell the offered securities to or through dealers, and those
dealers may receive discounts, concessions or commissions from the
underwriters as well as from the purchasers for whom they may act as agent.
Any public offering price and any discounts or concessions allowed or
reallowed or paid to dealers may be changed from time to time.

If a prospectus supplement so indicates, we may grant the underwriters an
option to purchase additional shares of common stock at the public offering
price, less the underwriting discounts and commissions, within 45 days from
the date of the prospectus supplement, to cover any overallotments.

By Dealers

We may offer and sell securities, or certain of our stockholders may offer our
common stock, from time to time to one or more dealers who would purchase
the securities as principal. The dealers then may resell the offered securities to
the public at fixed or varying prices to be determined by those dealers at the
time of resale. The names of the dealers and the terms of the transaction will
be set forth in the prospectus supplement.

General Information

Agents, underwriters, or dealers participating in an offering of securities may
be deemed to be underwriters, and any discounts and commission received by
them and any profit realized by them on resale of the
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offered securities for whom they act as agent, may be deemed to be
underwriting discounts and commissions under the 1933 Act.

We may offer to sell securities, or certain of our stockholders may offer our
common stock, either at a fixed price or at prices that may vary, at market
prices prevailing at the time of sale, at prices related to prevailing market
prices, or at negotiated prices.

Ordinarily, each series of offered securities will be a new issue of securities
and will have no established trading market.

To facilitate an offering of common stock in an underwritten transaction and
in accordance with industry practice, the underwriters may engage in
transactions that stabilize, maintain, or otherwise affect the market price of the
common stock or any other security. Those transactions may include
overallotment, entering stabilizing bids, effecting syndicate covering
transactions, and reclaiming selling concessions allowed to an underwriter or
a dealer.

●An overallotment in connection with an offering creates a short position in
the common stock for the underwriter’s own account.

●An underwriter may place a stabilizing bid to purchase the common stock
for the purpose of pegging, fixing, or maintaining the price of the common
stock.

●Underwriters may engage in syndicate covering transactions to cover
overallotments or to stabilize the price of the common stock by bidding
for, and purchasing, the common stock or any other securities in the open
market in order to reduce a short position created in connection with the
offering.

●The managing underwriter may impose a penalty bid on a syndicate
member to reclaim a selling concession in connection with an offering
when the common stock originally sold by the syndicate member is
purchased in syndicate covering transactions or otherwise.

Any of these activities may stabilize or maintain the market price of the
securities above independent market levels. The underwriters are not required
to engage in these activities, and may end any of these activities at any time.

Any underwriters to whom the offered securities are sold for offering and sale
may make a market in the offered securities, but the underwriters will not be
obligated to do so and may discontinue any market-making at any time
without notice. The offered securities may or may not be listed on a securities
exchange. We cannot assure you that there will be a liquid trading market for
the offered securities.
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Under agreements entered into with us, underwriters and agents and related
persons (or and their affiliates) may be entitled to indemnification by us
against certain civil liabilities, including liabilities under the 1933 Act, or to
contribution for payments the underwriters or agents may be required to
make.

The underwriters, agents, and their affiliates may engage in financial or other
business transactions with us and our subsidiaries in the ordinary course of
business.

The maximum commission or discount to be received by any member of the
Financial Industry Regulatory Authority (“FINRA”) or independent
broker-dealer will not be greater than eight percent of the initial gross
proceeds from the sale of any security being sold. In connection with any
rights offering to our common stockholders, we may also enter into a standby
underwriting arrangement with one or more underwriters pursuant to which
the underwriter(s) will purchase our common stock remaining unsubscribed
for after the rights offering.

The aggregate offering price specified on the cover of this prospectus relates
to the offering of the securities not yet issued as of the date of this prospectus.

To the extent permitted under the 1940 Act and the rules and regulations
promulgated thereunder, the underwriters may from time to time act as a
broker or dealer and receive fees in connection with the execution of our
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portfolio transactions after the underwriters have ceased to be underwriters
and, subject to certain restrictions, each may act as a broker while it is an
underwriter.

A prospectus and accompanying prospectus supplement in electronic form
may be made available on the websites maintained by underwriters. The
underwriters may agree to allocate a number of securities for sale to their
online brokerage account holders. Such allocations of securities for internet
distributions will be made on the same basis as other allocations. In addition,
securities may be sold by the underwriters to securities dealers who resell
securities to online brokerage account holders.

Dividend Reinvestment Plan

We may issue and sell shares of common stock pursuant to our Dividend
Reinvestment Plan.

CLOSED-END COMPANY STRUCTURE

We are a non-diversified closed-end investment company and as such our
stockholders will not have the right to cause us to redeem their shares.
Instead, our common stock trades in the open market at a price that will be a
function of several factors, including distribution levels (which are in turn
affected by expenses), NAV, call protection, distribution stability, portfolio
credit quality, relative demand for and supply of such shares in the market,
general market and economic conditions and other factors.

Shares of closed-end companies frequently trade at a discount to their NAV.
This characteristic of shares of closed-end management investment companies
is a risk separate and distinct from the risk that our NAV may decrease as a
result of investment activities. To the extent our common shares do trade at a
discount, the Board of Directors may from time to time engage in
open-market repurchases or tender offers for shares after balancing the benefit
to stockholders of the increase in the NAV per share resulting from such
purchases against the decrease in our assets, the potential increase in the ratio
of our expenses to our assets and the decrease in asset coverage with respect
to any outstanding preferred stock. The Board of Directors believes that, in
addition to the beneficial effects described above, any such purchase or tender
offers may result in the temporary narrowing of any discount but will not have
any long-term effect on the level of any discount. There is no guarantee or
assurance that the Board of Directors will decide to engage in any of these
actions.  There is also no guarantee or assurance that such actions, if
undertaken, would result in the shares trading at a price equal or close to NAV
per share. Any share repurchase or tender offers will be made in accordance
with requirements of the Securities Exchange Act of 1934 (the “Exchange
Act”), the 1940 Act and the principal stock exchange on which the common
shares are traded.
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Conversion to an open-end mutual fund is extremely unlikely in light of our
investment objective and policies and would require approval of our Board of
Directors and stockholder approval to amend our Charter. If we converted to
an open-end mutual fund, we would be required to redeem all senior notes and
preferred shares then outstanding (requiring us, in turn, to liquidate a
significant portion of our investment portfolio), and our common stock would
no longer be listed on the NYSE or any other exchange. In contrast to a
closed-end investment company, shareholders of an open-end investment
company require a fund to redeem its shares of common stock at any time
(except in certain circumstances as authorized by the 1940 Act or the rules
thereunder) at their NAV, without the discount commonly associated with
closed-end investment companies. Open-end investment companies typically
engage in a continuous offering of their shares and may maintain large cash
positions or liquidate favorable investments to meet redemptions. Open-end
investment companies are thus subject to periodic asset in-flows and
out-flows that can complicate portfolio management. In addition, certain of
our investment policies and restrictions are incompatible with the
requirements applicable to an open-end investment company. Accordingly,
conversion to an open-end investment company would require material
changes to our investment policies.
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CERTAIN FEDERAL INCOME TAX MATTERS

The following is a general summary of certain federal income tax
considerations affecting us and our security holders. This discussion does not
purport to be complete or to deal with all aspects of federal income taxation
that may be relevant to security holders in light of their particular
circumstances or who are subject to
special rules, such as banks, thrift institutions and certain other financial
institutions, real estate investment trusts, regulated investment companies,
insurance companies, brokers and dealers in securities or currencies, certain
securities traders, tax-exempt investors, individual retirement accounts,
certain tax-deferred accounts, foreign investors, and persons who will hold the
securities as a position in a “straddle,” “hedge” or as part of a “constructive sale” for
federal income tax purposes. In addition, this discussion does not address the
possible application of the U.S. federal alternative minimum tax. Tax matters
are very complicated, and the tax consequences of an investment in and
holding of our securities will depend on the particular facts of each investor’s
situation. Investors are advised to consult their own tax advisors with respect
to the application to their own circumstances of the general federal income
taxation rules described below and with respect to other federal, state, local or
foreign tax consequences to them before making an investment in our
securities. Unless otherwise noted, this discussion assumes that investors are
U.S. persons and hold our securities as capital assets.

A “U.S. person” generally is a beneficial owner of our securities that is, for U.S.
federal income tax purposes, any one of the following:

●            a citizen or resident of the United States;

●   a corporation, partnership or other entity created in or organized under the
laws of the United States or any political subdivision thereof;

●   an estate, the income of which is subject to U.S. federal income taxation
regardless of its source; or

●   a trust subject to the supervision of a court within the United States and the
control of a United States person.

A “Non-U.S. holder” is a beneficial owner of our securities that is not a U.S.
person.

If a partnership (including an entity or arrangement treated as a partnership for
U.S. federal income tax purposes) holds our securities, the tax treatment of a
partner in the partnership will generally depend upon the status of the partner
and the activities of the partnership. A prospective security holder that is a
partnership holding our securities or a partner of such a partnership should
consult his, her or its own tax adviser with respect to the purchase, ownership
and disposition of our securities.
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Tax matters are very complicated and the tax consequences to a U.S. person
or a Non-U.S. person of an investment in our securities will depend on the
facts of his, her or its particular situation. We encourage investors to consult
their own tax advisers regarding the specific consequences of such an
investment, including tax reporting requirements, the applicability of federal,
state, local and foreign tax laws and the effect of any possible changes in the
tax laws.

Company Federal Income Taxation

We are treated as a C corporation for federal and state income tax purposes.
Thus, we are obligated to pay federal and state income tax on our taxable
income. We invest our assets primarily in equity securities of MLPs, which
generally are treated as partnerships for federal income tax purposes. As a
partner in the MLPs, we must report our allocable share of the MLP’s taxable
income in computing our taxable income regardless of whether the MLPs
make any distributions. Based upon our review of the historic results of the
type of MLPs in which we intend to invest, we expect that the cash flow
received by us, at least initially, with respect to our MLP investments will
exceed the taxable income allocated to us. There is no assurance that our
expectation regarding the distribution from the partnerships exceeding taxable
income from the partnerships will be realized.  If this expectation is not
realized, there may be greater tax expense borne by us and less cash available
to distribute to stockholders or to pay to
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creditors.  In addition, we will take into account in determining our taxable
income the amounts of gain or loss recognized on the sale of MLP interests.
Currently, the maximum regular federal income tax rate for a corporation is
35 percent. We may be subject to a 20 percent federal alternative minimum
tax on our alternative minimum taxable income to the extent that the
alternative minimum tax exceeds our regular federal income tax. The extent to
which we are required to pay corporate income tax or alternative minimum
tax could materially reduce our cash available to make distributions on the
common shares

We are not treated as a regulated investment company under the Internal
Revenue Code. The Internal Revenue Code generally provides that a
regulated investment company does not pay an entity level income tax,
provided that it distributes all or substantially all of its income. Our assets do
not, and are not expected to, meet current tests for qualification as a regulated
investment company for federal income tax purposes. Although changes to
the federal income tax laws permit regulated investment companies to invest
up to 25% of their total assets in securities of certain MLPs, such changes still
would not allow us to pursue our objective. Accordingly, we do not intend to
change our federal income tax status as a result of such legislation. Therefore,
the regulated investment company taxation rules have no application to us or
to our stockholders.

Because we are treated as a corporation for federal income tax purposes, our
financial statements reflect deferred tax assets or liabilities according to
generally accepted accounting principles. This differs from many closed-end
funds that are taxed as regulated investment companies under the Internal
Revenue Code. Deferred income taxes reflect (i) taxes on unrealized
gains/(losses), which are attributable to the temporary difference between fair
market value and tax basis, (ii) the net tax effects of temporary differences
between the carrying amounts of assets and liabilities for financial reporting
purposes and the amounts used for income tax purposes and (iii) the net tax
benefit of accumulated net operating losses and capital losses. To the extent
we have a deferred tax asset, consideration is given as to whether or not a
valuation allowance is required. We periodically assess the need to establish a
valuation allowance for deferred tax assets based on the criterion established
by the Statement of Financial Accounting Standards, Accounting for Income
Taxes (“SFAS” No. 109) that it is more likely than not that some portion or all
of the deferred tax asset will not be realized. Our assessment considers,
among other matters, the nature, frequency and severity of current and
cumulative losses, forecasts of future profitability (which are highly
dependent on future MLP cash distributions), the duration of statutory
carryforward periods and the associated risk that operating loss and capital
loss carryforwards may expire unused. In addition, a substantial change in our
ownership may limit our ability to utilize our loss carryforwards. We
periodically review the recoverability of deferred tax assets based on the
weight of available evidence. Accordingly, realization of a deferred tax asset
is dependent on whether there will be sufficient taxable income of the
appropriate character within the carryforward periods to realize a portion or
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all of the deferred tax benefit. We will accrue deferred federal income tax
liability associated with that portion of MLP distributions considered to be a
tax-deferred return of capital, as well as capital appreciation of our
investments. Upon the sale of an MLP security, we may be liable for
previously deferred taxes, if any. We will rely to some extent on information
provided by the MLPs, which is not necessarily timely, to estimate deferred
tax liability for purposes of financial statement reporting and determining our
NAV. From time to time we will modify our estimates or assumptions
regarding our deferred tax liability as new information becomes available.

Federal Income Taxation of U.S. Holders of Common and Preferred Stock

Federal Income Tax Treatment of U.S. Holders of Common Stock.  Unlike a
holder of a direct interest in MLPs, a stockholder will not include its allocable
share of our income, gains, losses or deductions in computing its own taxable
income. Instead, since we are of the opinion that, under present law, the
common stock will constitute equity, distributions with respect to such shares
(other than distributions in redemption of shares subject to Section 302(b) of
the Internal Revenue Code) will generally constitute dividends to the extent of
our allocable current or accumulated earnings and profits, as calculated for
federal income tax purposes. Generally, a corporation’s earnings and profits
are computed based upon taxable income, with certain specified adjustments.
As explained above, based upon the historic performance of the MLPs, we
anticipate that the distributed cash from the MLPs will exceed our share of the
MLPs’ income and our gain on the sale of MLP interests. Our current earnings
and profits may be increased if our portfolio turnover is increased. Thus, a
reduction in the return of capital portion of the distributions we receive from
the MLPs or an increase in our portfolio turnover may increase our current
earnings and profits and increase the portion of our distributions treated as
dividends as opposed to a tax deferred return of capital. In addition, earnings
and profits are treated generally, for federal income tax purposes, as first
being used to pay
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distributions on preferred stock, and then to the extent remaining, if any, to
pay distributions on the common stock. Thus, we anticipate that only a
portion of the distributions of DCF will be treated as dividend income to
common stockholders. To the extent that distributions to a stockholder exceed
our current and accumulated earnings and profits, the stockholder’s basis in
shares of stock with respect to which the distribution is made will be reduced,
which may increase the amount of gain realized upon the sale of such shares.
If a stockholder has no further basis in its shares, the stockholder will report
any excess distributions as capital gain if the stockholder holds such shares as
a capital asset.

Dividends of current or accumulated earnings and profits generally will be
taxable as ordinary income to holders but are expected to be treated as
“qualified dividend income” that is generally subject to reduced rates of federal
income taxation for noncorporate investors and are also expected to be
eligible for the dividends received deduction available to corporate
stockholders under Section 243 of the Internal Revenue Code. Under federal
income tax law, qualified dividend income received by individual and other
noncorporate stockholders is taxed at long-term capital gain rates, which as of
the date of this prospectus is variable based on the stockholder’s taxable
income. Qualified dividend income generally includes dividends from
domestic corporations and dividends from non-U.S. corporations that meet
certain criteria. To be treated as qualified dividend income, the stockholder
must hold the shares paying otherwise qualifying dividend income more than
60 days during the 121-day period beginning 60 days before the ex-dividend
date (or more than 90 days during the 181-day period beginning 90 days
before the ex-dividend date in the case of certain preferred stock dividends
attributable to periods exceeding 366 days). A stockholder’s holding period
may be reduced for purposes of this rule if the stockholder engages in certain
risk reduction transactions with respect to the common or preferred stock.

Corporate holders should be aware that certain limitations apply to the
availability of the dividends received deduction, including limitations on the
aggregate amount of the deduction that may be claimed and limitations based
on the holding period of the shares of common or preferred stock on which
the dividend is paid, which holding period may be reduced if the holder
engages in risk reduction transactions with respect to its shares. Corporate
holders should consult their own tax advisors regarding the application of
these limitations to their particular situation.

If a common stockholder participates in our Automatic Dividend
Reinvestment Plan, such stockholder will be treated as receiving the amount
of the distributions made by the Company, which amount generally will be
either equal to the amount of the cash distribution the stockholder would have
received if the stockholder had elected to receive cash or, for shares issued by
the Company, the fair market value of the shares issued to the stockholder.

Federal Income Tax Treatment of U.S. Holders of Preferred Stock.  Under
present law, we are of the opinion that preferred stock will constitute equity,
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and thus distributions with respect to preferred stock (other than distributions
in redemption of preferred stock subject to Section 302(b) of the Internal
Revenue Code) will generally constitute dividends to the extent of our current
or accumulated earnings and profits, as calculated for federal income tax
purposes. Such dividends generally will be taxable as ordinary income to
holders but are expected to be treated as qualified dividend income that is
generally subject to reduced rates of federal income taxation for noncorporate
investors and are also expected to be eligible for the dividends received
deduction available to corporate stockholders under Section 243 of the
Internal Revenue Code. Please see the discussion above on qualified dividend
income and the dividends received deductions.

Earnings and profits are generally treated, for federal income tax purposes, as
first being used to pay distributions on the preferred stock, and then to the
extent remaining, if any, to pay distributions on the common stock.
Distributions in excess of the Company’s earnings and profits, if any, will first
reduce a stockholder’s adjusted tax basis in his or her preferred stock and, after
the adjusted tax basis is reduced to zero, will constitute capital gains to a
stockholder who holds such shares as a capital asset.

Sale of Shares.  The sale of shares of common or preferred stock by holders
will generally be a taxable transaction for federal income tax purposes.
Holders of shares of stock who sell such shares will generally recognize gain
or loss in an amount equal to the difference between the net proceeds of the
sale and their adjusted tax basis in the shares sold. If the shares are held as a
capital asset at the time of the sale, the gain or loss will generally be a capital
gain or loss. Similarly, a redemption by us (including a redemption resulting
from our liquidation), if any, of

60

Edgar Filing: COVANTA HOLDING CORP - Form 10-Q

Table of Contents 158



all the shares actually and constructively held by a stockholder generally will
give rise to capital gain or loss under Section 302(b) of the Internal Revenue
Code, provided that the redemption proceeds do not represent declared but
unpaid dividends. Other redemptions may also give rise to capital gain or loss,
but certain conditions imposed by Section 302(b) of the Internal Revenue
Code must be satisfied to achieve such treatment.

Capital gain or loss will generally be long-term capital gain or loss if the
shares were held for more than one year and will be short-term capital gain or
loss if the disposed shares were held for one year or less. Net long-term
capital gain recognized by a noncorporate U.S. holder generally will be
subject to federal income tax at a lower rate (currently is variable based on the
stockholder’s taxable income) than net short-term capital gain or ordinary
income (as of the date of this prospectus a maximum rate of 39.6%). For
corporate holders, capital gain is generally taxed at the same rate as ordinary
income, that is, currently at a maximum rate of 35%. A holder’s ability to
deduct capital losses may be limited.

Losses on sales or other dispositions of shares may be disallowed under “wash
sale” rules in the event of other investments in the Company (including those
made pursuant to reinvestment of dividends) or other substantially identical
stock or securities within a period of 61 days beginning 30 days before and
ending 30 days after a sale or other disposition of shares. In such a case, the
disallowed portion of any loss generally would be included in the U.S. federal
income tax basis of the shares acquired. Stockholders should consult their
own tax advisors regarding their individual circumstances to determine
whether any particular transaction in the Company’s shares is properly treated
as a sale for U.S. federal income tax purposes and the tax treatment of any
gains or losses recognized in such transactions.

Information and Backup Withholding. In general, information reporting will
apply to distributions in respect of stock and the proceeds from the sale,
exchange or other disposition of stock that are paid to a U.S. holder within the
United States (and in certain cases, outside the United States), unless the
holder is an exempt recipient. In addition, we may be required to withhold, for
U.S. federal income tax purposes, such payments payable to stockholders who
fail to provide us with their correct taxpayer identification number, who fail to
make required certifications or who have been notified by the Internal
Revenue Service (“IRS”) that they are subject to backup withholding (or if we
have been so notified). Certain corporate and other stockholders specified in
the Internal Revenue Code and the regulations thereunder are exempt from
backup withholding. Backup withholding is not an additional tax. Any
amounts withheld may be credited against the stockholder’s U.S. federal
income tax liability provided the appropriate information is furnished to the
IRS in a timely manner.

Federal Income Taxation of Non-U.S. Holders of Common and Preferred
Stock

Edgar Filing: COVANTA HOLDING CORP - Form 10-Q

Table of Contents 159



Whether an investment in the shares is appropriate for a Non-U.S. stockholder
will depend on that person’s particular circumstances. An investment in the
shares by a Non-U.S. stockholder may have adverse tax consequences.
Non-U.S. stockholders should consult their tax advisers before investing in
our shares.

In general, dividend distributions paid by us to a Non-U.S. stockholder are
subject to withholding of U.S. federal income tax at a rate of 30% (or lower
applicable treaty rate). If the distributions are effectively connected with a
U.S. trade or business of the Non-U.S. stockholder (and, if required by an
applicable income tax treaty, are attributable to a permanent establishment
maintained by the Non-U.S. stockholder in the United States), we will not be
required to withhold federal income tax if the Non-U.S. stockholder complies
with applicable certification and disclosure requirements, although the
distributions will be subject to federal income tax at the rates applicable to
U.S. stockholders. Any such effectively connected dividends may, under
certain circumstances, be subject to an additional “branch profits tax” at a 30%
rate or such lower rate as may be specified by an applicable income tax treaty.
(Special certification requirements apply to a Non-U.S. stockholder that is a
foreign partnership or a foreign trust, and such entities are urged to consult
their own tax advisers.)

A Non-U.S. holder generally will not be taxed on any gain recognized on a
disposition of our stock (or warrants or subscription rights to acquire such
stock, as applicable) unless:

 •

the gain is effectively connected with the Non-U.S.
holder’s conduct of a trade or business in the United
States and, if required by an applicable income tax
treaty, is attributable to a permanent establishment
maintained by the Non-U.S. stockholder in the United
States; in these cases, the
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gain will be taxed on a net income basis at the regular graduated rates
and in the manner applicable to U.S. holders (unless an applicable
income tax treaty provides otherwise) and, under certain circumstances,
the “branch profits tax” described above may also apply;

●the Non-U.S. holder is an individual who holds our stock (or warrants or
subscription rights, as applicable) as a capital asset, is present in the
United States for more than 182 days in the taxable year of the
disposition and meets other requirements (in which case, except as
otherwise provided by an applicable income tax treaty, the gain, which
may be offset by U.S. source capital losses, generally will be subject to a
flat 30% U.S. federal income tax, even though the Non-U.S. holder is
not considered a resident alien under the Code); or

●we are or have been a “U.S. real property holding corporation” for U.S.
federal income tax purposes at any time during the shorter of the
five-year period ending on the date of disposition or the period that the
Non-U.S. holder held our stock (or warrants or subscription rights, as
applicable).

Generally, a corporation is a “U.S. real property holding corporation” if the fair
market value of its “U.S. real property interests” equals or exceeds 50% of the
sum of the fair market value of its worldwide real property interests plus its
other assets used or held for use in a trade or business. For this purpose, we
generally will be treated as owning our proportionate share of the assets of a
partnership in which we own an equity interest. The determination of whether
we are a U.S. real property holding corporation at any given time will depend
on the mix of our assets and their fair market values at such time, which is
difficult to predict, and it is possible that we will be a U.S. real property
holding corporation.

