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Forward-Looking Statements

Certain matters discussed in this report, excluding historical information, as well as some statements by Energy Transfer Equity, L.P., (“Energy Transfer Equity”
or “the Partnership”) in periodic press releases and some oral statements of Energy Transfer Equity officials during presentations about the Partnership, include

certain “forward-looking” statements within the meaning of Section 27A of the Securities Act of 1933 and Section 21E of the Securities Exchange Act of 1934.
Statements using words such as “anticipate,” “believe,” “intend,” “project,” “plan,” “continue,” “estimate,” “forecast,” “may,” “will,” or similar expressions help
identify forward-looking statements. Although the Partnership believes such forward-looking statements are based on reasonable assumptions and current

expectations and projections about future events, no assurance can be given that every objective will be reached.

» < 9 » «  «« .

Actual results may differ materially from any results projected, forecasted, estimated or expressed in forward-looking statements since many of the factors that
determine these results are subject to uncertainties and risks, difficult to predict, and beyond management’s control. For additional discussion of risks,
uncertainties and assumptions, see the Partnership’s Annual Report on Form 10-K for the fiscal year ended August 31, 2006 filed with the Securities and
Exchange Commission on November 29, 2006.

Definitions

The following is a list of certain acronyms and terms generally used in the energy industry and throughout this document:

/d per day

Bbls barrels

Btu British thermal unit, an energy measurement

Dekatherm million British thermal units. A therm factor is used by gas companies to convert the volume of

gas used to its heat equivalent, and thus calculate the actual energy used.

Mcf thousand cubic feet

MMBtu million British thermal unit

MMcf million cubic feet

Bcf billion cubic feet

NGL natural gas liquid, such as propane, butane and natural gasoline

LIBOR London Interbank Offered Rate

NYMEX New York Mercantile Exchange

Reservoir A porous and permeable underground formation containing a natural accumulation of

producible natural gas and/or oil that is confined by impermeable rock or water barriers and is
separate from other reservoirs.

ii
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PART I FINANCIAL INFORMATION
ITEM 1. FINANCIAL STATEMENTS
ENERGY TRANSFER EQUITY, L.P. AND SUBSIDIARIES

CONDENSED CONSOLIDATED BALANCE SHEETS
(Dollars in thousands)

(unaudited)
February 28, August 31,
2007 2006
ASSETS

CURRENT ASSETS:
Cash and cash equivalents $ 90,073 $ 26,204
Marketable securities 4,026 2,817
Accounts receivable, net of allowance for doubtful accounts 717,957 675,545
Inventories 194,690 387,140
Deposits paid to vendors 32,970 87,806
Exchanges receivable 38,185 23,221
Price risk management assets 18,616 56,851
Prepaid expenses and other 38,507 43,151
Total current assets 1,135,024 1,302,735
PROPERTY, PLANT AND EQUIPMENT, net 5,526,350 3,748,614
GOODWILL 751,992 633,998
INTANGIBLES AND OTHER LONG-TERM ASSETS, net 373,867 238,794
Total assets $7,787,233  $5,924,141

The accompanying notes are an integral part of these condensed consolidated financial statements.
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ENERGY TRANSFER EQUITY, L.P. AND SUBSIDIARIES

CONDENSED CONSOLIDATED BALANCE SHEETS
(Dollars in thousands)
(unaudited)

LIABILITIES AND PARTNERS’ CAPITAL (DEFICIT)
CURRENT LIABILITIES:
Accounts payable
Exchanges payable
Customer advances and deposits
Accrued and other current liabilities
Price risk management liabilities
Current maturities of long-term debt
Total current liabilities

LONG-TERM DEBT, less current maturities
DEFERRED INCOME TAXES

OTHER NON-CURRENT LIABILITIES
MINORITY INTERESTS
COMMITMENTS AND CONTINGENCIES

PARTNERS’ CAPITAL (DEFICIT):
General Partner
Limited Partners:
Common Unitholders (215,300,501 and 124,360,520 units authorized, issued and outstanding at February 28, 2007
and August 31, 2006, respectively)
Class B Unitholders (2,521,570 units authorized, issued and outstanding)

Accumulated other comprehensive income, per accompanying statements
Total partners’ capital (deficit)
Total liabilities and partners’ capital (deficit)

The accompanying notes are an integral part of these condensed consolidated financial statements.