Provided that our shares were regularly traded on an established securities
market at any time during the calendar year of the disposition, the tax relating
to stock in a U.S. real property holding corporation generally will only apply
to:

(i) a Non-U.S. holder whose holdings, direct and indirect, of regularly traded
interests (including warrants or subscription rights to acquire stock) other than
an interest solely as a creditor at any time during the applicable period,
constituted more than 5% of such class of interests, or

(ii) a Non-U.S. holder who owns non-regularly traded interests (including
warrants or subscription rights to acquire stock) other than solely as a creditor
with a fair market value greater than the fair market value of 5% of the
regularly traded class of stock with the lowest fair market value, generally
determined upon acquisition of such interests (Non-U.S. holders who do not
satisfy (i) and (ii), a "Non-5% holder").
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Our common shares are listed on the NYSE. Although not free from doubt,
our common shares should be considered to be regularly traded on an
established securities market for any calendar quarter during which they are
regularly quoted on the NYSE by brokers or dealers that hold themselves out
to buy or sell our common shares at the quoted price.

If our shares were not considered to be regularly traded on an established
securities market at any time during the applicable calendar year, then a
Non-5% holder would be taxed for U.S. federal income tax purposes on any
gain realized on the disposition of our shares on a net income basis as if the
gain were effectively connected with the conduct of a U.S. trade or business
by the Non-5% holder during the taxable year and, in such case, the person
acquiring from a Non-5% holder generally would have to withhold 10% of the
amount of the proceeds of the disposition. Such withholding may be reduced
or eliminated pursuant to a withholding certificate issued by the Service in
accordance with applicable U.S. Treasury regulations. We urge all Non-U.S.
holders to consult their own tax advisers regarding the application of these
rules to them.

A Non-U.S. holder who is a non-resident alien individual, and who is
otherwise subject to withholding of federal income tax, may be subject to
information reporting and backup withholding of federal income tax on
dividends unless the Non-U.S. stockholder provides us or the dividend paying
agent with an IRS Form W-8BEN (or an acceptable substitute or successor
form) or otherwise meets documentary evidence requirements for establishing
that it is a Non-U.S. stockholder or otherwise establishes an exemption from
backup withholding.
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Our shares that are owned or treated as owned by an individual who is not a
U.S. citizen or resident of the United States (as specially defined for U.S.
federal estate tax purposes) at the time of death will be included in the
individual’s gross estate for U.S. federal estate tax purposes, unless an
applicable estate tax or other treaty provides otherwise and, therefore, may be
subject to U.S. federal estate tax.

Non-U.S. persons should consult their own tax advisers with respect to the
United States federal income tax and withholding tax, and state, local and
foreign tax consequences of an investment in the shares.

Investment by Tax-Exempt Investors and Regulated Investment
Companies.  Employee benefit plans, other tax-exempt organizations and
regulated investment companies may want to invest in our securities.
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
(“UBTI”). Because we are a corporation for federal income tax purposes, an
owner of shares of common or preferred stock will not report on its federal
income tax return any of our items of income, gain, loss and deduction.
Therefore, a tax-exempt investor generally will not have UBTI attributable to
its ownership or sale of our common or preferred stock unless its ownership
of the stock is debt-financed. In general, stock would be debt-financed if the
tax-exempt owner of stock incurs debt to acquire the stock or otherwise incurs
or maintains debt that would not have been incurred or maintained if the stock
had not been acquired.

For federal income tax purposes, a regulated investment company or “mutual
fund,” may not have more than 25% of the value of its total assets, at the close
of any quarter, invested in the securities of one or more qualified publicly
traded partnerships, which will include most MLPs. Shares of our common
stock are not securities of a qualified publicly traded partnership and will not
be treated as such for purposes of calculating the limitation imposed upon
regulated investment companies.

Backup Withholding.  We may be required to withhold, for U.S. federal
income tax purposes, a portion of all distributions (including redemption
proceeds) payable to stockholders who fail to provide us with their correct
taxpayer identification number, who fail to make required certifications or
who have been notified by the Internal Revenue Service (“IRS”) that they are
subject to backup withholding (or if we have been so notified). Certain
corporate and other stockholders specified in the Internal Revenue Code and
the regulations thereunder are exempt from backup withholding. Backup
withholding is not an additional tax. Any amounts withheld may be credited
against the stockholder’s U.S. federal income tax liability provided the
appropriate information is furnished to the IRS in a timely manner.
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Other Taxation.  Foreign stockholders, including stockholders who are
nonresident alien individuals, may be subject to U.S. withholding tax on
certain distributions at a rate of 30% or such lower rates as may be prescribed
by any applicable treaty. Our distributions also may be subject to state and
local taxes.

Federal Income Taxation of Debt Securities

Federal Income Tax Treatment of Holders of Debt Securities.  Under present
law, we are of the opinion that the debt securities will constitute indebtedness
of the Company for federal income tax purposes, which the discussion below
assumes. We intend to treat all payments made with respect to the debt
securities consistent with this characterization.

Taxation of Interest.  Payments or accruals of interest on debt securities
generally will be taxable to you as ordinary interest income at the time such
interest is received (actually or constructively) or accrued, in accordance with
your regular method of accounting for federal income tax purposes.

Purchase, Sale and Redemption of Debt Securities.  Initially, your tax basis in
debt securities acquired generally will be equal to your cost to acquire such
debt securities. This basis will increase by the amounts, if any, that you
include in income under the rules governing market discount, and will
decrease by the amount of any amortized premium on such debt securities, as
discussed below. When you sell or exchange any of your debt securities, or if
any of your debt securities are redeemed, you generally will recognize gain or
loss equal to the difference between the amount you realize on the transaction
(less any accrued and unpaid interest, which will be
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subject to federal income tax as interest in the manner described above) and
your tax basis in the debt securities relinquished.

Except as discussed below with respect to market discount, the gain or loss
that you recognize on the sale, exchange or redemption of any of your debt
securities generally will be capital gain or loss. Such gain or loss will
generally be long-term capital gain or loss if the disposed debt securities were
held for more than one year and will be short-term capital gain or loss if the
disposed debt securities were held for one year or less. Net long-term capital
gain recognized by a noncorporate U.S. holder generally will be subject to
federal income tax at a lower rate (as of the date of this prospectus a
maximum rate is variable based on the holder’s taxable income) than net
short-term capital gain or ordinary income (as of the date of this prospectus a
maximum rate of 39.6%). For corporate holders, capital gain is generally
taxed for federal income tax purposes at the same rate as ordinary income,
that is, as of the date of this prospectus at a maximum rate of 35%. A holder’s
ability to deduct capital losses may be limited.

Amortizable Premium.  If you purchase debt securities at a cost greater than
their stated principal amount, plus accrued interest, you will be considered to
have purchased the debt securities at a premium, and you generally may elect
to amortize this premium as an offset to interest income, using a constant
yield method, over the remaining term of the debt securities. If you make the
election to amortize the premium, it generally will apply to all debt
instruments that you hold at the beginning of the first taxable year to which
the election applies, as well as any debt instruments that you subsequently
acquire. In addition, you may not revoke the election without the consent of
the IRS. If you elect to amortize the premium, you will be required to reduce
your tax basis in the debt securities by the amount of the premium amortized
during your holding period. If you do not elect to amortize premium, the
amount of premium will be included in your tax basis in the debt securities.
Therefore, if you do not elect to amortize the premium and you hold the debt
securities to maturity, you generally will be required to treat the premium as a
capital loss when the debt securities are redeemed.

Market Discount.  If you purchase debt securities at a price that reflects a
“market discount,” any principal payments on or any gain that you realize on the
disposition of the debt securities generally will be treated as ordinary interest
income to the extent of the market discount that accrued on the debt securities
during the time you held such debt securities. “Market discount” is defined
under the Internal Revenue Code as, in general, the excess of the stated
redemption price at maturity over the purchase price of the debt security,
except that if the market discount is less than 0.25% of the stated redemption
price at maturity multiplied by the number of complete years to maturity, the
market discount is considered to be zero. In addition, you may be required to
defer the deduction of all or a portion of any interest paid on any indebtedness
that you incurred or continued to purchase or carry the debt securities that
were acquired at a market discount. In general, market discount will be treated
as accruing ratably over the term of the debt securities, or, at your election,
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under a constant yield method.

You may elect to include market discount in gross income currently as it
accrues (on either a ratable or constant yield basis), in lieu of treating a
portion of any gain realized on a sale of the debt securities as ordinary
income. If you elect to include market discount on a current basis, the interest
deduction deferral rule described above will not apply and you will increase
your basis in the debt security by the amount of market discount you include
in gross income. If you do make such an election, it will apply to all market
discount debt instruments that you acquire on or after the first day of the first
taxable year to which the election applies. This election may not be revoked
without the consent of the IRS.

Information Reporting and Backup Withholding.  In general, information
reporting requirements will apply to payments of principal, interest, and
premium, if any, paid on debt securities and to the proceeds of the sale of debt
securities paid to U.S. holders other than certain exempt recipients (such as
certain corporations). Information reporting generally will apply to payments
of interest on the debt securities to non-U.S. Holders (as defined above) and
the amount of tax, if any, withheld with respect to such payments. Copies of
the information returns reporting such interest payments and any withholding
may also be made available to the tax authorities in the country in which the
non-U.S. Holder resides under the provisions of an applicable income tax
treaty. In addition, for non-U.S. Holders, information reporting will apply to
the proceeds of the sale of debt securities within the United States or
conducted through United States-related financial intermediaries unless the
certification requirements described below have been complied with and the
statement described below in “Taxation of Non-U.S. Holders” has been received
(and the payor does not have actual knowledge or reason to know that the
holder is a United States person) or the holder otherwise establishes an
exemption.
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We may be required to withhold, for U.S. federal income tax purposes, a
portion of all payments (including redemption proceeds) payable to holders of
debt securities who fail to provide us with their correct taxpayer identification
number, who fail to make required certifications or who have been notified by
the IRS that they are subject to backup withholding (or if we have been so
notified). Certain corporate and other shareholders specified in the Internal
Revenue Code and the regulations thereunder are exempt from backup
withholding. Backup withholding is not an additional tax. Any amounts
withheld may be credited against the holder’s U.S. federal income tax liability
provided the appropriate information is furnished to the IRS. If you are a
non-U.S. Holder, you may have to comply with certification procedures to
establish your non-U.S. status in order to avoid backup withholding tax
requirements. The certification procedures required to claim the exemption
from withholding tax on interest income described below will satisfy these
requirements.

Taxation of Non-U.S. Holders.  If you are a non-U.S. Holder, the payment of
interest on the debt securities generally will be considered “portfolio interest”
and thus generally will be exempt from U.S. federal withholding tax. This
exemption will apply to you provided that (1) interest paid on the debt
securities is not effectively connected with your conduct of a trade or business
in the United States, (2) you are not a bank whose receipt of interest on the
debt securities is described in Section 881(c)(3)(A) of the Code, (3) you do
not actually or constructively own 10 percent or more of the combined voting
power of all classes of the Company’s stock entitled to vote, (4) you are not a
controlled foreign corporation that is related, directly or indirectly, to the
Company through stock ownership, and (5) you satisfy the certification
requirements described below.

To satisfy the certification requirements, either (1) the holder of any debt
securities must certify, under penalties of perjury, that such holder is a
non-U.S. person and must provide such owner’s name, address and taxpayer
identification number, if any, on IRS Form W-8BEN, or (2) a securities
clearing organization, bank or other financial institution that holds customer
securities in the ordinary course of its trade or business and holds the debt
securities on behalf of the holder thereof must certify, under penalties of
perjury, that it has received a valid and properly executed IRS Form W-8BEN
from the beneficial holder and comply with certain other requirements.
Special certification rules apply for debt securities held by a foreign
partnership and other intermediaries.

Interest on debt securities received by a non-U.S. Holder that is not excluded
from U.S. federal withholding tax under the portfolio interest exemption as
described above generally will be subject to withholding at a 30% rate, except
where (1) the interest is effectively connected with the conduct of a U.S. trade
or business, in which case the interest will generally be subject to U.S. income
tax on a net basis as applicable to U.S. holders generally or (2) a
non-U.S. Holder can claim the benefits of an applicable income tax treaty to
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reduce or eliminate such withholding tax. To claim the benefit of an income
tax treaty or to claim an exemption from withholding because the interest is
effectively connected with a U.S. trade or business, a non-U.S. Holder must
timely provide the appropriate, properly executed IRS forms. These forms
may be required to be periodically updated. Also, a non-U.S. Holder who is
claiming the benefits of an income tax treaty may be required to obtain a
U.S. taxpayer identification number and to provide certain documentary
evidence issued by foreign governmental authorities to prove residence in the
foreign country.

Any capital gain that a non-U.S. Holder realizes on a sale, exchange or other
disposition of debt securities generally will be exempt from U.S. federal
income tax, including withholding tax. This exemption generally will not
apply to you if your gain is effectively connected with your conduct of a trade
or business in the U.S. or you are an individual holder and are present in the
U.S. for a period or periods aggregating 183 days or more in the taxable year
of the disposition.

Additional Considerations

Medicare Tax.   For taxable years beginning after December 31, 2012, a 3.8
percent tax will generally be imposed on the net investment income of certain
individuals with a modified adjusted gross income of over $200,000
($250,000 in the case of joint filers) and on the undistributed net investment
income of certain estates and trusts. For these purposes, “net investment
income” will generally include interest (including interest on our debt
securities), dividends (including dividends paid with respect to our stock),
annuities, royalties, rent, net gain attributable to the disposition of property
not held in a trade or business (including net gain from the sale, exchange
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or other taxable disposition of shares of our stock and debt securities) and
certain other income, but will be reduced by any deductions properly allocable
to such income or net gain.

FATCA Withholding.  Beginning with payments made after December 31,
2012, recently enacted legislation generally would impose a 30% withholding
tax on dividends and interest paid with respect to our stock and debt securities
and the gross proceeds from a disposition of our stock and debt securities paid
to (i) a foreign financial institution (as defined in Section 1471(d)(4) of the
Code) unless the foreign financial institution enters into an agreement with the
U.S. Treasury Department to collect and disclose information regarding its
U.S. account holders (including certain account holders that are foreign
entities that have U.S. owners) and satisfies certain other requirements, and
(ii) certain other non-U.S. entities unless the entity provides the payor with
certain information regarding direct and indirect U.S. owners of the entity, or
certifies that it has no such U.S. owners, and complies with certain other
requirements. The Internal Revenue Service recently announced that such
withholding requirements will not be imposed on payments made prior to
January 1, 2014.  You are encouraged to consult with your own tax advisor
regarding the possible implications of this recently enacted legislation on your
investment in our common stock.

The foregoing is a general and abbreviated summary of the provisions of the
Code and the treasury regulations in effect as they directly govern the taxation
of the Company and its security holders. These provisions are subject to
change by legislative and administrative action, and any such change may be
retroactive.  Security holders (and prospective holders) are urged to consult
their tax advisers regarding specific questions as to U.S. federal, foreign, state,
local income or other taxes.

ADMINISTRATOR, CUSTODIAN AND FUND ACCOUNTANT

U.S. Bancorp Fund Services, LLC, 615 East Michigan Street, Milwaukee,
Wisconsin 53202, serves as our administrator and provides certain back-office
support such as oversight and supervision of the payment of expenses and
preparation of financial statements and related schedules. We pay the
administrator a monthly fee computed at an annual rate of 0.04% of the first
$1 billion of our assets, 0.01% on the next $500 million of our assets and
0.005% on the balance of our assets.

U.S. Bank National Association, 1555 N. River Center Dr., Milwaukee,
Wisconsin 53212, serves as our custodian.

U.S. Bancorp Fund Services, LLC, 615 East Michigan Street, Milwaukee,
Wisconsin 53202, serves as our fund accountant.

LEGAL MATTERS
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Husch Blackwell LLP (“HB”), Kansas City, Missouri serves as our
counsel.  Certain legal matters in connection with the securities offered hereby
will be passed upon for us by HB.  HB may rely as to certain matters of
Maryland law on the opinion of Venable LLP, Baltimore, Maryland.

If certain legal matters in connection with an offering of securities are passed
upon by counsel for the placement agents or underwriters of such offering,
such counsel to the placement agents or underwriters will be named in a
prospectus supplement.

AVAILABLE INFORMATION

We are subject to the informational requirements of the Exchange Act and the
1940 Act and are required to file reports, including annual and semi-annual
reports, proxy statements and other information with the SEC. We voluntarily
file quarterly stockholder reports. Our most recent annual shareholder report
filed with the SEC is for our fiscal year ended November 30, 2012. These
documents are available on the SEC’s EDGAR system and can be inspected
and copied for a fee at the SEC’s public reference room, 100 F Street, N.E.,
Room 1580, Washington, D.C. Additional information about the operation of
the public reference room facilities may be obtained by calling the SEC at
(202) 551-5850.
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This prospectus does not contain all of the information in our registration
statement, including amendments, exhibits, and schedules. Statements in this
prospectus about the contents of any contract or other document are not
necessarily complete and in each instance reference is made to the copy of the
contract or other document filed as an exhibit to the registration statement,
each such statement being qualified in all respects by this reference.

Additional information about us can be found in our Registration Statement
(including amendments, exhibits and schedules) on Form N-2 filed with the
SEC. The SEC maintains a web site (http://www.sec.gov ) that contains our
Registration Statement, other documents incorporated by reference, and other
information we have filed electronically with the SEC.
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SUBJECT TO COMPLETION, DATED MARCH 29, 2013

The information in this statement of additional information is not complete
and may be changed.  We may not sell these securities until the registration
statement filed with the Securities and Exchange Commission is
effective.  This statement of additional information is not an offer to sell these
securities and it is not soliciting an offer to buy these securities in any state
where an offer or sale is not permitted.

TORTOISE MLP FUND, INC.

STATEMENT OF ADDITIONAL INFORMATION

Tortoise MLP Fund, Inc., a Maryland corporation (the “Company,” “we,” “us,” or
“our”), is a non-diversified, closed-end management investment company that
commenced operations in July 2010.

This statement of additional information relates to the offering, on an
immediate, continuous or delayed basis, of up to $350,000,000 aggregate
initial offering price of our common stock, preferred stock and debt securities
in one or more offerings.  This Statement of Additional Information does not
constitute a prospectus, but should be read in conjunction with our prospectus
dated ________, 2013, and any related prospectus supplement.  This
statement of additional information does not include all information that a
prospective investor should consider before purchasing any of our securities.
You should obtain and read our prospectus and any related prospectus
supplement prior to purchasing any of our securities. A copy of our
prospectus and any related prospectus supplement may be obtained without
charge from us by calling 1-866-362-9331. You also may obtain a copy of our
prospectus and any related prospectus supplement on the SEC’s web site
(http://www.sec.gov). Capitalized terms used but not defined in this statement
of additional information have the meanings ascribed to them in the
prospectus and any related prospectus supplement.

This statement of additional information is dated __________, 2013.
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INVESTMENT LIMITATIONS

This section supplements the disclosure in the prospectus and provides
additional information on our investment limitations. Investment limitations
identified as fundamental may only be changed with the approval of the
holders of a majority of our outstanding voting securities (which for this
purpose and under the Investment Company Act of 1940, as amended (the
“1940 Act”) means the lesser of (1) 67% of the voting shares represented at a
meeting at which more than 50% of the outstanding voting shares are
represented or (2) more than 50% of the outstanding voting shares).

Investment limitations stated as a maximum percentage of our assets are only
applied immediately after, and because of, an investment or a transaction by
us to which the limitation is applicable (other than the limitations on
borrowing). Accordingly, any later increase or decrease resulting from a
change in values, net assets or other circumstances will not be considered in
determining whether the investment complies with our investment limitations.
All limitations that are based on a percentage of our Total Assets. We define
“Total Assets” as the value of securities, cash or other assets held, including
securities or assets obtained through leverage, and interest accrued but not yet
received.

Fundamental Investment Limitations

The following are our fundamental investment limitations set forth in their
entirety. We may not:

(1)issue senior securities, except as permitted by the 1940 Act and the rules
and interpretive positions of the SEC thereunder;

(2)borrow money, except as permitted by the 1940 Act and the rules and
interpretive positions of the SEC thereunder;

(3)make loans, except by the purchase of debt obligations, by entering into
repurchase agreements or through the lending of portfolio securities and
as otherwise permitted by the 1940 Act and the rules and interpretive
positions of the SEC thereunder;

(4)concentrate (invest 25% or more of Total Assets) our investments in any
particular industry, except that we will concentrate our assets in the group
of industries constituting the energy sector;

(5)underwrite securities issued by others, except to the extent that we may be
considered an underwriter within the meaning of the Securities Act of
1933, as amended (the “1933 Act”), in the disposition of restricted securities
held in our portfolio;

(6)purchase or sell real estate unless acquired as a result of ownership of
securities or other instruments, except that we may invest in securities or
other instruments backed by real estate or securities of companies that
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invest in real estate or interests therein; and

(7)purchase or sell physical commodities unless acquired as a result of
ownership of securities or other instruments, except that we may purchase
or sell options and futures contracts or invest in securities or other
instruments backed by physical commodities.

All other investment policies are considered nonfundamental and may be
changed by our Board of Directors (the “Board of Directors” or the “Board”)
without prior approval of our outstanding voting securities.

Nonfundamental Investment Policies

We have adopted the following nonfundamental policies:

(1)Under normal circumstances, we will invest at least 80% of our Total
Assets in equity securities of MLPs in the energy infrastructure sector,
with at least 70% of our Total Assets in equity securities

S-1
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of natural gas infrastructure MLPs. For purposes of these policies, we
consider investments in MLPs to include investments in affiliates of MLPs.

(2)We may invest up to 50% of our Total Assets in restricted securities,
primarily through direct investments in securities of listed companies. We
will not invest in privately-held companies.

(3)We will not invest more than 10% of our Total Assets in any single issuer.

(4) We will not engage in short sales.

Currently under the 1940 Act, we are not permitted to incur indebtedness
unless immediately after such borrowing we have asset coverage of at least
300% of the aggregate outstanding principal balance of indebtedness (i.e.,
such indebtedness may not exceed 33 1/3% of the value of our Total Assets
including the amount borrowed, less all liabilities and indebtedness not
represented by senior securities). In addition, currently under the 1940 Act,
we may not declare any distribution on any class of shares of our stock, or
purchase any of our shares of stock (through tender offers or otherwise),
unless we would satisfy this 300% asset coverage requirement test after
deducting the amount of the distribution or share purchase price, as the case
may be except that dividends may be declared upon any preferred stock if
such senior security representing indebtedness has an asset coverage of at
least 200% at the time of declaration thereof after deducting the amount of
such distribution.  Currently under the 1940 Act, we are not permitted to issue
preferred stock unless immediately after such issuance we have asset coverage
of at least 200% of the total of the aggregate amount of senior securities
representing indebtedness plus the aggregate liquidation value of the
outstanding preferred stock (i.e., the aggregate principal amount of such
indebtedness and liquidation value may not exceed 50% of the value of our
Total Assets, including the proceeds of such issuance, less liabilities and
indebtedness not represented by senior securities). In addition, currently under
the 1940 Act, we are not permitted to declare any distribution on our common
stock or purchase any such common stock unless, at the time of such
declaration or purchase, we would satisfy this 200% asset coverage
requirement test after deducting the amount of such distribution or share price.

Under the 1940 Act, a “senior security” does not include any promissory note or
evidence of indebtedness where such loan is for temporary purposes only and
in an amount not exceeding 5% of the value of the Total Assets of the issuer
at the time the loan is made. A loan is presumed to be for temporary purposes
if it is repaid within sixty days and is not extended or renewed. Both
transactions involving indebtedness and any preferred stock issued by us
would be considered senior securities under the 1940 Act, and as such, are
subject to the asset coverage requirements discussed above.

Currently under the 1940 Act, we are not permitted to lend money or property
to any person, directly or indirectly, if such person controls or is under
common control with us, except for a loan from us to a company which owns
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all of our outstanding securities. Currently, under interpretative positions of
the staff of the SEC, we may not have on loan at any given time securities
representing more than one-third of our Total Assets.

We interpret our policies with respect to borrowing and lending to permit such
activities as may be lawful, to the full extent permitted by the 1940 Act or by
exemption from the provisions therefrom pursuant to an exemptive order of
the SEC.

We interpret our policy with respect to concentration to include energy
infrastructure companies. See “Investment Objective and Principal Investment
Strategies.”

Under the 1940 Act, we may, but do not intend to, invest up to 10% of our
Total Assets in the aggregate in shares of other investment companies and up
to 5% of our Total Assets in any one investment company, provided the
investment does not represent more than 3% of the voting stock of the
acquired investment company at the time such shares are purchased. As a
shareholder in any investment company, we will bear our ratable share of that
investment company’s expenses, and would remain subject to payment of our
advisory fees and other expenses with respect to assets so invested. Holders of
common stock would therefore be subject to duplicative expenses to the
extent we invest in other investment companies. In addition, the securities of
other investment companies also may be leveraged and will therefore be
subject to the same leverage risks described herein and in the prospectus. The
net
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asset value and market value of leveraged shares will be more volatile and the
yield to shareholders will tend to fluctuate more than the yield generated by
unleveraged shares. A material decline in net asset value may impair our
ability to maintain asset coverage on any preferred stock and debt securities,
including any interest and principal for debt securities.

INVESTMENT OBJECTIVE AND PRINCIPAL INVESTMENT
STRATEGIES

The prospectus presents our investment objective and principal investment
strategies and risks. This section supplements the disclosure in our prospectus
and provides additional information on our investment policies, strategies and
risks. Restrictions or policies stated as a maximum percentage of our assets
are only applied immediately after a portfolio investment to which the policy
or restriction is applicable (other than the limitations on borrowing).
Accordingly, any later increase or decrease resulting from a change in values,
net assets or other circumstances will not be considered in determining
whether the investment complies with our restrictions and policies.

Our investment objective is to provide our stockholders a high level of total
return with an emphasis on current distributions paid to stockholders. For
purposes of our investment objective, total return includes capital appreciation
on our common stock, and all distributions received from us, regardless of the
tax character of the distribution. There is no assurance that we will achieve
our objective. Our investment objective and the investment policies discussed
below are nonfundamental. The Board of Directors may change an investment
objective, or any policy or limitation that is not fundamental, without a
stockholder vote. Stockholders will receive at least 60 days prior written
notice of any change to the nonfundamental investment policy of investing at
least 80% of our Total Assets in equity securities of energy infrastructure
MLPs. Unlike most other investment companies, we are not treated as a
regulated investment company under the U.S. Internal Revenue Code of 1986,
as amended (the “Internal Revenue Code”). Therefore, we are taxed as a regular
“C” corporation and are subject to federal and applicable state corporate income
taxes.

Under normal circumstances, we invest at least 80% of our Total Assets in
equity securities of MLPs in the energy infrastructure sector, with at least
70% of our Total Assets in equity securities of natural gas infrastructure
MLPs. For purposes of these policies, we consider investments in MLPs to
include investments in affiliates of MLPs. MLP affiliates are issuers of MLP
I-Shares and general partners of MLPs. Such MLP equity securities currently
consist of common units, convertible subordinated units, pay-in-kind units or
I-Shares (“I-Shares”) and limited liability company common units. We also may
invest in other securities, consistent with our investment objective and
fundamental and nonfundamental policies.

The following pages contain more detailed information about the types of
issuers and instruments in which we may invest, strategies our investment
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adviser, Tortoise Capital Advisors, L.L.C. (the “Adviser”), may employ in
pursuit of investment objective and a discussion of related risks. Our Adviser
may not buy these instruments or use these techniques unless it believes that
doing so will help us achieve our objective. We have claimed an exclusion
from the definition of the term “commodity pool operator” under the
Commodity Exchange Act and are therefore not subject to registration or
regulation under such act.

Master Limited Partnerships

Under normal circumstances, we invest at least 80% of our Total Assets in
equity securities of MLPs in the energy infrastructure sector, with at least
70% of our Total Assets in equity securities of natural gas infrastructure
MLPs. For purposes of these policies, we consider investments in MLPs to
include investments in affiliates of MLPs. An MLP is an entity that is
generally taxed as a partnership for federal income tax purposes and that
derives each year at least 90% of its gross income from “Qualifying Income”.
Qualifying Income for MLPs includes interest, dividends, real estate rents,
gain from the sale or disposition of real property, income and gain from
commodities or commodity futures, and income and gain from mineral or
natural resources activities that generate Qualifying Income. MLP interests
(known as units) are traded on securities exchanges or over-the-counter. An
MLP’s organization as a partnership and compliance with the Qualifying
Income rules generally eliminates federal tax at the entity level.
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Edgar Filing: COVANTA HOLDING CORP - Form 10-Q

Table of Contents 181



An MLP has one or more general partners (who may be individuals,
corporations, or other partnerships) which manage the partnership, and limited
partners, which provide capital to the partnership but have no role in its
management. Typically, the general partner is owned by company
management or another publicly traded sponsoring corporation. When an
investor buys units in an MLP, the investor becomes a limited partner.

MLPs are formed in several ways. A nontraded partnership may decide to go
public. Several nontraded partnerships may roll up into a single MLP. A
corporation may spin-off a group of assets or part of its business into an MLP
of which it is the general partner, to realize the assets’ full value on the
marketplace by selling the assets and using the cash proceeds received from
the MLP to address debt obligations or to invest in higher growth
opportunities, while retaining control of the MLP. A corporation may fully
convert to an MLP, although since 1986 the tax consequences have made this
an unappealing option for most corporations. Unlike the ways described
above, it is also possible for a newly formed entity to commence operations as
an MLP from its inception.

The sponsor or general partner of an MLP, other energy companies, and
utilities may sell assets to MLPs in order to generate cash to fund expansion
projects or repay debt. The MLP structure essentially transfers cash flows
generated from these acquired assets directly to MLP limited partner
unitholders.

In the case of an MLP buying assets from its sponsor or general partner the
transaction is intended to be based upon comparable terms in the acquisition
market for similar assets. To help insure that appropriate protections are in
place, the board of the MLP generally creates an independent committee to
review and approve the terms of the transaction. The committee often obtains
a fairness opinion and can retain counsel or other experts to assist its
evaluation. Since both parties normally have a significant equity stake in the
MLP, both parties are aligned to see that the transaction is accretive and fair
to the MLP.

MLPs tend to pay relatively higher distributions than other types of
companies and we intend to use these MLP distributions in an effort to meet
our investment objective.

As a motivation for the general partner to successfully manage the MLP and
increase cash flows, the terms of MLPs typically provide that the general
partner receives a larger portion of the net income as distributions reach
higher target levels. As cash flow grows, the general partner receives a greater
interest in the incremental income compared to the interest of limited partners.
Although the percentages vary among MLPs, the general partner’s marginal
interest in distributions generally increases from 2% to 15% at the first
designated distribution target level moving up to 25% and ultimately 50% as
pre-established distribution per unit thresholds are met. Nevertheless, the
aggregate amount distributed to limited partners will increase as MLP
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distributions reach higher target levels. Given this incentive structure, the
general partner has an incentive to streamline operations and undertake
acquisitions and growth projects in order to increase distributions to all
partners.

Because the MLP itself generally does not pay federal income tax, its income
or loss is allocated to its investors, irrespective of whether the investors
receive any cash payment or other distributions from the MLP. An MLP
typically makes quarterly cash distributions. Although they resemble
corporate dividends, MLP distributions are treated differently for tax
purposes. The MLP distribution is treated as a return of capital to the extent of
the investor’s basis in his MLP interest and, to the extent the distribution
exceeds the investor’s basis in the MLP, generally as capital gain. The
investor’s original basis is the price paid for the units. The basis is adjusted
downwards with each distribution and allocation of deductions (such as
depreciation) and losses, and upwards with each allocation of taxable income
and gain.

The partner will not incur federal income tax on distributions until: (1) he
sells his MLP units and pays tax on his gain, which gain is increased due to
the basis decrease due to prior distributions; or (2) his basis reaches zero.
When the units are sold, the difference between the sales price and the
investor’s adjusted basis is gain or loss for federal income tax purposes.

The business of MLPs is affected by supply and demand for energy
commodities because most MLPs derive revenue and income based upon the
volume of the underlying commodity produced, transported, processed,
distributed, and/or marketed. Pipeline MLPs have indirect commodity
exposure to gas and oil price volatility because although they do not own the
underlying energy commodity, the general level of commodity prices may
affect the volume of the commodity that the MLP delivers to its customers
and the cost of providing services such as
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distributing natural gas liquids (“NGLs”). The costs of natural gas pipeline
MLPs to perform services may exceed the negotiated rates under “negotiated
rate” contracts. Specifically, processing MLPs may be directly affected by
energy commodity prices. Propane MLPs own the underlying energy
commodity, and therefore have direct exposure to energy commodity prices,
although our Adviser intends to seek high quality MLPs that are able to
mitigate or manage direct margin exposure to commodity prices. The MLP
industry in general could be hurt by market perception that an MLP’s
performance and valuation are directly tied to commodity prices.

MLPs in the energy infrastructure sector in which we invest can generally be
classified into the following categories:

Pipeline MLPs. Pipeline MLPs are common carrier transporters of natural gas,
NGLs (primarily propane, ethane, butane and natural gasoline), crude oil or
refined petroleum products (gasoline, diesel fuel and jet fuel). Pipeline MLPs
also may operate ancillary businesses such as storage and marketing of such
products. Pipeline MLPs derive revenue from capacity and transportation
fees. Historically, pipeline output has been less exposed to cyclical economic
forces due to its low cost structure and government-regulated nature. In
addition, most pipeline MLPs have limited direct commodity price exposure
because they do not own the product being shipped.

Processing MLPs. Processing MLPs are gatherers and processors of natural
gas as well as providers of transportation, fractionation and storage of NGLs.
Processing MLPs derive revenue from providing services to natural gas
producers, which require treatment or processing before their natural gas
commodity can be marketed to utilities and other end user markets. Revenue
for the processor is fee based, although it is not uncommon to have some
participation in the prices of the natural gas and NGL commodities for a
portion of revenue.

Propane MLPs. Propane MLPs are distributors of propane to homeowners for
space and water heating. Propane MLPs derive revenue from the resale of the
commodity on a margin over wholesale cost. The ability to maintain margin is
a key to profitability. Propane serves approximately 3% of the household
energy needs in the United States, largely for homes beyond the geographic
reach of natural gas distribution pipelines. Approximately 70% of annual cash
flow is earned during the winter heating season (October through March).
Accordingly, volumes are weather dependent, but have utility type functions
similar to electricity and natural gas.

Marine Shipping MLPs. Marine shipping MLPs are primarily marine
transporters of natural gas, crude oil or refined petroleum products. Marine
shipping MLPs derive revenue from charging customers for the transportation
of these products utilizing the MLPs’ vessels. Transportation services are
typically provided pursuant to a charter or contract, the terms of which vary
depending on, for example, the length of use of a particular vessel, the amount
of cargo transported, the number of voyages made, the parties operating a
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vessel or other factors.

Exploration and Production MLPs. Exploration and production MLPs (“E&P”)
produce energy resources, including natural gas and crude oil, from long-life
basins throughout the United States. Revenue is generated by the sale of
natural gas or crude oil, resulting in direct commodity price exposure. E&P
MLPs reduce cash flow volatility associated with commodity prices by
executing multi-year hedging strategies that fix the price of gas and oil
produced.

MLPs typically achieve distribution growth by internal and external means.
MLPs achieve growth internally by experiencing higher commodity volume
driven by the economy and population, and through the expansion of existing
operations including increasing the use of underutilized capacity, pursuing
projects that can leverage and gain synergies with existing infrastructure and
pursuing so called “greenfield projects.” External growth is achieved by making
accretive acquisitions.

MLPs are subject to various federal, state and local environmental laws and
health and safety laws as well as laws and regulations specific to their
particular activities. These laws and regulations address: health and safety
standards for the operation of facilities, transportation systems and the
handling of materials; air and water pollution requirements and standards;
solid waste disposal requirements; land reclamation requirements; and
requirements relating to the handling and disposition of hazardous materials.
MLPs are subject to the costs of compliance with such laws applicable to
them, and changes in such laws and regulations may adversely affect their
results of operations.
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MLPs operating interstate pipelines and storage facilities are subject to
substantial regulation by the Federal Energy Regulatory Commission (“FERC”),
which regulates interstate transportation rates, services and other matters
regarding natural gas pipelines including: the establishment of rates for
service; regulation of pipeline storage and liquefied natural gas facility
construction; issuing certificates of need for companies intending to provide
energy services or constructing and operating interstate pipeline and storage
facilities; and certain other matters. FERC also regulates the interstate
transportation of crude oil, including: regulation of rates and practices of oil
pipeline companies; establishing equal service conditions to provide shippers
with equal access to pipeline transportation; and establishment of reasonable
rates for transporting petroleum and petroleum products by pipeline.

MLPs may be subject to liability relating to the release of substances into the
environment, including liability under federal “Superfund” and similar state
laws for investigation and remediation of releases and threatened releases of
hazardous materials, as well as liability for injury and property damage for
accidental events, such as explosions or discharges of materials causing
personal injury and damage to property. Such potential liabilities could have a
material adverse effect upon the financial condition and results of operations
of MLPs.

MLPs are subject to numerous business related risks, including: deterioration
of business fundamentals reducing profitability due to development of
alternative energy sources, consumer sentiment with respect to global
warming, changing demographics in the markets served, unexpectedly
prolonged and precipitous changes in commodity prices and increased
competition that reduces the MLP’s market share; the lack of growth of
markets requiring growth through acquisitions; disruptions in transportation
systems; the dependence of certain MLPs upon the energy exploration and
development activities of unrelated third parties; availability of capital for
expansion and construction of needed facilities; a significant decrease in
natural gas production due to depressed commodity prices or otherwise; the
inability of MLPs to successfully integrate recent or future acquisitions; and
the general level of the economy.

For a further discussion and a general description of MLP federal income tax
matters, see the section entitled “Certain Federal Income Tax Matters.”

Non-MLPs

Although we primarily invest in MLPs, we also may invest in companies that
are not organized as MLPs. Non-MLP companies may include companies that
operate energy assets but which are organized as corporations or limited
liability companies rather than in partnership form. Generally, the partnership
form is more suitable for companies that operate assets which generate more
stable cash flows. Companies that operate “midstream” assets (e.g., transporting,
processing, storing, distributing and marketing) tend to generate more stable
cash flows than those that engage in exploration and development or delivery
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of products to the end consumer. Non-MLP companies also may include
companies that provide services directly related to the generation of income
from energy-related assets, such as oil drilling services, pipeline construction
and maintenance, and compression services.

The energy industry and particular energy infrastructure companies may be
adversely affected by possible terrorist attacks, such as the attacks that
occurred on September 11, 2001. It is possible that facilities of energy
infrastructure companies, due to the critical nature of their energy businesses
to the United States, could be direct targets of terrorist attacks or be indirectly
affected by attacks on others. They may have to incur significant additional
costs in the future to safeguard their assets. In addition, changes in the
insurance markets after September 11, 2001 may make certain types of
insurance more difficult to obtain or obtainable only at significant additional
cost. To the extent terrorism results in a lower level of economic activity,
energy consumption could be adversely affected, which would reduce
revenues and impede growth. Terrorist or war related disruption of the capital
markets could also affect the ability of energy infrastructure companies to
raise needed capital.

Our Investments

The types of securities in which we may invest include, but are not limited to,
the following:

MLP Equity Securities. Consistent with our investment objective, we may
invest up to 100% of our Total Assets in equity securities issued by MLPs and
their affiliates in the energy infrastructure sector, including common units,
convertible subordinated units, I-Shares and limited liability company (“LLC”)
common units (each discussed
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below). We also may invest up to 20% of our Total Assets in equity securities
of entities not in the energy infrastructure sector.

The value of equity securities will be affected by changes in the stock
markets, which may be the result of domestic or international political or
economic news, changes in interest rates or changing investor sentiment. At
times, stock markets can be volatile and stock prices can change substantially.
Equity securities risk will affect our net asset value per share, which will
fluctuate as the value of the securities held by us change. Not all stock prices
change uniformly or at the same time, and not all stock markets move in the
same direction at the same time. Other factors affect a particular stock’s prices,
such as poor earnings reports by an issuer, loss of major customers, major
litigation against an issuer, or changes in governmental regulations affecting
an industry. Adverse news affecting one company can sometimes depress the
stock prices of all companies in the same industry. Not all factors can be
predicted.

Investing in securities of smaller companies may involve greater risk than is
associated with investing in more established companies. Smaller
capitalization companies may have limited product lines, markets or financial
resources; may lack management depth or experience; and may be more
vulnerable to adverse general market or economic developments than larger
more established companies.

MLP Common Units. MLP common units represent an equity ownership
interest in a partnership, providing limited voting rights and entitling the
holder to a share of the company’s success through distributions and/or capital
appreciation. Unlike stockholders of a corporation, common unitholders do
not elect directors annually and generally have the right to vote only on
certain significant events, such as mergers, a sale of substantially all of the
assets, removal of the general partner or material amendments to the
partnership agreement. MLPs are required by their partnership agreements to
distribute a large percentage of their current operating earnings. Common
unitholders generally have first right to a minimum quarterly distribution
(“MQD”) prior to distributions to the convertible subordinated unitholders or
the general partner (including incentive distributions). Common unitholders
typically have arrearage rights if the MQD is not met. In the event of
liquidation, MLP common unitholders have first rights to the partnership’s
remaining assets after bondholders, other debt holders, and preferred
unitholders have been paid in full. MLP common units trade on a national
securities exchange or over-the-counter. In addition, like common stock,
prices of MLP common units are sensitive to general movements in the stock
market and a drop in the stock market may depress the price of MLP common
units to which we have exposure.

Limited Liability Company Common Units. Some energy infrastructure
companies in which we may invest have been organized as LLCs. Such LLCs
are treated in the same manner as MLPs for federal income tax purposes.
Consistent with its investment objective and policies, we may invest in
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common units or other securities of such LLCs. LLC common units represent
an equity ownership interest in an LLC, entitling the holders to a share of the
LLC’s success through distributions and/or capital appreciation. Similar to
MLPs, LLCs typically do not pay federal income tax at the entity level and
are required by their operating agreements to distribute a large percentage of
their current operating earnings. LLC common unitholders generally have first
right to a MQD prior to distributions to subordinated unitholders and typically
have arrearage rights if the MQD is not met. In the event of liquidation, LLC
common unitholders have first right to the LLC’s remaining assets after
bondholders, other debt holders and preferred unitholders, if any, have been
paid in full. LLC common units trade on a national securities exchange or
over-the-counter.

In contrast to MLPs, LLCs have no general partner and there are generally no
incentives that entitle management or other unitholders to increased
percentages of cash distributions as distributions reach higher target levels. In
addition, LLC common unitholders typically have voting rights with respect
to the LLC, whereas MLP common units have limited voting rights.

MLP Convertible Subordinated Units. MLP convertible subordinated units are
typically issued by MLPs to founders, corporate general partners of MLPs,
entities that sell assets to the MLPs, and institutional investors. The purpose
of the convertible subordinated units is to increase the likelihood that during
the subordination period there will be available cash to be distributed to
common unitholders. We expect to purchase subordinated units in direct
placements from such persons or other persons that may hold such units. MLP
convertible subordinated units generally are not entitled to distributions until
holders of common units have received specified MQD, plus any arrearages,
and may receive less than common unitholders in distributions upon
liquidation. Convertible
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subordinated unitholders generally are entitled to MQD prior to the payment
of incentive distributions to the general partner, but are not entitled to
arrearage rights. Therefore, MLP convertible subordinated units generally
entail greater risk than MLP common units. They are generally convertible
automatically into the senior common units of the same issuer at a one-to-one
ratio upon the passage of time or the satisfaction of certain financial tests.
Although the means by which convertible subordinated units convert into
senior common units depend on a security’s specific terms, MLP convertible
subordinated units typically are exchanged for common shares. These units do
not trade on a national exchange or over-the-counter, and there is no active
market for convertible subordinated units. The value of a convertible
subordinated unit is a function of its worth if converted into the underlying
common units. Convertible subordinated units generally have similar voting
rights as do MLP common units. Distributions may be paid in cash or in-kind.

Equity Securities of MLP Affiliates. In addition to equity securities of MLPs,
we may also invest in equity securities of MLP affiliates. MLP affiliates are
issuers of MLP I-Shares and general partners of MLPs.

MLP I-Shares. I-Shares represent an indirect investment in MLP common
units. I-Shares are equity securities issued by affiliates of MLPs, typically a
limited liability company, that owns an interest in and manages the MLP. The
issuer has management rights but is not entitled to incentive distributions. The
I-Share issuer’s assets consist exclusively of MLP common units. Distributions
to I-Share holders in the form of additional I-Shares are generally equal in
amount to the I-Units received by the I-Share issuer. The issuer of the I-Share
is taxed as a corporation; however, the MLP does not allocate income or loss
to the I-Share issuer. Accordingly, investors receive a Form 1099, are not
allocated their proportionate share of income of the MLPs and are not subject
to state income tax filing obligations based solely on the issuer’s operations
within a state.

General Partner Interests of MLPs are typically retained by an MLP’s original
sponsors, such as its founders, corporate partners, entities that sell assets to
the MLP and investors. An entity holding general partner interests, but not its
investors, can be liable under certain circumstances for amounts greater than
the amount of the entity’s investment in the general partner interest. General
partner interests often confer direct board participation rights and in many
cases, operating control, over the MLP. These interests themselves are
generally not publicly traded, although they may be owned by publicly traded
entities. General partner interests receive cash distributions, typically 2% of
the MLP’s aggregate cash distributions, which are contractually defined in the
partnership agreement. In addition, holders of general partner interests
typically hold incentive distribution rights (“IDRs”), which provide them with a
larger share of the aggregate MLP cash distributions as the distributions to
limited partner unitholders are increased to prescribed levels. General partner
interests generally cannot be converted into common units. The general
partner interest can be redeemed by the MLP if the MLP unitholders choose
to remove the general partner, typically with a supermajority vote by limited
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partner unitholders.

Other Non-MLP Equity Securities. We also may invest up to 20% of our
Total Assets in common and preferred stock, limited liability company
interests, limited partner interests, convertible securities, warrants and
depository receipts of companies that are organized as corporations, limited
liability companies or limited partnerships. Common stock generally
represents an equity ownership interest in an issuer. Although common stocks
have historically generated higher average total returns than fixed-income
securities over the long term, common stocks also have experienced
significantly more volatility in those returns and may under-perform relative
to fixed-income securities during certain periods. An adverse event, such as
an unfavorable earnings report, may depress the value of a particular common
stock held by us. In addition, prices of common stocks are sensitive to general
movements in the stock market and a drop in the stock market may depress
the price of common stocks to which we have exposure. Common stock prices
fluctuate for several reasons including changes in investors’ perceptions of the
financial condition of an issuer or the general condition of the relevant stock
market, or the occurrence of political or economic events which effect the
issuers. In addition, common stock prices may be particularly sensitive to
rising interest rates, which increases borrowing costs and the costs of capital.

Restricted, Illiquid and Thinly-Traded Securities. We may invest up to 50% of
our Total Assets in restricted securities primarily through direct investments
in securities of listed companies. Restricted securities are less liquid than
securities traded in the open market, therefore, we may not be able to readily
sell such securities. Investments currently considered by our Adviser to be
illiquid because of such restrictions include subordinated convertible units and
certain direct placements of common units. Such securities are unlike
securities that are traded in the open market, which can be expected to be sold
immediately if the market is adequate. The sale price of
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securities that are not readily marketable may be lower or higher than the
company’s most recent determination of their fair value. In addition, the value
of these securities typically requires more reliance on the judgment of our
Adviser than that required for securities for which there is an active trading
market. Due to the difficulty in valuing these securities and the absence of an
active trading market for these securities, we may not be able to realize these
securities’ true value, or may have to delay their sale in order to do so.

Restricted securities generally can be sold in private transactions, pursuant to
an exemption from registration under the 1933 Act, or in a registered public
offering. If the issuer of the restricted securities has an effective registration
statement on file with the SEC covering the restricted securities, our Adviser
has the ability to deem restricted securities as liquid. To enable us to sell our
holdings of a restricted security not registered under the 1933 Act, we may
have to cause those securities to be registered. When we must arrange
registration because we wish to sell the security, a considerable period may
elapse between the time the decision is made to sell the security and the time
the security is registered so that we can sell it. We would bear the risks of any
downward price fluctuation during that period.

In recent years, a large institutional market developed for certain securities
that are not registered under the 1933 Act, including private placements,
repurchase agreements, commercial paper, foreign securities and corporate
bonds and notes. These instruments are often restricted securities because the
securities are either themselves exempt from registration or were sold in
transactions not requiring registration, such as Rule 144A transactions.
Institutional investors generally will not seek to sell these instruments to the
general public, but instead will often depend on an efficient institutional
market in which such unregistered securities can be resold or on an issuer’s
ability to honor a demand for repayment. Therefore, the fact that there are
contractual or legal restrictions on resale to the general public or certain
institutions is not dispositive of the liquidity of such investments.

Rule 144A under the 1933 Act establishes a “safe harbor” from the registration
requirements of the 1933 Act for resales of certain securities to qualified
institutional buyers. Institutional markets for restricted securities that exist or
may develop as a result of Rule 144A may provide both readily ascertainable
values for restricted securities and the ability to liquidate an investment. An
insufficient number of qualified institutional buyers interested in purchasing
Rule 144A-eligible securities held by us, however, could affect adversely the
marketability of such portfolio securities and we might be unable to dispose
of such securities promptly or at reasonable prices.

We may also invest in securities that may not be restricted, but are
thinly-traded. Although securities of certain MLPs trade on the New York
Stock Exchange (“NYSE”), NYSE MKT LLC (formerly known as AMEX), the
NASDAQ National Market or other securities exchanges or markets, such
securities may have a trading volume lower than those of larger companies
due to their relatively smaller capitalizations. Such securities may be difficult
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to dispose of at a fair price during times when we believe it is desirable to do
so. Thinly-traded securities are also more difficult to value and our Adviser’s
judgment as to value will often be given greater weight than market
quotations, if any exist. If market quotations are not available, thinly-traded
securities will be valued in accordance with procedures established by the
Board. Investment of capital in thinly-traded securities may restrict our ability
to take advantage of market opportunities. The risks associated with
thinly-traded securities may be particularly acute in situations in which our
operations require cash and could result in us borrowing to meet our short
term needs or incurring losses on the sale of thinly-traded securities.

Repurchase Agreements.  We may enter into “repurchase agreements” backed
by U.S. Government securities. A repurchase agreement arises when we
purchase a security and simultaneously agree to resell it to the vendor at an
agreed upon future date. The resale price is greater than the purchase price,
reflecting an agreed upon market rate of return that is effective for the period
of time we hold the security and that is not related to the coupon rate on the
purchased security. Such agreements generally have maturities of not more
than seven days and could be used to permit us to earn interest on assets
awaiting long term investment. We require continuous maintenance by the
csustodian for our account in the Federal Reserve/Treasury Book Entry
System of collateral in an amount equal to, or in excess of, the market value
of the securities that are the subject of a repurchase agreement. Repurchase
agreements maturing in more than seven days are considered illiquid
securities. In the event of a bankruptcy or other default of a seller of a
repurchase agreement, we could experience both delays in liquidating the
underlying security and losses, including: (a) possible decline in the value of
the underlying security during the period while we seek to enforce our rights
thereto; (b) possible subnormal levels of income and lack of access to income
during this period; and (c) expenses of enforcing its rights.
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Reverse Repurchase Agreements. We may enter into reverse repurchase
agreements for temporary purposes with banks and securities dealers if the
creditworthiness of the bank or securities dealer has been determined by our
Adviser to be satisfactory. A reverse repurchase agreement is a repurchase
agreement in which we are the seller of, rather than the investor in, securities
and agree to repurchase them at an agreed-upon time and price. Use of a
reverse repurchase agreement may be preferable to a regular sale and later
repurchase of securities because it avoids certain market risks and transaction
costs.

At the time when we enter into a reverse repurchase agreement, liquid assets
(such as cash, U.S. Government securities or other “high-grade” debt
obligations) of ours having a value at least as great as the purchase price of
the securities to be purchased will be segregated on our books and held by the
custodian throughout the period of the obligation. The use of reverse
repurchase agreements by us creates leverage which increases our investment
risk. If the income and gains on securities purchased with the proceeds of
these transactions exceed the cost, our earnings or net asset value will increase
faster than otherwise would be the case; conversely, if the income and gains
fail to exceed the cost, earnings or net asset value would decline faster than
otherwise would be the case. We intend to enter into reverse repurchase
agreements only if the income from the investment of the proceeds is
expected to be greater than the expense of the transaction, because the
proceeds are invested for a period no longer than the term of the reverse
repurchase agreement.

Margin Borrowing. Although we do not currently intend to, we may in the
future use margin borrowing of up to 33 1/3% of our Total Assets for
investment purposes when our Adviser believes it will enhance returns.
Margin borrowing creates certain additional risks. For example, should the
securities that are pledged to brokers to secure margin accounts decline in
value, or should brokers from which we have borrowed increase their
maintenance margin requirements (i.e., reduce the percentage of a position
that can be financed), then we could be subject to a “margin call,” pursuant to
which we must either deposit additional funds with the broker or suffer
mandatory liquidation of the pledged securities to compensate for the decline
in value. In the event of a precipitous drop in the value of our assets, we might
not be able to liquidate assets quickly enough to pay off the margin debt and
might suffer mandatory liquidation of positions in a declining market at
relatively low prices, thereby incurring substantial losses. For these reasons,
the use of borrowings for investment purposes is considered a speculative
investment practice. Any use of margin borrowing by us would be subject to
the limitations of the 1940 Act, including the prohibition on our issuing more
than one class of senior securities, and the asset coverage requirements
discussed earlier in this statement of additional information. See “Investment
Limitations.”

Interest Rate Transactions. We may, but are not required to, use interest rate
transactions such as swaps, caps and floors in an attempt to reduce the interest
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rate risk arising from our leveraged capital structure. There is no assurance
that the interest rate hedging transactions into which we enter will be effective
in reducing our exposure to interest rate risk. Hedging transactions are subject
to correlation risk, which is the risk that payment on our hedging transactions
may not correlate exactly with our payment obligations on senior securities.

The use of interest rate transactions is a highly specialized activity that
involves investment techniques and risks different from those associated with
ordinary portfolio security transactions. In an interest rate swap, we would
agree to pay to the other party to the interest rate swap (known as the
“counterparty”) a fixed rate payment in exchange for the counterparty agreeing
to pay to us a variable rate payment that is intended to approximate our
variable rate payment obligation on any variable rate borrowings or preferred
stock. The payment obligations would be based on the notional amount of the
swap. In an interest rate cap, we would pay a premium to the counterparty to
the interest rate cap and, to the extent that a specified variable rate index
exceeds a predetermined fixed rate, it would receive from the counterparty
payments of the difference based on the notional amount of such cap. In an
interest rate floor, we would be entitled to receive, to the extent that a
specified index falls below a predetermined interest rate, payments of interest
on a notional principal amount from the party selling the interest rate floor.
When interest rate transactions are outstanding, we will segregate liquid assets
with our custodian in an amount equal to its net payment obligation under the
transactions. Therefore, depending on the state of interest rates in general, our
use of interest rate transactions could enhance or decrease cash flow available
to make payments with respect to any preferred shares. Furthermore, to the
extent that there is a decline in interest rates, the value of the interest rate
transactions could decline, which could result in a decline in our net asset
value. In addition, if the counterparty to an interest rate transaction defaults,
we would not be able to use the anticipated net receipts under the interest rate
transaction to offset our cost of financial leverage.
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Securities Lending. We may lend securities to parties such as broker-dealers
or institutional investors. Securities lending allows us to retain ownership of
the securities loaned and, at the same time, to earn additional income. Because
there may be delays in the recovery of loaned securities, or even a loss of
rights in collateral supplied should the borrower fail financially, loans will be
made only to parties deemed by our Adviser to be of good credit and legal
standing. Furthermore, loans of securities will only be made if, in our
Adviser’s judgment, the consideration to be earned from such loans would
justify the risk.

Our Adviser understands that it is the current view of the SEC staff that we
may engage in loan transactions only under the following conditions: (1) we
must receive 100% collateral in the form of cash or cash equivalents (e.g.,
U.S. Treasury bills or notes) from the borrower; (2) the borrower must
increase the collateral whenever the market value of the securities loaned
(determined on a daily basis) rises above the value of the collateral; (3) after
giving notice, we must be able to terminate the loan at any time; (4) we must
receive reasonable interest on the loan or a flat fee from the borrower, as well
as amounts equivalent to any dividends, interest, or other distributions on the
securities loaned and to any increase in market value; (5) we may pay only
reasonable custodian fees in connection with the loan; and (6) the Board must
be able to vote proxies on the securities loaned, either by terminating the loan
or by entering into an alternative arrangement with the borrower.

Temporary Investments and Defensive Investments. Pending investment of
the proceeds of an offering (which we expect may take up to approximately
three months following the closing of an offering), we may invest up to 100%
of net offering proceeds in cash, cash equivalents, securities issued or
guaranteed by the U.S. Government or its instrumentalities or agencies, high
quality, short-term money market instruments, short-term debt securities,
certificates of deposit, bankers’ acceptances and other bank obligations,
commercial paper rated in the highest category by a rating agency or other
fixed income securities-all of which are expected to provide a lower yield than
the securities of MLPs and their affiliates. We also may invest in such
instruments on a temporary basis to meet working capital needs including, but
not limited to, the need for collateral in connection with certain investment
techniques, to hold a reserve pending payment of dividends, and to facilitate
the payment of expenses and settlement of trades. We anticipate that under
normal market conditions not more than 5% of our Total Assets will be
invested in these instruments.

Under adverse market or economic conditions, we may invest 100% of our
Total Assets in these securities. The yield on such securities may be lower
than the returns on MLP securities or yields on lower rated fixed income
securities. To the extent that we use this strategy, we may not achieve our
investment objective.

MANAGEMENT OF THE COMPANY
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Directors and Officers

Our business and affairs are managed under the direction of the Board of
Directors. Accordingly, the Board of Directors provides broad supervision
over our affairs, including supervision of the duties performed by our Adviser.
Our officers are responsible for our day-to-day operations. Our Board of
Directors is currently comprised of five directors, three of whom are not
“interested persons” (as defined in the 1940 Act) of our Adviser or its affiliates
(“Independent Directors”). The names, ages and addresses of each of our
directors and officers, together with their principal occupations and other
affiliations during the past five years, are set forth below. Each director and
officer will hold office for his respective term and until his successor is duly
elected and qualified, or until he resigns or is removed in the manner provided
by law. Unless otherwise indicated, the address of each director and officer is
11550 Ash Street, Leawood, Kansas 66211.
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NAME
AND AGE

POSITION(S)
HELD WITH
COMPANY,
TERM OF
OFFICE
AND

LENGTH OF
TIME

SERVED

PRINCIPAL
OCCUPATION

DURING PAST FIVE
YEARS

NUMBER OF
PORTFOLIOS
IN FUND
COMPLEX
OVERSEEN

BY
DIRECTOR(1)

OTHER PUBLIC
COMPANY

DIRECTORSHIPS
HELD

Independent
Directors
Conrad S.
Ciccotello
(Born 1960)

Director since
2010

Associate Professor of
Risk Management and
Insurance, Robinson
College of Business,
Georgia State
University (faculty
member since
1999);  Director of
Personal Financial
Planning Program;
Investment Consultant
to the University
System of Georgia for
its defined contribution
retirement plan;
Formerly Faculty
Member, Pennsylvania
State University
(1997-1999); Published
a number of academic
and professional
journal articles on
investment company
performance and
structure, with a focus
on MLPs.

7 CorEnergy
Infrastructure Trust,
Inc. (formerly
Tortoise Capital
Resources
Corporation)

John R.
Graham
(Born 1945)

Director since
2010

Executive-in-Residence
and Professor of
Finance (part-time),
College of Business
Administration, Kansas
State University (has
served as a professor or
adjunct professor since
1970); Chairman of the
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Board, President and
CEO, Graham Capital
Management, Inc.,
primarily a real estate
development,
investment and venture
capital company;
Owner of Graham
Ventures, a business
services and venture
capital firm; Part-time
Vice President
Investments, FB
Capital Management,
Inc. (a registered
investment adviser),
since 2007; formerly,
CEO, Kansas Farm
Bureau Financial
Services, including
seven affiliated
insurance or financial
service companies
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(1979-2000).

Charles E.
Health (born
1942)

Director
since 2010

Retired in
1999,
Formerly
Chief
Investment
Officer, GE
Capital’s
Employers
Reinsurance
Corporation
(1989-1999).
Chartered
Financial
Analyst
(“CFA”)
designation
since 1974.

7 CorEnergy
Infrastructure
Trust, Inc.
(formerly
Tortoise
Capital
Resources
Corporation)

Interested
Directors and
Officers(2)
H. Kevin
Birzer (Born
1959)

Director
and
Chairman
of the
Board
since 2010

Managing
Director of
the Adviser
since 2002;
Member,
Fountain
Capital
Management,
LLC
(“Fountain
Capital”), a
registered
investment
adviser,
(1990-May
2009);
Director and
Chairman of
the Board of
each of TYG,
TYY, TYN,
TPZ, TTP and
NDP since its
inception and
of Tortoise
Capital
Resources

7 None
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Corporation
(“TTO”), which
changed its
name to
CorEnergy
Infrastructure
Trust, Inc. on
December 3,
2012
(“CORR”),
from its
inception
through
November
2011. CFA
designation
since 1988.

Terry C.
Matlack (born
1956)

Chief
Executive
Officer
since
2010;
Director
since
November
12, 2012

Managing
Director of
the Adviser
since 2002;
Director of
each of TYG,
TYY, TYN,
TPZ and TTO
from its
inception to
September 15,
2009;
Director of
each of TYG,
TYY, TYN,
TPZ, TTP and
NDP since
November 12,
2012; Chief
Executive
Officer of
each of TYG,
TYY, TYN
and TPZ since
May 2011 and
of each of
TTP and NDP
since its
inception;
Chief
Financial
Officer of
each of TYG,
TYY, TYN

7 None
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and TPZ from
its inception
to May 2011,
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and of TTO
from its
inception to
June 2012.
CFA
designation
since 1985.

Zachary A.
Hamel (Born
1965)

President
since
2010

Managing
Director of
the Adviser
since 2002;
Joined
Fountain
Capital in
1997 and
was a
Partner
there from
2001
through
September
2012.
President of
each of
TYG, TYY
and TPZ
since May
2011 and of
each of TTP
and NDP
since its
inception;
Senior Vice
President of
TYY from
2005 to
May 2011,
of TTO
from 2005
through
November
2011, of
TYG from
2007 to
May 2011,
of TYN
since 2007,
and of TPZ

N/A None
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from its
inception to
May 2011.
CFA
designation
since 1998.

P. Bradley
Adams (Born
1960)

Chief
Financial
Officer
since
2010

Managing
Director of
the Adviser
since
January
2013;
Director of
Financial
Operations
of the
Adviser
since 2005;
Chief
Financial
Officer of
each of
TYG, TYY,
TYN and
TPZ since
May 2011
and of each
of TTP and
NDP since
its
inception;
Assistant
Treasurer of
each of
TYG, TYY,
and TYN
from April
2008 to
May 2011,
of TPZ
from its
inception to
May 2011,
and of TTO
from its
inception to
June 2012.

N/A None

Kenneth P.
Malvey (Born

Senior
Vice

Managing
Director of

N/A None
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1965) President
and
Treasurer
since
2010

the Adviser
since 2002;
Joined
Fountain
Capital in
2002 and
was a
Partner
there from
2004
through
September
2012;
Treasurer of
each of
TYG, TYY
and TYN
since 2005,
of each of
TPZ, TTP
and NDP
since its
inception
and
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of TTO from
2005 through
November
2011; Senior
Vice
President of
TYY since
2005, of each
of TYG and
TYN since
2007, of each
of TPZ, TTP
and NDP
since its
inception, and
of TTO from
2005 through
November
2011. CFA
designation
since 1996.

N/A None

David J.
Schulte (Born
1961)

Senior
Vice
President
since
2010

Managing
Director of
the Adviser
since 2002;
Managing
Director of
Corridor
InfraTrust
Management,
LLC, an
affiliate of the
Adviser;
President and
Chief
Executive
Officer of
each of TYG,
TYY and TPZ
from its
inception to
May 2011;
Chief
Executive
Officer of
TYN from
2005 to May
2011 and
President of

N/A CorEnergy
Infrastructure
Trust, Inc.
(formerly
Tortoise
Capital
Resources
Corporation)
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TYN from
2005 to
September
2008; Chief
Executive
Officer of
TTO /CORR
since 2005
and President
of TTO from
2005 to April
2007 and
TTO/CORR
since June
2012; Senior
Vice
President of
each of TYG,
TYY, TYN,
and TPZ since
May 2011,
and of each of
TTP and NDP
since its
inception.
CFA
designation
since 1992.

(1) This number includes us, TYG, TYY, TYN, TPZ, TTP and NDP. Our
Adviser also serves as the investment adviser to TYG, TYY, TYN, TPZ,
TTP, and NDP.

(2) As a result of their respective positions held with our Adviser or its
affiliates, these individuals are considered “interested persons” of ours
within the meaning of the 1940 Act.

In addition to the experience provided in the table above, each director
possesses the following qualifications, attributes and skills, each of which
factored  into the conclusion to invite them to join our Board of Directors: Mr.
Ciccotello, experience as a college professor, a Ph.D. in finance and expertise
in energy infrastructure MLPs; Mr. Graham, experience as a college
professor, executive leadership and business experience; Mr. Heath, executive
leadership and business experience; and Mr. Birzer, investment management
experience as an executive, portfolio manager and leadership roles with our
Adviser.
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Other attributes and qualifications considered for each director prior to their
selection to join our Board of Directors were their character and integrity;
their service as a director for other funds in the Tortoise fund complex; and
their willingness and ability to serve and commit the time necessary to
perform the duties of a director. In addition, as to each director other than Mr.
Birzer and Mr. Matlack, their status as an Independent Director; and, as to Mr.
Birzer and Mr. Matlack, their roles with our Adviser were an important factor
in their selection as directors. No experience, qualification, attribute or skill
was by itself controlling.

Mr. Birzer serves as Chairman of the Board of Directors. Mr. Birzer is an
“interested person” of ours within the meaning of the 1940 Act. The
appointment of Mr. Birzer as Chairman reflects the Board of Director’s belief
that his experience, familiarity with our day-to-day operations and access to
individuals with responsibility for our management and operations provides
the Board of Directors with insight into our business and activities and, with
his access to appropriate administrative support, facilitates the efficient
development of meeting agendas that address our business, legal and other
needs and the orderly conduct of meetings of the Board of Directors. Mr.
Heath serves as Lead Independent Director. The Lead Independent Director
will, among other things, chair executive sessions of the three directors who
are Independent Directors, serve as a spokesperson for the Independent
Directors and serve as a liaison between the Independent Directors and our
management. The Independent Directors will regularly meet outside the
presence of management and are advised by independent legal counsel. The
Board of Directors also has determined that its leadership structure, as
described above, is appropriate in light of our size and complexity, the
number of Independent Directors and the Board of Directors’ general oversight
responsibility. The Board of Directors also believes that its leadership
structure not only facilitates the orderly and efficient flow of information to
the Independent Directors from management, but also enhances the
independent and orderly exercise of its responsibilities.

We have an audit and valuation committee consisting of three Independent
Directors (the “Audit Committee”). The Audit Committee members are Conrad
S. Ciccotello (Chairman), John R. Graham and Charles E. Heath. The Audit
Committee’s function is to oversee our accounting policies, financial reporting
and internal control system. The Audit Committee makes recommendations
regarding the selection of our independent registered public accounting firm,
reviews the independence of such firm, reviews the scope of the audit and
internal controls, considers and reports to the Board on matters relating to our
accounting and financial reporting practices, and performs such other tasks as
the full Board deems necessary or appropriate.  The Audit Committee held
four meetings in the fiscal year ended November 30, 2012.

We have a nominating and governance committee that consists exclusively of
three Independent Directors (the “Nominating Committee”). The Nominating
Committee members are Conrad S. Ciccotello, John R. Graham (Chairman)
and Charles E. Heath. The Nominating Committee’s function is to nominate
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and evaluate Independent Director candidates, review the compensation
arrangements for each of the directors, review corporate governance issues
and developments, and develop and recommend to the Board corporate
governance guidelines and procedures, to the extent appropriate. The
Nominating Committee will consider nominees recommended by
shareholders so long as such recommendations are made in accordance with
the our Bylaws.  The Nominating Committee held one meeting in the fiscal
year ended November 30, 2012.

We also have a compliance committee that consists exclusively of three
Independent Directors (the “Compliance Committee”). The Compliance
Committee’s function is to review and assess management’s compliance with
applicable securities laws, rules and regulations, monitor compliance with our
Code of Ethics, and handle other matters as the Board or committee chair
deems appropriate. The Compliance Committee members are Conrad S.
Ciccotello, John R. Graham and Charles E. Heath (Chairman).  The
Compliance Committee held one meeting in the fiscal year ended November
30, 2012.

We also have an Executive Committee consisting of Kevin Birzer and Charles
Heath that has authority to exercise the powers of the Board (i) to address
emergency matters where assembling the full Board in a timely manner is
impracticable, or (ii) to address matters of an administrative or ministerial
nature.  Mr. Birzer is an “interested person” within the meaning of the 1940
Act.  In the absence of either member of the Executive Committee, the
remaining member is authorized to act alone.  The Executive Committee held
no meetings in the fiscal year ended November 30, 2012.
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The Board of Directors’ role in our risk oversight reflects its responsibility
under applicable state law to oversee generally, rather than to manage, our
operations. In line with this oversight responsibility, the Board of Directors
will receive reports and make inquiry at its regular meetings and as needed
regarding the nature and extent of significant risks (including investment,
compliance and valuation risks) that potentially could have a materially
adverse impact on our business operations, investment performance or
reputation, but relies upon our management to assist it in identifying and
understanding the nature and extent of such risks and determining whether,
and to what extent, such risks may be eliminated or mitigated. In addition to
reports and other information received from our management regarding our
investment program and activities, the Board of Directors as part of its risk
oversight efforts will meet at its regular meetings and as needed with our
Adviser’s Chief Compliance Officer to discuss, among other things, risk issues
and issues regarding our policies, procedures and controls. The Board of
Directors may be assisted in performing aspects of its role in risk oversight by
the Audit Committee and such other standing or special committees as may be
established from time to time. For example, the Audit Committee will
regularly meet with our independent public accounting firm to review, among
other things, reports on our internal controls for financial reporting.

The Board of Directors believes that not all risks that may affect us can be
identified, that it may not be practical or cost-effective to eliminate or mitigate
certain risks, that it may be necessary to bear certain risks (such as
investment-related risks) to achieve our goals and objectives, and that the
processes, procedures and controls employed to address certain risks may be
limited in their effectiveness. Moreover, reports received by the directors as to
risk management matters are typically summaries of relevant information and
may be inaccurate or incomplete. As a result of the foregoing and other
factors, the risk management oversight of the Board of Directors is subject to
substantial limitations.

Directors and officers who are interested persons of ours or the Administrator
will receive no salary or fees from us. For the 2013 fiscal year, each
Independent Director receives from us an annual retainer of $34,000 (plus an
additional $2,000 for the Chairman of the Audit Committee and an additional
$1,000 for each other committee chairman) and a fee of $1,000 (and
reimbursement for related expenses) for each meeting of the Board or Audit
Committee attended in person (or $500 for each Board or Audit Committee
meeting attended telephonically, or for each Audit Committee meeting
attended in person that is held on the same day as a Board meeting), and an
additional $500 for each other committee meeting attended in person or
telephonically. No director or officer is entitled to receive pension or
retirement benefits from us.

The table below sets forth the compensation paid to the directors by us for the
fiscal year ended November 30, 2012.
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Aggregate
Aggregate

Compensation From

Name and Position With
Compensation

From
the Company and
Fund Complex

the Company the Company Paid to Directors*
Independent Directors
Conrad S. Ciccotello $46,000 $ 198,000
John R. Graham $45,000 $ 195,000
Charles E. Heath $45,000 $ 195,000

Interested Directors
H. Kevin Birzer $ 0 $ 0
Terry C. Matlack $ 0 $ 0
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The following table sets forth the dollar range of equity securities beneficially
owned by each director of the Company as of December 31, 2012.

Aggregate
Dollar
Range of
Equity

Securities in
all

Aggregate Dollar
Range of

Registered
Investment

Company
Securities

Companies
Overseen by

Beneficially
Owned By

Director in
Family of

Name of Director Director**
Investment
Companies*

Independent Directors
Conrad S. Ciccotello $10,001-$50,000 Over

$100,000
John R. Graham Over $100,000 Over

$100,000
Charles E. Heath $10,001-$50,000 Over

$100,000

Interested Directors
H. Kevin Birzer $50,001-$100,000 Over

$100,000
Terry C. Matlack $50,001-$100,000 Over

$100,000
_____________
* Includes the Company, TYG, TYY, TYN, TPZ, TTP and

NDP.

** As of December 31, 2012, the officers and directors of the
Company, as a group, owned less than 1% of any class of
the Company’s outstanding shares of stock.

Control Persons

As of January 31, 2013, the following persons owned of record or beneficially
more than 5% of our common stock:

Percentage
of 

Name and Address Shares Held
Outstanding
Shares

Morgan Stanley
Smith Barney LLC
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2000 Westchester
Avenue
Purchase,
NY  10577-2530

12,362,575 26.52

Merrill Lynch
Safekeeping
4 Corporate Place
Piscataway,
NJ  08854

6,829,027 14.65

UBS Financial
Services, Inc.
1200 Harbor
Boulevard
Weehawken,
NJ  07086

5,074,451 10.89

First Clearing, LLC
Riverfront Plaza
(West Tower)
901 East Byrd Street
Richmond,
VA  23219

3,709,884 7.96

The Bank of New
York Mellon
One Wall Street
New York,
NY  10286

2,939,154 6.30

National Financial
Services LLC
200 Liberty Street
New York,
NY  10281

2,364,522 5.07

Charles Schwab &
Co., Inc.
101 Montgomery
Street
San Francisco,
CA  94104

2,351,834 5.05

Citigroup Global
Markets, Inc.
388 Greenwich
Street
New York, NY
10013

8,268,953 17.96

Merrill Lynch
Safekeeping
4 Corporate Place
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Piscataway, NJ
08854

7,951,509 17.27

UBS Financial
Services Inc.
1200 Harbor
Boulevard
Weehawken, NJ
07086

5,252,955 11.41

Morgan Stanley
Smith Barney LLC
2000 Westchester
Avenue
Purchase, NY
10577-2530

5,025,174 10.91

First Clearing, LLC
Riverfront Plaza
(West Tower)
901 East Byrd Street
Richmond, VA
23219

3,708,348 8.05

As of January 31, 2013, the following persons owned of record or beneficially
more than 5% of our MRP Shares.

Name and Address Shares Held
Percent of
Outstanding
Shares

Massachusetts Mutual Life
Insurance Co.
1295 State Street
Springfield, Massachusetts
01111

3,000,000 83.3%

United of Omaha Life
Insurance Company
Mutual of Omaha Plaza
Omaha, Nebraska
68175-1011

400,000 11.1%

Phoenix Life Insurance
Company
One American Row
Hartford, CT 06102

200,000 5.6%

Indemnification of Directors and Officers
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Maryland law permits a Maryland corporation to include in its charter a
provision limiting the liability of its directors and officers to the corporation
and its stockholders for money damages except for liability resulting from
(a) actual receipt of an improper benefit or profit in money, property or
services or (b) active and deliberate dishonesty which is established by a final
judgment as being material to the cause of action. Our Charter contains such a
provision which eliminates directors’ and officers’ liability to the maximum
extent permitted by Maryland law and the 1940 Act.

Our Charter authorizes, to the maximum extent permitted by Maryland law
and the 1940 Act, us to indemnify any present or former director or officer or
any individual who, while a director or officer of ours and at our request,
serves or has served another corporation, real estate investment trust,
partnership, joint venture, trust, employee benefit plan or other enterprise as a
director, officer, partner or trustee, from and against any claim or liability to
which that person may become subject or which that person may incur by
reason of his or her status as a present or former director or officer of ours or
as a present or former director, officer, partner or trustee of another
corporation, real estate investment trust, partnership, joint venture, trust,
employee benefit plan or other enterprise, and to pay or reimburse his or her
reasonable expenses in advance of final disposition of a proceeding. Our
Bylaws obligate us, to the maximum extent permitted by Maryland law to
indemnify any present or former director or officer or any individual who,
while a director of ours and at our request, serves or has served another
corporation, real estate investment trust, partnership, joint venture, trust,
employee benefit plan or other enterprise as a director, officer, partner or
trustee and who is made, or threatened to be made, a party to the proceeding
by reason of his or her service in that capacity from and against any claim or
liability to which that person may become subject or which that person may
incur by reason of his or her status as a present or former director or officer of
ours and to pay or reimburse his or her reasonable expenses in advance of
final disposition of a proceeding. Our obligation to
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indemnify any director, officer or other individual, however, is limited by the
1940 Act which prohibits us from indemnifying any director, officer or other
individual (including advancing legal fees or making payments for settlements
and judgments) from any liability resulting from the willful misconduct, bad
faith, gross negligence in the performance of duties or reckless disregard of
applicable obligations and duties of the directors, officers or other individuals.
To the maximum extent permitted by Maryland law and the 1940 Act, our
Charter and Bylaws also permit us to indemnify and advance expenses to any
person who served a predecessor of ours in any of the capacities described
above and any employee or agent of ours or a predecessor of ours.

            Maryland law requires a corporation (unless its charter provides
otherwise, which our Charter does not) to indemnify a director or officer who
has been successful, on the merits or otherwise, in the defense of any
proceeding to which he is made, or threatened to be made, a party by reason
of his service in that capacity. Maryland law permits a corporation to
indemnify its present and former directors and officers, among others, against
judgments, penalties, fines, settlements and reasonable expenses actually
incurred by them in connection with any proceeding to which they may be
made, or threatened to be made, a party by reason of their service in those or
other capacities unless it is established that (a) the act or omission of the
director or officer was material to the matter giving rise to the proceeding and
(1) was committed in bad faith, or (2) was the result of active and deliberate
dishonesty, (b) the director or officer actually received an improper personal
benefit in money, property or services or (c) in the case of any criminal
proceeding, the director or officer had reasonable cause to believe that the act
or omission was unlawful.

However, under Maryland law, a Maryland corporation may not indemnify
for an adverse judgment in a suit by or in the right of the corporation or for a
judgment of liability on the basis that personal benefit was improperly
received, unless in either case a court orders indemnification and then only for
expenses. In addition, Maryland law permits a corporation to advance
reasonable expenses to a director or officer upon the corporation’s receipt of
(a) a written affirmation by the director or officer of his good faith belief that
he has met the standard of conduct necessary for indemnification by the
corporation, and (b) a written undertaking by him or on his behalf to repay the
amount paid or reimbursed by the corporation if it is ultimately determined
that the standard of conduct was not met. Our obligation to indemnify any
director, officer or other individual, however, is limited by the 1940 Act,
which prohibits us from indemnifying any director, officer or other individual
from any liability resulting from the willful misconduct, bad faith, gross
negligence in the performance of duties or reckless disregard of applicable
obligations and duties of the directors, officers or other individuals.

Investment Adviser

Tortoise Capital Advisors, L.L.C. serves as our investment adviser. Our
Adviser specializes in managing portfolios of investments in MLPs and other
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energy companies. Our Adviser was formed in 2002 to provide portfolio
management services exclusively with respect to energy infrastructure
investments. On September 15, 2009, Mariner Holdings, LLC acquired a
majority interest in our Adviser. Our Adviser is now wholly-owned by
Tortoise Holdings, LLC. Mariner Holdings, LLC through its wholly-owned
subsidiary, Montage Investments LLC, owns a majority interest in Tortoise
Holdings, LLC with the remaining interests held by the five members of our
Adviser’s investment committee and certain other senior employees of our
Adviser. Management of our Adviser, its investment committee and its funds
remains unchanged since inception. In September 2009, the five members of
our Adviser’s investment committee entered into employment agreements with
our Adviser that had a 3-year initial term as well as two 1-year automatic
renewals under normal circumstances.

Our Adviser is located at 11550 Ash Street, Suite 300, Leawood, Kansas
66211. As of February 28, 2013, our Adviser had approximately $10.5 billion
in assets under management in the energy sector.

Pursuant to an Investment Advisory Agreement (the “Advisory Agreement”),
our Adviser, subject to overall supervision by the Board, manages our
investments. Our Adviser regularly provides us with investment research
advice and supervision and will furnish continuously an investment program
for us, consistent with our investment objective and policies.

The investment management of our portfolio is the responsibility of a team of
portfolio managers consisting of David J. Schulte, H. Kevin Birzer, Zachary
A. Hamel, Kenneth P. Malvey, and Terry C. Matlack, all of whom are
Managing Directors of our Adviser and members of its investment committee
and share responsibility for
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such investment management. It is the policy of the investment committee
that any one member can require our Adviser to sell a portfolio company and
any one member can veto the committee’s decision to invest in a portfolio
company. All members of our Adviser’s investment committee are full-time
employees of our Adviser.

The following table provides information about the number of and total assets
in other accounts managed on a day-to-day basis by each of the portfolio
managers as of November 30, 2012.

Name of Manager

Number
of

Accounts
Total Assets of
Accounts

Number of
Accounts
Paying a

Performance
Fee

Total Assets
of

Accounts
Paying
a

Performance
 Fee

H. Kevin Birzer
Registered
investment
companies
Other pooled
investment vehicles
Other accounts

 9
 9
 642

$4,666,042,898
$79,897,435
$3,007,398,950

0
1
0

-
$19,046,678

-

Zachary A. Hamel
Registered
investment
companies
Other pooled
investment vehicles
Other accounts

 9
 9
 642

$4,666,042,898
$79,897,435
$3,007,398,950

0
1
0

-
$19,046,678

-

Kenneth P. Malvey
Registered
investment
companies
Other pooled
investment vehicles
Other accounts

 9
 9
 642

$4,666,042,898
$79,897,435
$3,007,398,950

0
1
0

-
$19,046,678

-

Terry C. Matlack
Registered
investment
companies
Other pooled
investment vehicles
Other accounts

 9
 9
 642

$4,666,042,898
$79,897,435
$3,007,398,950

0
1
0

-
$19,046,678

-

David J. Schulte
Registered
investment
companies

 9
 9
 642

$4,666,042,898
$79,897,435
$3,007,398,950

0
1
0

-
$19,046,678

-
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Other pooled
investment vehicles
Other accounts

None of Messrs. Schulte, Matlack, Birzer, Hamel or Malvey receive any
direct compensation from us or any other of the managed accounts reflected in
the table above. Messrs. Birzer, Hamel, Malvey, Matlack and Schulte are
full-time employees of our Adviser and receive a fixed salary for the services
they provide. Each of Messrs. Schulte, Matlack, Birzer, Hamel and Malvey
own an equity interest in Tortoise Holdings, LLC, the sole member of our
Adviser, and each thus benefits from increases in the net income of our
Adviser.

The following table sets forth the dollar range of our equity securities
beneficially owned by each of the portfolio managers as of November 30,
2012.

Aggregate Dollar
Range of Company

Securities
Beneficially Owned

by
Name of Manager Manager
H. Kevin Birzer $50,001 - $100,000
Zachary A. Hamel $50,001 - $100,000
Kenneth P. Malvey Over $100,000
Terry C. Matlack $50,001 - $100,000
David J. Schulte $50,001 - $100,000

In addition to portfolio management services, our Adviser is obligated to
supply our Board and officers with certain statistical information and reports,
to oversee the maintenance of various books and records and to arrange for
the preservation of records in accordance with applicable federal law and
regulations. Under the Advisory Agreement, we pay our Adviser a fee equal
to 0.95% annually of our average monthly Managed Assets for the services
rendered by it. Managed Assets means our Total Assets minus the sum of
accrued liabilities other than
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(1) net deferred tax liability, (2) debt entered into for the purpose of leverage,
and (3) the aggregate liquidation preference of any outstanding preferred
shares. The Adviser has agreed to a fee waiver of 0.15% of average monthly
Managed Assets for the period from January 1, 2013 through December 31,
2013, 0.10% of average monthly Managed Assets for the period from January
1, 2014 through December 31, 2014, and 0.05% of average monthly managed
Assets for the period from January 1, 2015 through December 31, 2015.  This
fee waiver may only be terminated early by mutual agreement of the Adviser
and the Board of Directors.  In addition, the Adviser has contractually agreed
to waive all fees due under the Advisory Agreement related to the net
proceeds received from the issuance of additional common stock under the
Company’s at-the-market equity program for a six month period following the
date of issuance.

Because the management fees paid to our Adviser are based upon a
percentage of our Managed Assets, fees paid to our Adviser are higher when
we are leveraged; thus, our Adviser will have an incentive to leverage us. Our
Adviser intends to leverage us only when it believes it will serve the best
interests of our stockholders. Our average monthly Managed Assets are
determined for the purpose of calculating the management fee by taking the
average of the monthly determinations of Managed Assets during a given
calendar quarter. The fees are payable for each calendar quarter within five
(5) days of the end of that quarter. Net deferred tax assets are not included in
the calculation of our management fee.  For the fiscal year ended November
30, 2011, the Adviser received $11,235,402 as compensation for advisory
services, net of $3,663,080 in reimbursed fees and expenses.  For the fiscal
year ended November 30, 2012, the Adviser received $12,236,478 as
compensation for advisory services, net of $3,275,763 in reimbursed fees and
expenses.

The Advisory Agreement provides that we will pay all expenses other than
those expressly stated to be payable by our Adviser, which expenses payable
by us shall include, without limitation: (1) expenses of maintaining and
continuing our existence and related overhead, including, to the extent
services are provided by personnel of our Adviser or its affiliates, office space
and facilities, training and benefits, (2) our registration under the 1940 Act,
(3) commissions, spreads, fees and other expenses connected with the
acquisition, holding and disposition of securities and other investments
including placement and similar fees in connection with direct placements
entered into on our behalf, (4) auditing, accounting, tax and legal service
expenses, (5) taxes and interest, (6) governmental fees, (7) expenses of listing
our shares with a stock exchange, and expenses of issue, sale, repurchase and
redemption (if any) of our interests, (8) expenses of registering and qualifying
us and our shares under federal and state securities laws and of preparing and
filing registration statements and amendments for such purposes, (9) expenses
of communicating with stockholders, including website expenses and the
expenses of preparing, printing and mailing press releases, reports and other
notices to stockholders and of meetings of stockholders and proxy
solicitations therefor, (10) expenses of reports to governmental officers and
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commissions, (11) insurance expenses, (12) association membership dues,
(13) fees, expenses and disbursements of custodians and subcustodians for all
services to us (including without limitation safekeeping of funds, securities
and other investments, keeping of books, accounts and records, and
determination of NAVs), (14) fees, expenses and disbursements of transfer
agents, dividend and interest paying agents, stockholder servicing agents and
registrars for all services to us, (15) compensation and expenses of our
directors who are not members of our Adviser’s organization, (16) pricing,
valuation and other consulting or analytical services employed by us, (17) all
expenses incurred in connection with leveraging of our assets through a line
of credit or other indebtedness or issuing and maintaining notes or preferred
stock, (18) all expenses incurred in connection with offerings of our common
and preferred stock and debt securities, and (19) such non-recurring items as
may arise, including expenses incurred in connection with litigation,
proceedings and claims and our obligation to indemnify our directors, officers
and stockholders with respect thereto.

The Advisory Agreement provides that our Adviser will not be liable in any
way for any default, failure or defect in any of the securities comprising the
portfolio if it has satisfied the duties and the standard of care, diligence and
skill set forth in the Advisory Agreement. However, our Adviser will be liable
to us for any loss, damage, claim, cost, charge, expense or liability resulting
from our Adviser’s willful misconduct, bad faith or gross negligence or
disregard by our Adviser of our Adviser’s duties or standard of care, diligence
and skill set forth in the Advisory Agreement or a material breach or default
of our Adviser’s obligations under the Advisory Agreement.

The Advisory Agreement has a term ending on December 31, 2013 and may
be continued from year to year thereafter as provided in the 1940 Act. The
Advisory Agreement will be submitted to the Board of Directors for renewal
each year. A discussion regarding the basis of the Board of Directors’ decision
to approve the continuation of the Advisory Agreement is available in our
Annual Report to Stockholders for the fiscal year ended
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November 30, 2012. The Advisory Agreement will continue from year to
year, provided such continuance is approved by a majority of the Board or by
vote of the holders of a majority of our outstanding voting securities.
Additionally, the Advisory Agreement must be approved annually by vote of
a majority of the Independent Directors. The Advisory Agreement may be
terminated by our Adviser or us, without penalty, on sixty (60) days’ written
notice to the other. The Advisory Agreement will terminate automatically in
the event of its assignment.

Code of Ethics

We and our Adviser have each adopted a Code of Ethics under Rule 17j-1 of
the 1940 Act, which is applicable to officers, directors and designated
employees of us and our Adviser (collectively, the “Codes”). Subject to certain
limitations, the Codes permit those officers, directors and designated
employees of ours and our Adviser (“Covered Persons”) to invest in securities,
including securities that may be purchased or held by us. The Codes contain
provisions and requirements designed to identify and address certain conflicts
of interest between personal investment activities of Covered Persons and the
interests of investment advisory clients such as ours. Among other things, the
Codes prohibit certain types of transactions absent prior approval, imposes
time periods during which personal transactions may not be made in certain
securities, and requires submission of duplicate broker confirmations and
statements and quarterly reporting of securities transactions. Exceptions to
these and other provisions of the Codes may be granted in particular
circumstances after review by appropriate personnel.

Our Code of Ethics can be reviewed and copied at the SEC’s Public Reference
Room in Washington, D.C. Information on the operation of the Public
Reference Room may be obtained by calling the SEC at (202) 551-8090. Our
code of ethics is also available on the EDGAR Database on the SEC’s Internet
site at http://www.sec.gov , and, upon payment of a duplicating fee, by
electronic request at the following e-mail address: publicinfo@sec.gov or by
writing the SEC’s Public Reference Section, Washington, D.C. 20549-0102.

Our Code of Ethics is also available on our Adviser’s website at
www.tortoiseadvisors.com.

PORTFOLIO TRANSACTIONS

Execution of Portfolio Transactions

Our Adviser is responsible for decisions to buy and sell securities for us,
broker-dealer selection, and negotiation of brokerage commission rates. Our
Adviser’s primary consideration in effecting a security transaction will be to
obtain the best execution. In selecting a broker-dealer to execute each
particular transaction, our Adviser will take the following into consideration:
the best net price available; the reliability, integrity and financial condition of
the broker-dealer; the size of and the difficulty in executing the order; and the
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value of the expected contribution of the broker-dealer to our investment
performance on a continuing basis. Accordingly, the price to us in any
transaction may be less favorable than that available from another
broker-dealer if the difference is reasonably justified by other aspects of the
execution services offered.

The ability to do direct investments in MLP securities may impact our ability
to meet our investment objective because of the limited number of MLP
securities available for investment and, in some cases, the relatively small
trading volumes of certain securities. Accordingly, we may, from time to
time, enter into arrangements with placement agents in connection with direct
placement transactions.

In evaluating placement agent proposals, we will consider each broker’s access
to issuers of MLP securities and experience in the MLP market, particularly
the direct placement market. In addition to these factors, we will consider
whether the proposed services are customary, whether the proposed fee
schedules are within the range of customary rates, whether any proposal
would obligate us to enter into transactions involving a minimum fee, dollar
amount or volume of securities, or into any transaction whatsoever, and other
terms such as indemnification provisions.

Subject to such policies as the Board may from time to time determine, our
Adviser shall not be deemed to have acted unlawfully or to have breached any
duty solely by reason of its having caused us to pay a broker or dealer that
provides brokerage and research services to our Adviser an amount of
commission for effecting an investment transaction in excess of the amount of
commission another broker or dealer would have charged for
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effecting that transaction, if our Adviser determines in good faith that such
amount of commission was reasonable in relation to the value of the
brokerage and research services provided by such broker or dealer, viewed in
terms of either that particular transaction or our Adviser’s overall
responsibilities with respect to us and to other clients of our Adviser as to
which our Adviser exercises investment discretion. Our Adviser is further
authorized to allocate the orders placed by it on behalf of us to such brokers
and dealers who also provide research or statistical material or other services
to us, our Adviser or to any sub-adviser. Such allocation shall be in such
amounts and proportions as our Adviser shall determine, and our Adviser will
report on said allocations regularly to the Board indicating the brokers to
whom such allocations have been made and the basis therefor.  For the fiscal
years ended November 30, 2011 and November 30, 2012, we paid aggregate
brokerage commissions of $165,485 and $148,152, respectively. No direct
placement fees were paid in fiscal 2011 or 2012.

Portfolio Turnover

Our annual portfolio turnover rate may vary greatly from year to year.
Although we cannot accurately predict our annual portfolio turnover rate, it is
not expected to exceed 30% under normal circumstances. For the fiscal years
ended November 30, 2011 and November 30, 2012, the portfolio turnover rate
was 19.57% and 15.14%, respectively.  However, portfolio turnover rate is
not considered a limiting factor in the execution of our investment decisions.
A higher turnover rate results in correspondingly greater brokerage
commissions and other transactional expenses that are borne by us. High
portfolio turnover also may result in our recognition of gains that will increase
our current and accumulated earnings and profits resulting in a greater portion
of our distributions being treated as taxable dividends for Federal income tax
purposes. See “Certain Federal Income Tax Matters.”

NET ASSET VALUE

We compute the NAV of our common stock as of the close of trading of the
NYSE (normally 4:00 p.m. Eastern time) no less frequently than the last
business day of each calendar month and at such other times as the Board of
Directors may determine. When considering an offering of common stock, we
calculate our NAV on a more frequent basis, generally daily, to the extent
necessary to comply with the provisions of the 1940 Act. We currently intend
to make our NAV available for publication weekly on our Adviser’s website.
The NAV per share of common stock equals our NAV divided by the number
of shares of outstanding common stock.  Our NAV equals the value of our
Total Assets less: (i) all of our liabilities (including accrued expenses and both
current and net deferred tax liabilities); (ii) accumulated and unpaid
distributions on any outstanding preferred stock; (iii) the aggregate liquidation
preference of any outstanding preferred stock; (iv) accrued and unpaid interest
payments on any outstanding indebtedness; (v) the aggregate principal
amount of any outstanding indebtedness; and (vi) any distributions payable on
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our common stock.

We will determine the value of our assets and liabilities in accordance with
valuation procedures adopted by our Board of Directors. Securities for which
market quotations are readily available shall be valued at “market value.” If a
market value cannot be obtained or if our Adviser determines that the value of
a security as so obtained does not represent value as of the measurement date
(due to a significant development subsequent to the time its price is
determined or otherwise), value for the security shall be determined pursuant
to the methodologies established by our Board of Directors.

•The value for equity securities and equity-related securities is determined
by using readily available market quotations from the principal market. For
equity and equity-related securities that are freely tradable and listed on a
securities exchange or over the counter market, value is determined using
the last sale price on that exchange or over-the-counter market on the
measurement date. If the security is listed on more than one exchange, we
will use the price of the exchange that we consider to be the principal
exchange on which the security is traded.  Securities listed on the NASDAQ
will be valued at the NASDAQ Official Closing Price, which may not
necessarily represent the last sale price. If a security is traded on the
measurement date, then the last reported sale price on the exchange or
over-the-counter (“OTC”) market on which the security is principally traded,
up to the time of valuation, is used. If there were no reported sales on the
security’s principal exchange or OTC market on the measurement date, then
the average between the last bid price and last asked price, as reported by
the pricing service, shall be used. We will obtain direct written
broker-dealer quotations if a security is not traded on an exchange or
quotations are not available from an approved pricing service. Exchange
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traded options will be valued at the mean of the best bid and best asked
prices across all option exchanges.

•An equity security of a publicly traded company acquired in a private
placement transaction without registration is subject to restrictions on resale
that can affect the security’s liquidity and value. Such securities that are
convertible into publicly traded common shares or securities that may be
sold pursuant to Rule 144 will generally be valued based on the value of the
freely tradable common share counterpart less an applicable discount.
Generally, the discount will initially be equal to the discount at which we
purchased the securities. To the extent that such securities are convertible or
otherwise become freely tradable within a time frame that may be
reasonably determined, an amortization schedule may be determined for the
discount.

•Fixed income securities (other than the short-term securities as described
below) are valued by (i) using readily available market quotations based
upon the last updated sale price or a market value from an approved pricing
service generated by a pricing matrix based upon yield data for securities
with similar characteristics or (ii) by obtaining a direct written
broker-dealer quotation from a dealer who has made a market in the
security.

•A fixed income security acquired in a private placement transaction without
registration is subject to restrictions on resale that can affect the security’s
liquidity and value. Among the various factors that can affect the value of a
privately placed security are (i) whether the issuing company has freely
trading fixed income securities of the same maturity and interest rate (either
through an initial public offering or otherwise); (ii) whether the company
has an effective registration statement in place for the securities; and (iii)
whether a market is made in the securities. The securities normally will be
valued at amortized cost unless the portfolio company’s condition or other
factors lead to a determination of value at a different amount.

•Short-term securities, including bonds, notes, debentures and other fixed
income securities, and money market instruments such as certificates of
deposit, commercial paper, bankers’ acceptances and obligations of
domestic and foreign banks, with remaining maturities of 60 days or less,
for which reliable market quotations are readily available are valued on an
amortized cost basis.

•Other assets will be valued at market value pursuant to written valuation
procedures adopted by our Board of Directors, or if a market value cannot
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be obtained or if our Adviser determines that the value of a security as so
obtained does not represent value as of the measurement date (due to a
significant development subsequent to the time its price is determined or
otherwise), value shall be determined pursuant to the methodologies
established by our Board of Directors.

In computing net asset value, we will review the valuation of the obligation
for income taxes separately for current taxes and deferred taxes due to the
differing impact of each on (i) the anticipated timing of required tax payments
and (ii) the impact of each on the treatment of distributions by us to our
stockholders.

The allocation between current and deferred income taxes is determined based
upon the value of assets reported for book purposes compared to the
respective net tax bases of assets for federal income tax purposes. It is
anticipated that cash distributions from MLPs in which we invest will not
equal the amount of taxable income allocable to us primarily as a result of
depreciation and amortization deductions recorded by the MLPs. This may
result, in effect, in a portion of the cash distribution received by us not being
treated as income for federal income tax purposes. The relative portion of
such distributions not treated as income for tax purposes will vary among the
MLPs, and also will vary year by year for each MLP, but in each case will
reduce our remaining tax basis, if any, in the particular MLP. The Adviser
will be able to directly confirm the portion of each distribution recognized as
taxable income when it receives annual tax reporting information from each
MLP.

CERTAIN FEDERAL INCOME TAX MATTERS

The following is a general summary of certain federal income tax
considerations affecting us and our security holders. This discussion does not
purport to be complete or to deal with all aspects of federal income taxation
that may be relevant to security holders in light of their particular
circumstances or who are subject to special rules, such as banks, thrift
institutions and certain other financial institutions, real estate investment
trusts, regulated investment companies, insurance companies, brokers and
dealers in securities or currencies, certain
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securities traders, tax-exempt investors, individual retirement accounts,
certain tax-deferred accounts, foreign investors, and persons who will hold the
securities as a position in a “straddle,” “hedge” or as part of a “constructive sale” for
federal income tax purposes. In addition, this discussion does not address the
possible application of the U.S. federal alternative minimum tax. Tax matters
are very complicated, and the tax consequences of an investment in and
holding of our securities will depend on the particular facts of each investor’s
situation. Investors are advised to consult their own tax advisors with respect
to the application to their own circumstances of the general federal income
taxation rules described below and with respect to other federal, state, local or
foreign tax consequences to them before making an investment in our
securities. Unless otherwise noted, this discussion assumes that investors are
U.S. persons and hold our securities as capital assets.

A “U.S. person” generally is a beneficial owner of our securities that is, for U.S.
federal income tax purposes, any one of the following:

●      a citizen or resident of the United States;

●       a corporation, partnership or other entity created in or organized underthe laws of the United States or any political subdivision thereof;

●        an estate, the income of which is subject to U.S. federal incometaxation regardless of its source; or

● a trust subject to the supervision of a court within the United States
and the control of a United States person.

A “Non-U.S. holder” is a beneficial owner of our securities that is not a U.S.
person.

If a partnership (including an entity or arrangement treated as a partnership for
U.S. federal income tax purposes) holds our securities, the tax treatment of a
partner in the partnership will generally depend upon the status of the partner
and the activities of the partnership. A prospective security holder that is a
partnership holding our securities or a partner of such a partnership should
consult his, her or its own tax adviser with respect to the purchase, ownership
and disposition of our securities.

Tax matters are very complicated and the tax consequences to a U.S. person
or a Non-U.S. person of an investment in our securities will depend on the
facts of his, her or its particular situation. We encourage investors to consult
their own tax advisers regarding the specific consequences of such an
investment, including tax reporting requirements, the applicability of federal,
state, local and foreign tax laws and the effect of any possible changes in the
tax laws.

Company Federal Income Taxation
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We are treated as a C corporation for federal and state income tax purposes.
Thus, we are obligated to pay federal and state income tax on our taxable
income. We will invest our assets primarily in equity securities of MLPs,
which generally are treated as partnerships for federal income tax purposes.
As a partner in the MLPs, we must report our allocable share of the MLP’s
taxable income in computing our taxable income regardless of whether the
MLPs make any distributions. Based upon our review of the historic results of
the type of MLPs in which we intend to invest, we expect that the cash flow
received by us, at least initially, with respect to our MLP investments will
exceed the taxable income allocated to us. There is no assurance that our
expectation regarding the distribution from the partnerships exceeding taxable
income from the partnerships will be realized.  If this expectation is not
realized, there may be greater tax expense borne by us and less cash available
to distribute to stockholders or to pay to creditors. In addition, we will take
into account in determining our taxable income the amounts of gain or loss
recognized on the sale of MLP interests. Currently, the maximum regular
federal income tax rate for a corporation is 35 percent. We may be subject to a
20 percent federal alternative minimum tax on our alternative minimum
taxable income to the extent that the alternative minimum tax exceeds our
regular federal income tax. The extent to which we are required to pay
corporate income tax or alternative minimum tax could materially reduce our
cash available to make distributions on the common shares.
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We are not treated as a regulated investment company under the Internal
Revenue Code. The Internal Revenue Code generally provides that a
regulated investment company does not pay an entity level income tax,
provided that it distributes all or substantially all of its income. Our assets do
not, and are not expected to, meet current tests for qualification as a regulated
investment company for federal income tax purposes. Although changes to
the federal income tax laws permit regulated investment companies to invest
up to 25% of their total assets in securities of certain MLPs, such changes still
would not allow us to pursue our objective. Accordingly, we do not intend to
change our federal income tax status as a result of such legislation. Therefore,
the regulated investment company taxation rules have no application to us or
to our stockholders.

Because we are treated as a corporation for federal income tax purposes, our
financial statements reflect deferred tax assets or liabilities according to
generally accepted accounting principles. This differs from many closed-end
funds that are taxed as regulated investment companies under the Internal
Revenue Code. Deferred income taxes reflect (i) taxes on unrealized
gains/(losses), which are attributable to the temporary difference between fair
market value and tax basis, (ii) the net tax effects of temporary differences
between the carrying amounts of assets and liabilities for financial reporting
purposes and the amounts used for income tax purposes and (iii) the net tax
benefit of accumulated net operating losses and capital losses. To the extent
we have a deferred tax asset, consideration is given as to whether or not a
valuation allowance is required. We will periodically assess the need to
establish a valuation allowance for deferred tax assets based on the criterion
established by the Statement of Financial Accounting Standards, Accounting
for Income Taxes (“SFAS” No. 109) that it is more likely than not that some
portion or all of the deferred tax asset will not be realized. Our assessment
considers, among other matters, the nature, frequency and severity of current
and cumulative losses, forecasts of future profitability (which are highly
dependent on future MLP cash distributions), the duration of statutory
carryforward periods and the associated risk that operating loss and capital
loss carryforwards may expire unused. In addition, a substantial change in our
ownership may limit our ability to utilize our loss carryforwards. We will
periodically review the recoverability of deferred tax assets based on the
weight of available evidence. Accordingly, realization of a deferred tax asset
is dependent on whether there will be sufficient taxable income of the
appropriate character within the carryforward periods to realize a portion or
all of the deferred tax benefit. We will accrue deferred federal income tax
liability associated with that portion of MLP distributions considered to be a
tax-deferred return of capital, as well as capital appreciation of our
investments. Upon the sale of an MLP security, we may be liable for
previously deferred taxes, if any. We will rely to some extent on information
provided by the MLPs, which is not necessarily timely, to estimate deferred
tax liability for purposes of financial statement reporting and determining our
NAV. From time to time we will modify our estimates or assumptions
regarding our deferred tax liability as new information becomes available.
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   Federal Income Taxation of MLPs. MLPs are similar to corporations in
many respects, but differ in others, especially in the way they are taxed for
federal income tax purposes. A corporation is a distinct legal entity, separate
from its stockholders and employees and is treated as a separate entity for
federal income tax purposes as well. Like individual taxpayers, a corporation
must pay a federal income tax on its income. To the extent the corporation
distributes its income to its stockholders in the form of dividends, the
stockholders must pay federal income tax on the dividends they receive. For
this reason, it is said that corporate income is double-taxed, or taxed at two
levels.

An MLP that satisfies the Qualifying Income rules described below, and does
not elect otherwise, is treated for federal income tax purposes as a
pass-through entity. No federal income tax is paid at the partnership level. A
partnership’s income is considered earned by all the partners; it is allocated
among all the partners in proportion to their interests in the partnership
(generally as provided in the partnership agreement), and each partner pays
tax on his, her or its share of the partnership’s income. All the other items that
go into determining taxable income and tax owed are passed through to the
partners as well — capital gains and losses, deductions, credits, etc. Partnership
income is thus said to be single-taxed or taxed only at one level — that of the
partner.

The Internal Revenue Code generally requires “publicly traded partnerships” to
be treated as corporations for federal income tax purposes. However, if the
publicly traded partnership satisfies certain requirements and does not elect
otherwise, the publicly traded partnership will be taxed as a partnership for
federal income tax purposes, referred to herein as an MLP. Under these
requirements, an MLP must derive each taxable year at least 90% of its gross
income from Qualifying Income.
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Qualifying Income for MLPs includes interest, dividends, real estate rents,
gain from the sale or disposition of real property, certain income and gain
from commodities or commodity futures, and income and gain from certain
mineral or natural resources activities. Mineral or natural resources activities
that generate Qualifying Income include income and gains from the
exploration, development, mining or production, processing, refining,
transportation (including pipelines transporting gas, oil or products thereof),
or the marketing of any mineral or natural resource (including fertilizer,
geothermal energy, and timber), industrial source carbon dioxide, or
transportation or storage of certain alcohol-based fuels or certain biodiesel
fuels. This means that most MLPs today are in energy, timber, or real estate
related businesses.

Because the MLP itself does not pay federal income tax, its income or loss is
allocated to its investors, irrespective of whether the investors receive any
cash or other payment from the MLP. It is important to note that an MLP
investor is taxed on his share of partnership income whether or not he actually
receives any cash or other property from the partnership. The tax is based not
on money or other property he actually receives, but his proportionate share of
what the partnership earns. However, most MLPs make it a policy to make
quarterly distributions to their partners that will comfortably exceed any
income tax owed. Although they resemble corporate dividends, MLP
distributions are treated differently for federal income tax purposes. The MLP
distribution is treated as a return of capital to the extent of the investor’s basis
in his MLP interest and, to the extent the distribution exceeds the investor’s
basis in the MLP interest, as capital gain. The investor’s original basis is
generally the price paid for the units. The basis is adjusted downward with
each distribution and allocation of deductions (such as depreciation) and
losses, and upwards with each allocation of income and gain.

The partner generally will not be taxed on MLP distributions until (1) he sells
his MLP units and pays tax on his gain, which gain is increased due to the
basis decrease resulting from prior distributions; or (2) his basis reaches zero.
When the units are sold, the difference between the sales price and the
investor’s adjusted basis is the gain or loss for federal income tax purposes.

At tax filing season an MLP investor will receive a Schedule K-1 form
showing the investor’s share of each item of the partnership’s income, gain,
loss, deductions and credits. The investor will use that information to figure
the investor’s taxable income (MLPs generally provide their investors with
material that walks them through all the steps). If there is net income derived
from the MLP, the investor pays federal income tax at his, her or its tax rate.

Because we are a corporation, we, and not our stockholders, will report the
income or loss of the MLPs. Thus, our stockholders will not have to deal with
any Schedules K-1 reporting income and loss items of the MLPs.
Stockholders, instead, will receive a Form 1099 from us.

Federal Income Taxation of U.S. Holders of Common and Preferred Stock
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Federal Income Tax Treatment of U.S. Holders of Common Stock.  Unlike a
holder of a direct interest in MLPs, a stockholder will not include its allocable
share of our income, gains, losses or deductions in computing its own taxable
income. Instead, since we are of the opinion that, under present law, the
common stock will constitute equity, distributions with respect to such shares
(other than distributions in redemption of shares subject to Section 302(b) of
the Internal Revenue Code) will generally constitute dividends to the extent of
our allocable current or accumulated earnings and profits, as calculated for
federal income tax purposes. Generally, a corporation’s earnings and profits
are computed based upon taxable income, with certain specified adjustments.
As explained above, based upon the historic performance of the MLPs, we
anticipate that the distributed cash from the MLPs will exceed our share of the
MLPs’ income and our gain on the sale of MLP interests. Our current earnings
and profits may be increased if our portfolio turnover is increased. Thus, a
reduction in the return of capital portion of the distributions we receive from
the MLPs or an increase in our portfolio turnover may increase our current
earnings and profits and increase the portion of our distributions treated as
dividends as opposed to a tax deferred return of capital. In addition, earnings
and profits are treated generally, for federal income tax purposes, as first
being used to pay distributions on preferred stock, and then to the extent
remaining, if any, to pay distributions on the common stock. Thus, we
anticipate that only a portion of the distributions of DCF will be treated as
dividend income to common stockholders. To the extent that distributions to a
stockholder exceed our current and accumulated earnings and profits, the
stockholder’s basis in shares of stock with respect to which the distribution is
made will be reduced, which may increase the amount of gain realized upon
the sale of such shares. If a stockholder has no further basis in
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its shares, the stockholder will report any excess distributions as capital gain if
the stockholder holds such shares as a capital asset.

Dividends of current or accumulated earnings and profits generally will be
taxable as ordinary income to holders but are expected to be treated as
“qualified dividend income” that is generally subject to reduced rates of federal
income taxation for noncorporate investors and are also expected to be
eligible for the dividends received deduction available to corporate
stockholders under Section 243 of the Internal Revenue Code. Under federal
income tax law, qualified dividend income received by individual and other
noncorporate stockholders is taxed at long-term capital gain rates, which as of
the date of this Statement of Additional Information is variable based on the
stockholder’s taxable income. Qualified dividend income generally includes
dividends from domestic corporations and dividends from
non-U.S. corporations that meet certain criteria. To be treated as qualified
dividend income, the stockholder must hold the shares paying otherwise
qualifying dividend income more than 60 days during the 121-day period
beginning 60 days before the ex-dividend date (or more than 90 days during
the 181-day period beginning 90 days before the ex-dividend date in the case
of certain preferred stock dividends attributable to periods exceeding
366 days). A stockholder’s holding period may be reduced for purposes of this
rule if the stockholder engages in certain risk reduction transactions with
respect to the common or preferred stock.

Corporate holders should be aware that certain limitations apply to the
availability of the dividends received deduction, including limitations on the
aggregate amount of the deduction that may be claimed and limitations based
on the holding period of the shares of common or preferred stock on which
the dividend is paid, which holding period may be reduced if the holder
engages in risk reduction transactions with respect to its shares. Corporate
holders should consult their own tax advisors regarding the application of
these limitations to their particular situation.

If a common stockholder participates in our Automatic Dividend
Reinvestment Plan, such stockholder will be treated as receiving the amount
of the distributions made by the Company, which amount generally will be
either equal to the amount of the cash distribution the stockholder would have
received if the stockholder had elected to receive cash or, for shares issued by
the Company, the fair market value of the shares issued to the stockholder.

Federal Income Tax Treatment of U.S. Holders of Preferred Stock.  Under
present law, we are of the opinion that preferred stock will constitute equity,
and thus distributions with respect to preferred stock (other than distributions
in redemption of preferred stock subject to Section 302(b) of the Internal
Revenue Code) will generally constitute dividends to the extent of our current
or accumulated earnings and profits, as calculated for federal income tax
purposes. Such dividends generally will be taxable as ordinary income to
holders but are expected to be treated as qualified dividend income that is
generally subject to reduced rates of federal income taxation for noncorporate
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investors and are also expected to be eligible for the dividends received
deduction available to corporate stockholders under Section 243 of the
Internal Revenue Code. Please see the discussion above on qualified dividend
income and the dividends received deductions.

Earnings and profits are generally treated, for federal income tax purposes, as
first being used to pay distributions on the preferred stock, and then to the
extent remaining, if any, to pay distributions on the common stock.
Distributions in excess of the Company’s earnings and profits, if any, will first
reduce a stockholder’s adjusted tax basis in his or her preferred stock and, after
the adjusted tax basis is reduced to zero, will constitute capital gains to a
stockholder who holds such shares as a capital asset.

Sale of Shares.  The sale of shares of common or preferred stock by holders
will generally be a taxable transaction for federal income tax purposes.
Holders of shares of stock who sell such shares will generally recognize gain
or loss in an amount equal to the difference between the net proceeds of the
sale and their adjusted tax basis in the shares sold. If the shares are held as a
capital asset at the time of the sale, the gain or loss will generally be a capital
gain or loss. Similarly, a redemption by us (including a redemption resulting
from our liquidation), if any, of all the shares actually and constructively held
by a stockholder generally will give rise to capital gain or loss under
Section 302(b) of the Internal Revenue Code, provided that the redemption
proceeds do not represent declared but unpaid dividends. Other redemptions
may also give rise to capital gain or loss, but certain conditions imposed by
Section 302(b) of the Internal Revenue Code must be satisfied to achieve such
treatment.
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Capital gain or loss will generally be long-term capital gain or loss if the
shares were held for more than one year and will be short-term capital gain or
loss if the disposed shares were held for one year or less. Net long-term
capital gain recognized by a noncorporate U.S. holder generally will be
subject to federal income tax at a lower rate (currently is variable based on the
stockholder’s taxable income) than net short-term capital gain or ordinary
income (as of the date of this Statement of Additional Information a
maximum rate of 39.6%). For corporate holders, capital gain is generally
taxed at the same rate as ordinary income, that is, currently at a maximum rate
of 35%. A holder’s ability to deduct capital losses may be limited.

Losses on sales or other dispositions of shares may be disallowed under “wash
sale” rules in the event of other investments in the Company (including those
made pursuant to reinvestment of dividends) or other substantially identical
stock or securities within a period of 61 days beginning 30 days before and
ending 30 days after a sale or other disposition of shares. In such a case, the
disallowed portion of any loss generally would be included in the U.S. federal
income tax basis of the shares acquired. Stockholders should consult their
own tax advisors regarding their individual circumstances to determine
whether any particular transaction in the Company’s shares is properly treated
as a sale for U.S. federal income tax purposes and the tax treatment of any
gains or losses recognized in such transactions.

Information and Backup Withholding. In general, information reporting will
apply to distributions in respect of stock and the proceeds from the sale,
exchange or other disposition of stock that are paid to a U.S. holder within the
United States (and in certain cases, outside the United States), unless the
holder is an exempt recipient. In addition, we may be required to withhold, for
U.S. federal income tax purposes, such payments payable to stockholders who
fail to provide us with their correct taxpayer identification number, who fail to
make required certifications or who have been notified by the Internal
Revenue Service (“IRS”) that they are subject to backup withholding (or if we
have been so notified). Certain corporate and other stockholders specified in
the Internal Revenue Code and the regulations thereunder are exempt from
backup withholding. Backup withholding is not an additional tax. Any
amounts withheld may be credited against the stockholder’s U.S. federal
income tax liability provided the appropriate information is furnished to the
IRS in a timely manner.

Federal Income Taxation of Non-U.S. Holders of Common and Preferred
Stock

Whether an investment in the shares is appropriate for a Non-U.S. stockholder
will depend on that person’s particular circumstances. An investment in the
shares by a Non-U.S. stockholder may have adverse tax consequences.
Non-U.S. stockholders should consult their tax advisers before investing in
our shares.
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In general, dividend distributions paid by us to a Non-U.S. stockholder are
subject to withholding of U.S. federal income tax at a rate of 30% (or lower
applicable treaty rate). If the distributions are effectively connected with a
U.S. trade or business of the Non-U.S. stockholder (and, if required by an
applicable income tax treaty, are attributable to a permanent establishment
maintained by the Non-U.S. stockholder in the United States), we will not be
required to withhold federal income tax if the Non-U.S. stockholder complies
with applicable certification and disclosure requirements, although the
distributions will be subject to federal income tax at the rates applicable to
U.S. stockholders. Any such effectively connected dividends may, under
certain circumstances, be subject to an additional “branch profits tax” at a 30%
rate or such lower rate as may be specified by an applicable income tax treaty.
(Special certification requirements apply to a Non-U.S. stockholder that is a
foreign partnership or a foreign trust, and such entities are urged to consult
their own tax advisers.)

A Non-U.S. holder generally will not be taxed on any gain recognized on a
disposition of our stock (or warrants or subscription rights to acquire such
stock, as applicable) unless:

●the gain is effectively connected with the Non-U.S. holder’s conduct of a
trade or business in the United States and, if required by an applicable
income tax treaty, is attributable to a permanent establishment maintained
by the Non-U.S. stockholder in the United States; in these cases, the gain
will be taxed on a net income basis at the regular graduated rates and in
the manner applicable to U.S. holders (unless an applicable income tax
treaty provides otherwise) and, under certain circumstances, the “branch
profits tax” described above may also apply;
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● the Non-U.S. holder is an individual who holds our stock (or warrants or
subscription rights, as applicable) as a capital asset, is present in the
United States for more than 182 days in the taxable year of the
disposition and meets other requirements (in which case, except as
otherwise provided by an applicable income tax treaty, the gain, which
may be offset by U.S. source capital losses, generally will be subject to a
flat 30% U.S. federal income tax, even though the Non-U.S. holder is not
considered a resident alien under the Code); or

●we are or have been a “U.S. real property holding corporation” for U.S.
federal income tax purposes at any time during the shorter of the
five-year period ending on the date of disposition or the period that the
Non-U.S. holder held our stock (or warrants or subscription rights, as
applicable).

Generally, a corporation is a “U.S. real property holding corporation” if the fair
market value of its “U.S. real property interests” equals or exceeds 50% of the
sum of the fair market value of its worldwide real property interests plus its
other assets used or held for use in a trade or business. For this purpose, we
generally will be treated as owning our proportionate share of the assets of a
partnership in which we own an equity interest. The determination of whether
we are a U.S. real property holding corporation at any given time will depend
on the mix of our assets and their fair market values at such time, which is
difficult to predict, and it is possible that we will be a U.S. real property
holding corporation.

Provided that our shares were regularly traded on an established securities
market at any time during the calendar year of the disposition, the tax relating
to stock in a U.S. real property holding corporation generally will only apply
to:

 (i)

a Non-U.S. holder whose holdings, direct and indirect, of regularly
traded interests (including warrants or subscription rights to acquire
stock) other than an interest solely as a creditor at any time during the
applicable period, constituted more than 5% of such class of interests,
or

(ii)a Non-U.S. holder who owns non-regularly traded interests (including
warrants or subscription rights to acquire stock) other than solely as a
creditor with a fair market value greater than the fair market value of
5% of the regularly traded class of stock with the lowest fair market
value, generally determined upon acquisition of such interests
(Non-U.S. holders who do not satisfy (i) and (ii), a "Non-5% holder").

Our common shares are listed on the NYSE. Although not free from doubt,
our common shares should be considered to be regularly traded on an
established securities market for any calendar quarter during which they are
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regularly quoted on the NYSE by brokers or dealers that hold themselves out
to buy or sell our common shares at the quoted price.

If our shares were not considered to be regularly traded on an established
securities market at any time during the applicable calendar year, then a
Non-5% holder would be taxed for U.S. federal income tax purposes on any
gain realized on the disposition of our shares on a net income basis as if the
gain were effectively connected with the conduct of a U.S. trade or business
by the Non-5% holder during the taxable year and, in such case, the person
acquiring from a Non-5% holder generally would have to withhold 10% of the
amount of the proceeds of the disposition. Such withholding may be reduced
or eliminated pursuant to a withholding certificate issued by the Service in
accordance with applicable U.S. Treasury regulations. We urge all Non-U.S.
holders to consult their own tax advisers regarding the application of these
rules to them.

A Non-U.S. holder who is a non-resident alien individual, and who is
otherwise subject to withholding of federal income tax, may be subject to
information reporting and backup withholding of federal income tax on
dividends unless the Non-U.S. stockholder provides us or the dividend paying
agent with an IRS Form W-8BEN (or an acceptable substitute or successor
form) or otherwise meets documentary evidence requirements for establishing
that it is a Non-U.S. stockholder or otherwise establishes an exemption from
backup withholding.

Our shares that are owned or treated as owned by an individual who is not a
U.S. citizen or resident of the United States (as specially defined for U.S.
federal estate tax purposes) at the time of death will be included in the
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individual’s gross estate for U.S. federal estate tax purposes, unless an
applicable estate tax or other treaty provides otherwise and, therefore, may be
subject to U.S. federal estate tax.

Non-U.S. persons should consult their own tax advisers with respect to the
United States federal income tax and withholding tax, and state, local and
foreign tax consequences of an investment in the shares.

Investment by Tax-Exempt Investors and Regulated Investment
Companies.  Employee benefit plans, other tax-exempt organizations and
regulated investment companies may want to invest in our securities.
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
(“UBTI”). Because we are a corporation for federal income tax purposes, an
owner of shares of common or preferred stock will not report on its federal
income tax return any of our items of income, gain, loss and deduction.
Therefore, a tax-exempt investor generally will not have UBTI attributable to
its ownership or sale of our common or preferred stock unless its ownership
of the stock is debt-financed. In general, stock would be debt-financed if the
tax-exempt owner of stock incurs debt to acquire the stock or otherwise incurs
or maintains debt that would not have been incurred or maintained if the stock
had not been acquired.

For federal income tax purposes, a regulated investment company or “mutual
fund,” may not have more than 25% of the value of its total assets, at the close
of any quarter, invested in the securities of one or more qualified publicly
traded partnerships, which will include most MLPs. Shares of our common
stock are not securities of a qualified publicly traded partnership and will not
be treated as such for purposes of calculating the limitation imposed upon
regulated investment companies.

Backup Withholding.  We may be required to withhold, for U.S. federal
income tax purposes, a portion of all distributions (including redemption
proceeds) payable to stockholders who fail to provide us with their correct
taxpayer identification number, who fail to make required certifications or
who have been notified by the Internal Revenue Service (“IRS”) that they are
subject to backup withholding (or if we have been so notified). Certain
corporate and other stockholders specified in the Internal Revenue Code and
the regulations thereunder are exempt from backup withholding. Backup
withholding is not an additional tax. Any amounts withheld may be credited
against the stockholder’s U.S. federal income tax liability provided the
appropriate information is furnished to the IRS in a timely manner.

Other Taxation.  Foreign stockholders, including stockholders who are
nonresident alien individuals, may be subject to U.S. withholding tax on
certain distributions at a rate of 30% or such lower rates as may be prescribed
by any applicable treaty. Our distributions also may be subject to state and
local taxes.
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Federal Income Taxation of Debt Securities

Federal Income Tax Treatment of Holders of Debt Securities.  Under present
law, we are of the opinion that the debt securities will constitute indebtedness
of the Company for federal income tax purposes, which the discussion below
assumes. We intend to treat all payments made with respect to the debt
securities consistent with this characterization.

Taxation of Interest.  Payments or accruals of interest on debt securities
generally will be taxable to you as ordinary interest income at the time such
interest is received (actually or constructively) or accrued, in accordance with
your regular method of accounting for federal income tax purposes.

Purchase, Sale and Redemption of Debt Securities.  Initially, your tax basis in
debt securities acquired generally will be equal to your cost to acquire such
debt securities. This basis will increase by the amounts, if any, that you
include in income under the rules governing market discount, and will
decrease by the amount of any amortized premium on such debt securities, as
discussed below. When you sell or exchange any of your debt securities, or if
any of your debt securities are redeemed, you generally will recognize gain or
loss equal to the difference between the amount you realize on the transaction
(less any accrued and unpaid interest, which will be subject to federal income
tax as interest in the manner described above) and your tax basis in the debt
securities relinquished.
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Except as discussed below with respect to market discount, the gain or loss
that you recognize on the sale, exchange or redemption of any of your debt
securities generally will be capital gain or loss. Such gain or loss will
generally be long-term capital gain or loss if the disposed debt securities were
held for more than one year and will be short-term capital gain or loss if the
disposed debt securities were held for one year or less. Net long-term capital
gain recognized by a noncorporate U.S. holder generally will be subject to
federal income tax at a lower rate (as of the date of this Statement of
Additional Information is variable based on the holder’s taxable income) than
net short-term capital gain or ordinary income (as of the date of this Statement
of Additional Information a maximum rate of 39.6%). For corporate holders,
capital gain is generally taxed for federal income tax purposes at the same rate
as ordinary income, that is, as of the date of this Statement of Additional
Information at a maximum rate of 35%. A holder’s ability to deduct capital
losses may be limited.

Amortizable Premium.  If you purchase debt securities at a cost greater than
their stated principal amount, plus accrued interest, you will be considered to
have purchased the debt securities at a premium, and you generally may elect
to amortize this premium as an offset to interest income, using a constant
yield method, over the remaining term of the debt securities. If you make the
election to amortize the premium, it generally will apply to all debt
instruments that you hold at the beginning of the first taxable year to which
the election applies, as well as any debt instruments that you subsequently
acquire. In addition, you may not revoke the election without the consent of
the IRS. If you elect to amortize the premium, you will be required to reduce
your tax basis in the debt securities by the amount of the premium amortized
during your holding period. If you do not elect to amortize premium, the
amount of premium will be included in your tax basis in the debt securities.
Therefore, if you do not elect to amortize the premium and you hold the debt
securities to maturity, you generally will be required to treat the premium as a
capital loss when the debt securities are redeemed.

Market Discount.  If you purchase debt securities at a price that reflects a
“market discount,” any principal payments on or any gain that you realize on the
disposition of the debt securities generally will be treated as ordinary interest
income to the extent of the market discount that accrued on the debt securities
during the time you held such debt securities. “Market discount” is defined
under the Internal Revenue Code as, in general, the excess of the stated
redemption price at maturity over the purchase price of the debt security,
except that if the market discount is less than 0.25% of the stated redemption
price at maturity multiplied by the number of complete years to maturity, the
market discount is considered to be zero. In addition, you may be required to
defer the deduction of all or a portion of any interest paid on any indebtedness
that you incurred or continued to purchase or carry the debt securities that
were acquired at a market discount. In general, market discount will be treated
as accruing ratably over the term of the debt securities, or, at your election,
under a constant yield method.
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You may elect to include market discount in gross income currently as it
accrues (on either a ratable or constant yield basis), in lieu of treating a
portion of any gain realized on a sale of the debt securities as ordinary
income. If you elect to include market discount on a current basis, the interest
deduction deferral rule described above will not apply and you will increase
your basis in the debt security by the amount of market discount you include
in gross income. If you do make such an election, it will apply to all market
discount debt instruments that you acquire on or after the first day of the first
taxable year to which the election applies. This election may not be revoked
without the consent of the IRS.

Information Reporting and Backup Withholding.  In general, information
reporting requirements will apply to payments of principal, interest, and
premium, if any, paid on debt securities and to the proceeds of the sale of debt
securities paid to U.S. holders other than certain exempt recipients (such as
certain corporations). Information reporting generally will apply to payments
of interest on the debt securities to non-U.S. Holders (as defined below) and
the amount of tax, if any, withheld with respect to such payments. Copies of
the information returns reporting such interest payments and any withholding
may also be made available to the tax authorities in the country in which the
non-U.S. Holder resides under the provisions of an applicable income tax
treaty. In addition, for non-U.S. Holders, information reporting will apply to
the proceeds of the sale of debt securities within the United States or
conducted through United States-related financial intermediaries unless the
certification requirements described below have been complied with and the
statement described below in “Taxation of Non-U.S. Holders” has been received
(and the payor does not have actual knowledge or reason to know that the
holder is a United States person) or the holder otherwise establishes an
exemption.
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We may be required to withhold, for U.S. federal income tax purposes, a
portion of all payments (including redemption proceeds) payable to holders of
debt securities who fail to provide us with their correct taxpayer identification
number, who fail to make required certifications or who have been notified by
the IRS that they are subject to backup withholding (or if we have been so
notified). Certain corporate and other shareholders specified in the Internal
Revenue Code and the regulations thereunder are exempt from backup
withholding. Backup withholding is not an additional tax. Any amounts
withheld may be credited against the holder’s U.S. federal income tax liability
provided the appropriate information is furnished to the IRS. If you are a
non-U.S. Holder, you may have to comply with certification procedures to
establish your non-U.S. status in order to avoid backup withholding tax
requirements. The certification procedures required to claim the exemption
from withholding tax on interest income described below will satisfy these
requirements.

Taxation of Non-U.S. Holders.  If you are a non-resident alien individual or a
foreign corporation (a “non-U.S. Holder”), the payment of interest on the debt
securities generally will be considered “portfolio interest” and thus generally
will be exempt from U.S. federal withholding tax. This exemption will apply
to you provided that (1) interest paid on the debt securities is not effectively
connected with your conduct of a trade or business in the United States,
(2) you are not a bank whose receipt of interest on the debt securities is
described in Section 881(c)(3)(A) of the Code, (3) you do not actually or
constructively own 10 percent or more of the combined voting power of all
classes of the Company’s stock entitled to vote, (4) you are not a controlled
foreign corporation that is related, directly or indirectly, to the Company
through stock ownership, and (5) you satisfy the certification requirements
described below.

To satisfy the certification requirements, either (1) the holder of any debt
securities must certify, under penalties of perjury, that such holder is a
non-U.S. person and must provide such owner’s name, address and taxpayer
identification number, if any, on IRS Form W-8BEN, or (2) a securities
clearing organization, bank or other financial institution that holds customer
securities in the ordinary course of its trade or business and holds the debt
securities on behalf of the holder thereof must certify, under penalties of
perjury, that it has received a valid and properly executed IRS Form W-8BEN
from the beneficial holder and comply with certain other requirements.
Special certification rules apply for debt securities held by a foreign
partnership and other intermediaries.

Interest on debt securities received by a non-U.S. Holder that is not excluded
from U.S. federal withholding tax under the portfolio interest exemption as
described above generally will be subject to withholding at a 30% rate, except
where (1) the interest is effectively connected with the conduct of a U.S. trade
or business, in which case the interest will generally be subject to U.S. income
tax on a net basis as applicable to U.S. holders generally or (2) a
non-U.S. Holder can claim the benefits of an applicable income tax treaty to
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reduce or eliminate such withholding tax. To claim the benefit of an income
tax treaty or to claim an exemption from withholding because the interest is
effectively connected with a U.S. trade or business, a non-U.S. Holder must
timely provide the appropriate, properly executed IRS forms. These forms
may be required to be periodically updated. Also, a non-U.S. Holder who is
claiming the benefits of an income tax treaty may be required to obtain a
U.S. taxpayer identification number and to provide certain documentary
evidence issued by foreign governmental authorities to prove residence in the
foreign country.

Any capital gain that a non-U.S. Holder realizes on a sale, exchange or other
disposition of debt securities generally will be exempt from U.S. federal
income tax, including withholding tax. This exemption generally will not
apply to you if your gain is effectively connected with your conduct of a trade
or business in the U.S. or you are an individual holder and are present in the
U.S. for a period or periods aggregating 183 days or more in the taxable year
of the disposition.

Additional Considerations

Medicare Tax.   For taxable years beginning after December 31, 2012, a 3.8
percent tax will generally be imposed on the net investment income of certain
individuals with a modified adjusted gross income of over $200,000
($250,000 in the case of joint filers) and on the undistributed net investment
income of certain estates and trusts. For these purposes, “net investment
income” will generally include interest (including interest on our debt
securities), dividends (including dividends paid with respect to our stock),
annuities, royalties, rent, net gain attributable to the disposition of property
not held in a trade or business (including net gain from the sale, exchange
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or other taxable disposition of shares of our stock) and certain other income,
but will be reduced by any deductions properly allocable to such income or
net gain.
FATCA Withholding.  Beginning with payments made after December 31,
2012, recently enacted legislation would generally impose a 30% withholding
tax on dividends and interest paid with respect to our stock and debt securities
and the gross proceeds from a disposition of our stock and debt securities paid
to (i) a foreign financial institution (as defined in Section 1471(d)(4) of the
Code) unless the foreign financial institution enters into an agreement with the
U.S. Treasury Department to collect and disclose information regarding its
U.S. account holders (including certain account holders that are foreign
entities that have U.S. owners) and satisfies certain other requirements, and
(ii) certain other non-U.S. entities unless the entity provides the payor with
certain information regarding direct and indirect U.S. owners of the entity, or
certifies that it has no such U.S. owners, and complies with certain other
requirements. The Internal Revenue Service recently announced that such
withholding requirements will be implemented pursuant to regulations and
withholding obligations will not be imposed on payments made prior to
January 1, 2014.  You are encouraged to consult with your own tax advisor
regarding the possible implications of this recently enacted legislation on your
investment in our common stock.

The foregoing is a general and abbreviated summary of the provisions of the
Code and the treasury regulations in effect as they directly govern the taxation
of the Company and its security holders. These provisions are subject to
change by legislative and administrative action, and any such change may be
retroactive.  Security holders (and prospective holders) are urged to consult
their tax advisers regarding specific questions as to U.S. federal, foreign, state,
local income or other taxes.

PROXY VOTING POLICIES

We and our Adviser have adopted proxy voting policies and procedures
(“Proxy Policy”), which they believe are reasonably designed to ensure that
proxies are voted in our best interests and the best interests of our
stockholders. Subject to the oversight of the Board of Directors, the Board has
delegated responsibility for implementing the Proxy Policy to our Adviser.
Because of the unique nature of MLPs in which we primarily invest, our
Adviser will evaluate each proxy on a case-by-case basis. Because proxies of
MLPs are expected to relate only to extraordinary measures, we do not
believe that it is prudent to adopt pre-established voting guidelines.

In the event requests for proxies are received with respect to the voting of
equity securities other than MLP equity units, on routine matters, such as
election of directors or approval of auditors, the proxies usually will be voted
with management unless our Adviser determines that it has a conflict or our
Adviser determines that there are other reasons not to vote with management.
On non-routine matters, such as amendments to governing instruments,
proposals relating to compensation and stock option and equity compensation
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plans, corporate governance proposals and stockholder proposals, our Adviser
will vote, or abstain from voting if deemed appropriate, on a case by case
basis in a manner that it believes to be in the best economic interest of our
stockholders. In the event requests for proxies are received with respect to
debt securities, our Adviser will vote on a case by case basis in a manner that
it believes to be in the best economic interest of our stockholders.

The Chief Executive Officer is responsible for monitoring our actions and
ensuring that: (1) proxies are received and forwarded to the appropriate
decision makers; and (2) proxies are voted in a timely manner upon receipt of
voting instructions. We are not responsible for voting proxies that we do not
receive, but will make reasonable efforts to obtain missing proxies. The Chief
Executive Officer will implement procedures to identify and monitor potential
conflicts of interest that could affect the proxy voting process, including: (1)
significant client relationships; (2) other potential material business
relationships; and (3) material personal and family relationships. All decisions
regarding proxy voting will be determined by the Investment Committee of
our Adviser, or a manager of our Adviser designated by the Investment
Committee, and will be executed by the Chief Executive Officer or, if the
proxy may be voted electronically, electronically voted by the Chief
Executive Officer or his designee. Every effort will be made to consult with
the portfolio manager and/or analyst covering the security. We may determine
not to vote a particular proxy, if the costs and burdens exceed the benefits of
voting (e.g., when securities are subject to loan or to share blocking
restrictions).

If a request for proxy presents a conflict of interest between our stockholders,
on the one hand, and our Adviser, the principal underwriters, or any affiliated
persons of ours, on the other hand, our management may: (1)
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disclose the potential conflict to the Board of Directors and obtain consent; or
(2) establish an ethical wall or other informational barrier between the persons
involved in the conflict and the persons making the voting decisions

Information regarding how we voted proxies for the twelve-month period
ended June 30, 2012, is available without charge by calling us at (866)
362-9331. You may also access this information on the SEC’s website at
http://www.sec.gov. Our Adviser’s website at http://www.tortoiseadvisors.com
provides a link to all of our reports filed with the SEC.

INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

Ernst & Young LLP, 1200 Main Street, Kansas City, Missouri, serves as our
independent registered public accounting firm. Ernst & Young provides audit
and audit-related services, and tax return preparation and assistance and
consultation to us in connection with review of our filings with the SEC.

ADMINISTRATOR, FUND ACCOUNTANT AND CUSTODIAN

U.S. Bancorp Fund Services, LLC, 615 East Michigan Street, Milwaukee,
Wisconsin 53202, serves as our fund accountant and administrator and
provides certain back-office support such as oversight and supervision of the
payment of expenses and preparation of financial statements and related
schedules. We pay the administrator a monthly fee computed at an annual rate
of 0.04% of the first $1 billion of our assets, 0.01% on the next $500 million
of our assets and 0.005% on the balance of our assets.  For the fiscal years
ended November 30, 2010, November 30, 2011 and November 30, 2012, we
paid $171,259, $537,062 and $540,933, respectively, for internal accounting
and administration services.

U.S. Bank National Association, 1555 N. River Center Dr., Milwaukee,
Wisconsin 53212, serves as our custodian.  We pay the custodian a monthly
fee computed at an annual rate of 0.004% of the average daily market value of
the Company’s portfolio assets, plus portfolio transaction fees.

ADDITIONAL INFORMATION

A Registration Statement on Form N-2, including amendments thereto,
relating to the common stock, preferred stock and debt securities offered
hereby, has been filed by us with the SEC. The prospectus and this statement
of additional information do not contain all of the information set forth in the
Registration Statement, including any exhibits and schedules thereto. Please
refer to the Registration Statement for further information with respect to us
and the offering of our securities. Statements contained in the prospectus,
prospectus supplement and this statement of additional information as to the
contents of any contract or other document referred to are not necessarily
complete and in each instance reference is made to the copy of such contract
or other document filed as an exhibit to a Registration Statement, each such
statement being qualified in all respects by such reference. Copies of the
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Registration Statement may be inspected without charge at the SEC’s principal
office in Washington, D.C., and copies of all or any part thereof may be
obtained from the SEC upon the payment of certain fees prescribed by the
SEC.

FINANCIAL STATEMENTS

Our 2012 Annual Report, which contains our audited financial statements as
of November 30, 2012 and for the year then ended, notes thereto, and other
information about us is incorporated by reference into, and shall accompany,
this Statement of Additional Information.

Our 2012 Annual Report includes supplemental financial information which
presents selected ratios as a percentage of our total investment portfolio and a
calculation of our distributable cash flow (“DCF”) and related information. You
may request a free copy of our annual, semi-annual and quarterly reports, or
make other requests for information about us, by calling toll-free
1-866-362-9331, or by writing to us at 11550 Ash Street, Suite 300, Leawood,
Kansas 66211. These documents are also available on the SEC’s EDGAR
system and can be inspected and copied for a fee at the SEC’s public reference
room, 100 F Street, N.E., Room 1580, Washington, D.C.
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Additional information about the operation of the public reference room
facilities may be obtained by calling the SEC at (202) 551-5850.
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APPENDIX A — RATING OF INVESTMENTS

MOODY’S INVESTORS SERVICE, INC.

Moody’s long-term obligation ratings are opinions of the relative credit risk of
financial obligations with an original maturity of one year or more. They
address the possibility that a financial obligation will not be honored as
promised. Such ratings reflect both the likelihood of default and any financial
loss suffered in the event of default.

“Aaa” Obligations rated Aaa are judged to be of the highest quality, with
minimal credit risk.

“Aa” Obligations rated Aa are judged to be of high quality and are subject to
very low credit risk.

“A” Obligations rated A are considered upper-medium grade and are subject to
low credit risk.

“Baa” Obligations rated Baa are subject to moderate credit risk. They are
considered medium-grade and as such may possess certain speculative
characteristics.

“Ba” Obligations rated Ba are judged to have speculative elements and are
subject to substantial credit risk.

“B” Obligations rated B are considered speculative and are subject to high credit
risk.

“Caa” Obligations rated Caa are judged to be of poor standing and are subject to
very high credit risk.

“Ca” Obligations rated Ca are highly speculative and are likely in, or very near,
default, with some prospect of recovery of principal and interest.

“C” Obligations rated C are the lowest rated class and are typically in default,
with little prospect for recovery of principal and interest.

Note: Moody’s appends numerical modifiers 1, 2, and 3 to each generic rating
classification from Aa through Caa. The modifier 1 indicates that the
obligation ranks in the higher end of its generic rating category; the modifier 2
indicates a mid-range ranking; and the modifier 3 indicates a ranking in the
lower end of that generic rating category.

FITCH RATINGS

A brief description of the applicable Fitch Ratings (“Fitch”) ratings symbols and
meanings (as published by Fitch) follows:
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AAA: Highest credit quality.
'AAA' ratings denote the lowest expectation of default risk. They are assigned
only in cases of exceptionally strong capacity for payment of financial
commitments. This capacity is highly unlikely to be adversely affected by
foreseeable events.

AA: Very high credit quality.
'AA’ ratings denote expectations of very low default risk. They indicate very
strong capacity for payment of financial commitments. This capacity is not
significantly vulnerable to foreseeable events.

A: High credit quality.
'A' ratings denote expectations of low default risk. The capacity for payment
of financial commitments is considered strong. This capacity may,
nevertheless, be more vulnerable to adverse business or economic conditions
than is the case for higher ratings.
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BBB: Good credit quality.
'BBB' ratings indicate that expectations of default risk are currently low. The
capacity for payment of financial commitments is considered adequate but
adverse business or economic conditions are more likely to impair this
capacity.

BB: Speculative.
'BB' ratings indicate an elevated vulnerability to default risk, particularly in
the event of adverse changes in business or economic conditions over time;
however, business or financial flexibility exists which supports the servicing
of financial commitments.

B: Highly speculative.
'B' ratings indicate that material default risk is present, but a limited margin of
safety remains. Financial commitments are currently being met; however,
capacity for continued payment is vulnerable to deterioration in the business
and economic environment.

CCC: Substantial credit risk.
Default is a real possibility.

CC: Very high levels of credit risk.
Default of some kind appears probable.

C: Exceptionally high levels of credit risk
Default is imminent or inevitable, or the issuer is in standstill. Conditions that
are indicative of a 'C' category rating for an issuer include:
a. the issuer has entered into a grace or cure period following non-payment of
a material financial obligation;

b.   the issuer has entered into a temporary negotiated waiver or standstill
agreement following a payment default on a material financial obligation;
or

c.Fitch Ratings otherwise believes a condition of 'RD' or 'D' to be imminent or
inevitable, including through the formal announcement of a distressed debt
exchange.

RD: Restricted default.
`RD' ratings indicate an issuer that in Fitch Ratings' opinion has experienced
an uncured payment default on a bond, loan or other material financial
obligation but which has not entered into bankruptcy filings, administration,
receivership, liquidation or other formal winding-up procedure, and which has
not otherwise ceased operating. This would include:
a.  the selective payment default on a specific class or currency of debt;
b.  the uncured expiry of any applicable grace period, cure period or default
forbearance period following a payment
     default on a bank loan, capital markets security or other material financial
obligation;
c.  the extension of multiple waivers or forbearance periods upon a payment
default on one or more material
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     financial
     obligations, either in series or in parallel; or
d.  execution of a distressed debt exchange on one or more material financial
obligations.

D: Default.
'D' ratings indicate an issuer that in Fitch Ratings' opinion has entered into
bankruptcy filings, administration,
receivership, liquidation or other formal winding-up procedure, or which has
otherwise ceased business.

STANDARD & POOR’S CORPORATION

A brief description of the applicable Standard & Poor’s Corporation, a division
of The McGraw-Hill Companies (“Standard & Poor’s” or “S&P”), rating symbols
and their meanings (as published by S&P) follows:

A Standard & Poor’s issue credit rating is a current opinion of the
creditworthiness of an obligor with respect to a specific financial obligation, a
specific class of financial obligations, or a specific financial program
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(including ratings on medium term note programs and commercial paper
programs). It takes into consideration the creditworthiness of guarantors,
insurers, or other forms of credit enhancement on the obligation. The issue
credit rating is not a recommendation to purchase, sell, or hold a financial
obligation, inasmuch as it does not comment as to market price or suitability
for a particular investor.

Issue credit ratings are based on current information furnished by the obligors
or obtained by Standard & Poor’s from other sources it considers reliable.
Standard & Poor’s does not perform an audit in connection with any credit
rating and may, on occasion, rely on unaudited financial information. Credit
ratings may be changed, suspended, or withdrawn as a result of changes in, or
unavailability of, such information, or based on other circumstances.

Issue credit ratings can be either long-term or short-term. Short-term ratings
are generally assigned to those obligations considered short-term in the
relevant market. In the U.S., for example, that means obligations with an
original maturity of no more than 365 days — including commercial paper.

Short-term ratings are also used to indicate the creditworthiness of an obligor
with respect to put features on long-term obligations. The result is a dual
rating, in which the short-term ratings address the put feature, in addition to
the usual long-term rating. Medium-term notes are assigned long-term ratings.

Long-Term Issue Credit Ratings

Issue credit ratings are based in varying degrees, on the following
considerations:

1.           Likelihood of payment — capacity and willingness of the obligor to
meet its financial commitment on an obligation in accordance with the terms
of the obligation;

2.           Nature of and provisions of the obligation; and

3.           Protection afforded by, and relative position of, the obligation in the
event of bankruptcy, reorganization, or other arrangement under the laws of
bankruptcy and other laws affecting creditors’ rights. The issue ratings
definitions are an assessment of default risk, but may incorporate an
assessment of relative seniority or ultimate recovery in the event of default.
As such, they pertain to senior obligations of an entity. Junior obligations are
typically rated lower than senior obligations, to reflect the lower priority in
bankruptcy, as noted above.

“AAA” — An obligation rated ‘AAA’ has the highest rating assigned by Standard &
Poor’s. The obligor’s capacity to meet its financial commitment on the
obligation is extremely strong.
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“AA” — An obligation rated ‘AA’ differs from the highest-rated obligations only in
small degree. The obligor’s capacity to meet its financial commitment on the
obligation is very strong.

“A” — An obligation rated ‘A’ is somewhat more susceptible to the adverse effects
of changes in circumstances and economic conditions than obligations in
higher-rated categories. However, the obligor’s capacity to meet its financial
commitment on the obligation is still strong.

“BBB” — An obligation rated ‘BBB’ exhibits adequate protection parameters.
However, adverse economic conditions or changing circumstances are more
likely to lead to a weakened capacity of the obligor to meet its financial
commitment on the obligation.

BB, B, CCC, CC, AND C — Obligations rated ‘BB’, ‘B’, ‘CCC’, ‘CC’, and ‘C’ are
regarded as having significant speculative characteristics. ‘BB’ indicates the
least degree of speculation and ‘C’ the highest. While such obligations will
likely have some quality and protective characteristics, these may be
outweighed by large uncertainties or major exposures to adverse conditions.

“BB” — An obligation rated ‘BB’ is less vulnerable in the near-term to nonpayment
than other speculative issues. However, it faces major ongoing uncertainties
or exposure to adverse business, financial, or economic conditions, which
could lead to the obligor’s inadequate capacity to meet its financial
commitment on the obligation.
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“B” — An obligation rated ‘B’ is more vulnerable to nonpayment than obligations
rated ‘BB’, but the obligor currently has the capacity to meet its financial
commitment on the obligation. Adverse business, financial, or economic
conditions will likely impair the obligor’s capacity or willingness to meet its
financial commitment on the obligation.

“CCC” — An obligation rated ‘CCC’ is currently vulnerable to nonpayment and is
dependent upon favorable business, financial, and economic conditions for the
obligor to meet its financial commitment on the obligation. In the event of
adverse business, financial, or economic conditions, the obligor is not likely
to have the capacity to meet its financial commitment on the obligation.

“CC” — An obligation rated ‘CC’ is currently highly vulnerable to nonpayment.

“C” — The ‘C’ rating is assigned to obligations that are currently highly vulnerable
to nonpayment, obligations that have payment arreages allowed by the terms
of the documents, or obligations of an issuer that is the subject of a
bankruptcy petition or similar action which have not experienced a payment
default.

“D” — An obligation rated ‘D’ is in payment default. The ‘D’ rating category is used
when payments on an obligation are not made on the date due even if the
applicable grace period has not expired, unless Standard & Poor’s believes that
such payments will be made during such grace period. The ‘D’ rating also will
be used upon the filing of a bankruptcy petition or the taking of a similar
action if payments on an obligation are jeopardized.

“+/-” — Plus (+) or minus (-). The ratings from ‘AA’ to ‘CCC’ may be modified by
the addition of a plus or minus sign to show relative standing within the major
rating categories.

N.R. — Not rated.

Debt obligations of issuers outside the United States and its territories are
rated on the same basis as domestic corporate and municipal issues. The
ratings measure the creditworthiness of the obligor but do not take into
account currency exchange and related uncertainties.

Bond Investment Quality Standards

Under present commercial bank regulations issued by the Comptroller of the
Currency, bonds rated in the top four categories (‘AAA’, ‘AA’, ‘A’, ‘BBB’,
commonly known as investment-grade ratings) generally are regarded as
eligible for bank investment.

Also, the laws of various states governing legal investments impose certain
rating or other standards for obligations eligible for investment by savings
banks, trust companies, insurance companies, and fiduciaries in general.
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Tortoise MLP Fund, Inc.

STATEMENT OF ADDITIONAL INFORMATION

_________, 2013
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Part C — Other Information

Item 25.  Financial Statements and Exhibits

1.      Financial Statements:

The Registrant’s audited financial statements dated November 30, 2012, notes
to the financial statements and report of independent public accountants
thereon, are incorporated by reference into Part B: Statement of Additional
Information.

2.      Exhibits:

Exhibit
No.

Description of Document

a.1. Articles of Amendment and Restatement1

a.2. Articles Supplementary relating to Mandatory
Redeemable Preferred shares3

b. Amended and Restated Bylaws6

c. Inapplicable

d.1. Form of Stock Certificate1

d.2. Form of Preferred Stock Certificate3

d.3. Form of Fixed Rate Note3

d.4. Form of Floating Rate Note3

e. Dividend Reinvestment Plan1

f. Inapplicable

g.1. Investment Advisory Agreement with Tortoise Capital
Advisors, L.L.C. dated June 18, 20103

g.2. Investment Advisory Agreement with Tortoise Capital
Advisors, L.L.C. dated July 27, 20102

g.3. Fee Waiver Agreement with Tortoise Capital Advisors,
L.L.C. dated July 27, 20125

h.1. Form of Underwriting Agreement**
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h.2. Controlled Equity Offering Sales Agreement4

i. Inapplicable

j. Form of Custody Agreement1

k.1. Form of Transfer Agency and Service Agreement1

k.2. Form of Administration Servicing Agreement1

k.3. Form of Fund Accounting Services Agreement1

k.4 Credit Agreement dated September 24, 20103

k.5 Amendment No. 1 to Credit Agreement dated
September 24, 20103

k.6 Amendment No. 2 to Credit Agreement dated
September 24, 20103

k.7 Amendment No. 3 to Credit Agreement dated September
24, 20104

k.8 Amendment No. 4 to Credit Agreement dated September
24, 20104

k.9. Master Note Purchase Agreement dated October 7,
20103

k.10. Securities Purchase Agreement dated October 7, 20103

k.11. Note Purchase Agreement dated May 12, 20113

C-1
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l. Opinion of Venable LLP4

m. Inapplicable

n. Consent of Independent Registered
Public Accounting Firm6

o. Inapplicable

p. Subscription Agreement dated May 3,
20101

q. Inapplicable

r.1. Code of Ethics of the Registrant1

r.2. Code of Ethics of the Tortoise Capital
Advisors, L.L.C.1

s. Power of Attorney1
____________________________
(1)Incorporated by reference to Pre-Effective Amendment No. 4 to the

Registrant’s Registration Statement on Form N-2, filed June 28, 2010 (File
Nos. 333-166278 and 811-22409).

(2)Incorporated by reference to Amendment No. 9 to the
Registrant’s Registration Statement on Form N-2, filed July 28,
2010 (File Nos. 333-166278 and 811-22409).

(3)Incorporated by reference to Registrant’s Registration
Statement on Form N-2, filed August 3, 2011 (File Nos.
333-176010 and 811-22409).

(4)Incorporated by reference to Post-Effective Amendment No. 1
to Registrant’s Registration Statement on Form N-2, filed July
27, 2012 (File Nos. 333-176010 and 811-22409).

(5)Incorporated by referenced to Post-Effective Amendment No.
2 to Registrant’s Registration Statement on Form N-2, filed
October 26, 2012 (File Nos. 333-176010 and 811-22409)

(6)Incorporated by reference to Post-Effective Amendment No. 3
to Registrant’s Registration Statement on Form N-2 filed on
February 8, 2013 (File Nos. 333-176010 and 811-22409)

Item 26.  Marketing Arrangements

The information contained under the heading “Plan of Distribution” in the
prospectus is incorporated herein by reference, and information concerning
the underwriter or placement agent will be contained in the accompanying
prospectus supplement.
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Item 27.  Other Expenses and Distribution

The following table sets forth the estimated expenses to be incurred in
connection with all potential offerings described in this Registration
Statement:

Securities and Exchange Commission fees $47,740
Directors’ fees and expenses $6,500
Accounting fees and expenses $203,000
Legal fees and expenses $115,000
Printing expenses $108,000
NYSE listing fees $80,000
Rating Agency fees $35,000
FINRA fees $10,000
Miscellaneous $25,000

Total $630,240*

*  These expenses will be borne by the Fund unless otherwise specified in a
prospectus supplement.
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Item 28.  Persons Controlled by or Under Common Control

None.

Item 29.  Number of Holders of Securities

As of February 28, 2013, the number of record holders of each class of
securities of the Registrant was:

Title of Class

Number
of

Record
Holders

Common Stock ($0.001 par value) 7
Preferred Stock (Liquidation Preference $25.00 per
share)

3

Senior Debt ($255,000,000 aggregate principal
amount)

22

Item 30.  Indemnification

Maryland law permits a Maryland corporation to include in its charter a
provision limiting the liability of its directors and officers to the corporation
and its stockholders for money damages except for liability resulting from
(a) actual receipt of an improper benefit or profit in money, property or
services or (b) active and deliberate dishonesty which is established by a final
judgment as being material to the cause of action. The Charter contains such a
provision which eliminates directors’ and officers’ liability to the maximum
extent permitted by Maryland law and the 1940 Act.

The Charter authorizes the Registrant, to the maximum extent permitted by
Maryland law and the 1940 Act, to obligate itself to indemnify any present or
former director or officer or any individual who, while a director or officer of
the Registrant and at the request of the Registrant, serves or has served
another corporation, real estate investment trust, partnership, joint venture,
trust, employee benefit plan, limited liability company or other enterprise as a
director, officer, partner, member manager or trustee, from and against any
claim or liability to which that person may become subject or which that
person may incur by reason of his or her service in any such capacity and to
pay or reimburse his or her reasonable expenses in advance of final
disposition of a proceeding. The Bylaws obligate the Registrant, to the
maximum extent permitted by Maryland law and the 1940 Act, to indemnify
any present or former director or officer or any individual who, while a
director of the Registrant and at the request of the Registrant, serves or has
served another corporation, real estate investment trust, partnership, joint
venture, trust, employee benefit plan, limited liability company or other
enterprise as a director, officer, partner, member manager or trustee and who
is made, or threatened to be made, a party to the proceeding by reason of his
or her service in any such capacity from and against any claim or liability to
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which that person may become subject or which that person may incur by
reason of his or her services in such capacity and to pay or reimburse his or
her reasonable expenses in advance of final disposition of a proceeding. The
Charter and Bylaws also permit the Registrant to indemnify and advance
expenses to any person who served a predecessor of the Registrant in any of
the capacities described above and any employee or agent of the Registrant or
a predecessor of the Registrant.

Maryland law requires a corporation (unless its charter provides otherwise,
which the Registrant’s Charter does not) to indemnify a director or officer who
has been successful in the defense of any proceeding to which he or she is
made, or threatened to be made, a party by reason of his or her service in that
capacity. Maryland law permits a corporation to indemnify its present and
former directors and officers, among others, against judgments, penalties,
fines, settlements and reasonable expenses actually incurred by them in
connection with any proceeding to which they are made, or threatened to be
made, a party by reason of their service in those or other capacities unless it is
established that (a) the act or omission of the director or officer was material
to the matter giving rise to the proceeding and (1) was committed in bad faith
or (2) was the result of active and deliberate dishonesty, (b) the director or
officer actually received an improper personal benefit in money, property or
services or (c) in the case of any criminal proceeding, the director or officer
had reasonable cause to believe that the act or omission was unlawful.
However, under Maryland law, a Maryland corporation may not indemnify
for an adverse judgment in a suit by or in the right of the corporation or for a
judgment of liability on the basis that personal benefit was improperly
received, unless in either case a court orders indemnification and then only for
expenses. In addition, Maryland law permits a corporation to advance
reasonable expenses to a director or officer upon the corporation’s receipt of
(a) a written affirmation by the director or officer of his or her good faith
belief that he or she has met the standard of conduct necessary for
indemnification by the corporation and (b) a written undertaking by him or
her or on his behalf to repay the amount paid or reimbursed by the corporation
if it is ultimately determined that the standard of conduct was not met.
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Item 31.  Business and Other Connections of Investment Advisor

The information in the Statement of Additional Information under the caption
“Management of the Company — Directors and Officers” and the information in
the prospectus under the caption “Management of the Company — Investment
Adviser” is hereby incorporated by reference.

Item 32.  Location of Accounts and Records

The Registrant’s accounts, books, and other documents are maintained at the
offices of the Registrant, at the offices of the Registrant’s investment adviser,
Tortoise Capital Advisors, L.L.C., 11550 Ash Street, Suite 300, Leawood,
Kansas 66211, at the offices of the custodian, U.S. Bank National
Association, 1555 North River Center Drive, Milwaukee, WI 53212, at the
offices of the transfer agent, Computershare Trust Company, N.A., P.O. Box
43078, Providence, Rhode Island 02940-3078, or at the offices of the
administrator, U.S. Bancorp Fund Services, LLC, 615 East Michigan Street,
Milwaukee, WI 53202.

Item 33.  Management Services

Not applicable.

Item 34.  Undertakings

1.      The Registrant undertakes to suspend the offering of the common shares
until the Prospectus is amended if (1) subsequent to the effective date of its
registration statement, the net asset value declines more than ten percent from
its net asset value as of the effective date of the registration statement or
(2) the net asset value increases to an amount greater than its net proceeds as
state in the Prospectus.

2.      Not applicable.

3.      If any securities not taken in a rights offering by stockholders are to be
reoffered to the public, an undertaking to supplement the prospectus, after the
expiration of the subscription period, to set forth the results of the subscription
offer, the transactions by underwriters during the subscription period, the
amount of unsubscribed securities to be purchased by underwriters, and the
terms of any subsequent reoffering thereof. If any public offering by the
underwriters of the securities being registered is to be made on terms differing
from those set forth on the cover page of the prospectus, we will file a
post-effective amendment to set forth the terms of such offering.

4. (a) to file, during any period in which offers or sales are being made, a
post-effective amendment to this registration statement:
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     (1) to include any prospectus required by Section 10(a)(3) of the 1933
Act;

     (2) to reflect in the prospectus any facts or events arising after the
effective date of the registration statement (or the most recent
post-effective amendment thereof) which, individually or in the aggregate,
represent a fundamental change in the information set forth in the
registration statement; and

     (3) to include any material information with respect to the plan of
distribution not previously disclosed in the registration statement or any
material change to such information in the registration statement.

  (b) that, for the purpose of determining any liability under the 1933 Act,
each such post-effective amendment shall be deemed to be a new registration
statement relating to the securities offered therein, and the offering of those
securities at that time shall be deemed to be the initial bona fide offering
thereof; and

  (c) to remove from registration by means of a post-effective amendment any
of the securities being registered which remain unsold at the termination of
the offering;

C-4
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(d) that, for the purpose of determining liability under the 1933 Act to any
purchaser, if the Registrant is subject to Rule 430C: each prospectus filed
pursuant to Rule 497(b), (c), (d) or (e) under the 1933 Act as part of this
registration statement relating to an offering, other than prospectuses filed in
reliance on Rule 430A under the 1933 Act, shall be deemed to be part of and
included in this registration statement as of the date it is first used after
effectiveness. Provided, however, that no statement made in this registration
statement or prospectus that is part of this registration statement or made in a
document incorporated or deemed incorporated by reference into this
registration or prospectus that is part of this registration statement will, as to a
purchaser with a time of contract of sale prior to such first use, supersede or
modify any statement that was made in this registration statement or
prospectus that was part of this registration statement or made in any such
document immediately prior to such date of first use.

(e) that for the purpose of determining liability of the Registrant under the
1933 Act to any purchaser in the initial distribution of securities:

     The undersigned Registrant undertakes that in a primary offering of
securities of the undersigned Registrant pursuant to this registration statement,
regardless of the underwriting method used to sell the securities to the
purchaser, if the securities are offered or sold to such purchaser by means of
any of the following communications, the undersigned Registrant will be a
seller to the purchaser and will be considered to offer or sell such securities to
the purchaser:

     (1) any preliminary prospectus or prospectus of the
undersigned Registrant relating to the offering required to be
filed pursuant to Rule 497 under the 1933 Act;

     (2) the portion of any advertisement pursuant to Rule 482
under the 1933 Act relating to the offering containing material
information about the undersigned Registrant or its securities
provided by or on behalf of the undersigned Registrant; and

     (3) any other communication that is an offer in the offering
made by the undersigned Registrant to the purchaser.

(f) to file a post-effective amendment containing a prospectus pursuant to
Section 8(c) of the 1933 Act prior to any offering by the Registrant pursuant
to the issuance of rights to subscribe for shares below net asset value;

(g) to file a post-effective amendment containing a prospectus pursuant to
Section 8(c) of the 1933 Act prior to any offering below net asset value if the
net dilutive effect of such offering (as calculated in the manner set forth in the
dilution table contained in the prospectus), together with the net dilutive effect
of any prior offerings made pursuant to this post-effective amendment (as
calculated in the manner set forth in the dilution table contained in the
prospectus), exceeds fifteen percent (15%);
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 (h) to file a post-effective amendment to the registration statement, and to
suspend any offers or sales pursuant the registration statement until such
post-effective amendment has been declared effective under the 1933 Act, in
the event the shares of Registrant are trading below its net asset value and
either (i) Registrant receives, or has been advised by its independent
registered accounting firm that it will receive, an audit report reflecting
substantial doubt regarding the Registrant’s ability to continue as a going
concern or (ii) Registrant has concluded that a material adverse change has
occurred in its financial position or results of operations that has caused the
financial statements and other disclosures on the basis of which the offering
would be made to be materially misleading.

5.      The Registrant is filing this Registration Statement pursuant to Rule
430A under the 1933 Act and undertakes that: (a) for the purposes of
determining any liability under the 1933 Act, the information omitted from
the form of Prospectus filed as part of a registration statement in reliance upon
Rule 430A and contained in the form of Prospectus filed by the Registrant
under Rule 497(h) under the 1933 Act shall be deemed to be part of the
Registration Statement as of the time it was declared effective; (b) for the
purpose of determining any liability under the 1933 Act, each post-effective
amendment that contains a form of Prospectus shall be deemed to be a new
registration statement relating to the securities offered therein, and the
offering of the securities at that time shall be deemed to be the initial bona
fide offering thereof.

6.      The Registrant undertakes to send by first class mail or other means
designed to ensure equally prompt delivery, within two business days of
receipt of an oral or written request, its Statement of Additional Information.
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7.  Upon each issuance of securities pursuant to this Registration Statement,
the Registrant undertakes to file a form of prospectus and/or form of
prospectus supplement pursuant to Rule 497 and a post-effective amendment
to the extent required by the 1933 Act and the rules and regulations
thereunder, including, but not limited to a post-effective amendment pursuant
to Rule 462(c) or Rule 462(d) under the 1933 Act.
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SIGNATURES

Pursuant to the requirements of the Securities Act of 1933, and the Investment
Company Act of 1940, the Registrant has duly caused this registration
statement to be signed on its behalf by the undersigned, thereunto duly
authorized, in this City of Leawood and State of Kansas on the 29th day of
March, 2013.

Tortoise MLP
Fund, Inc.

By:/s/ Terry C.Matlack
Terry C.
Matlack
Chief Executive
Officer

Pursuant to the requirements of the Securities Act of 1933 this registration
statement has been signed by the following persons in the capacities and on
the date indicated.

Name Title Date

/s/ P. Bradley Adams Chief Financial Officer March 29,
2013

P. Bradley Adams (Principal Financial and
Accounting Officer)

/s/ Terry C. Matlack Chief Executive Officer March 29,
2013

Terry C. Matlack (Principal Executive
Officer)

/s/ Conrad S.
Ciccotello*

Director March 29,
2013

Conrad S. Ciccotello

/s/ John R. Graham* Director March 29,
2013

John R. Graham

/s/ Charles E. Heath* Director
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March 29,
2013

Charles E. Heath

/s/ H. Kevin Birzer* Director March 29,
2013

H. Kevin Birzer

*By P. Bradley Adams pursuant to Power of Attorney filed with the
Registrant’s Registration Statement on Form N-2 on August 3, 2011 (file
Nos. 333-176010 and 811-22409).
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EXHIBIT INDEX
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