2

February 28, August 31,
2007 2006
$ 533,493 $ 603,527
38,526 24,722
47,101 108,836
246,217 206,177
20,139 36,918
40,587 40,607
926,063 1,020,787
4,914,625 3,205,646
204,075 207,877
25,557 4,953
1,905,490 1,439,127
7,975,810 5,878,390
91 (69)
(250,817) (9,586)
53,715 53,130
(197,011) 43,475
8,434 2,276
(188,577) 45,751
$7,787,233  $5,924,141
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ENERGY TRANSFER EQUITY, L.P. AND SUBSIDIARIES

CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS

(Dollars in thousands, except per unit data)

(unaudited)
Three Months Ended Six Months Ended
February 28, February 28,
2007 2006 2007 2006
REVENUES:
Midstream and transportation and storage $ 1,492,838 $ 2,083,303 $ 2,555,282 $ 4,291,837
Propane and other 569,642 366,513 895,643 574,599
Total revenues 2,062,480 2,449,816 3,450,925 4,866,436
COSTS AND EXPENSES:
Cost of products sold, midstream and transportation and storage 1,138,709 1,785,053 2,022,692 3,744,422
Cost of products sold, propane and other 347,107 223,778 550,467 355,036
Operating expenses 133,809 99,696 266,190 202,367
Depreciation and amortization 48,415 32,070 85,279 62,037
Selling, general and administrative 42,589 85,506 71,359 110,995
Total costs and expenses 1,710,629 2,226,103 2,995,987 4,474,857
OPERATING INCOME 351,851 223,713 454,938 391,579
OTHER INCOME (EXPENSE):
Interest expense, net of interest capitalized (65,077) (39,096) (133,624) (78,239)
Loss on extinguishment of debt — (5,060) — (5,060)
Equity in earnings (losses) of affiliates (514) 106 4,373 (168)
Gain (loss) on disposal of assets (3,229) 662 (1,285) 534
Interest and other income, net 1,652 2,432 3,169 3,496
INCOME BEFORE INCOME TAX EXPENSE AND MINORITY INTERESTS 284,683 182,757 327,571 312,142
Income tax expense 2,576 3,289 5,449 24,976
INCOME BEFORE MINORITY INTERESTS 282,107 179,468 322,122 287,166
Minority interests (134,751) (155,033) (143,726) (223,130)
NET INCOME 147,356 24,435 178,396 64,036
GENERAL PARTNER’S INTEREST IN NET INCOME 467 144 612 392
LIMITED PARTNERS’ INTEREST IN NET INCOME $ 146,889 $ 24,291 $ 177,784 $ 63,644
BASIC NET INCOME PER LIMITED PARTNER UNIT $ 0.67 $ 0.18 $ 0.96 $ 0.54
BASIC AVERAGE NUMBER OF UNITS OUTSTANDING 217,821,530 131,468,542 186,054,317 118,826,222
DILUTED NET INCOME PER LIMITED PARTNER UNIT $ 0.67 $ 0.18 $ 0.95 $ 0.53
DILUTED AVERAGE NUMBER OF UNITS OUTSTANDING 217,821,530 31,468,542 186,054,317 18,826,222

The accompanying notes are an integral part of these condensed consolidated financial statements.
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ENERGY TRANSFER EQUITY, L.P. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME (LOSS)
(Dollars in thousands)

(unaudited)
Three Months Ended Six Months Ended
February 28, February 28,
2007 2006 2007 2006

Net income $ 147,356 $ 24,435 $ 178,396 $ 64,036
Other comprehensive income, net of tax:

Reclassification adjustment for gains and losses on derivative instruments accounted for as cash

flow hedges included in net income (122,330) (142,002) (122,781) (42,150)

Change in value of derivative instruments accounted for as cash flow hedges 78,546 138,097 131,752 164,643

Change in value of available-for-sale securities 1,421 254 1,202 123

Minority interests 27,600 2,922 (4,015) (84,097)
Comprehensive income $ 132,593 $ 23,706 $ 184,554  $102,555
Reconciliation of Accumulated Other Comprehensive Income (Loss)
Balance, beginning of period $ 23,197 $ 12,555 $ 2,276 $(26,693)
Current period reclassification to earnings (122,330) (142,002) (122,781) (42,150)
Current period change in value 79,967 138,351 132,954 164,766
Minority interests 27,600 2,922 (4,015) (84,097)
Balance, end of period $ 8434 $ 11,826 $ 8434 $ 11,826
Components of Accumulated Other Comprehensive Income
Commodity related derivative hedges $ 15460 $ 31,476
Interest rate derivative hedges 277 4,765
Available-for-sale securities 1,503 1,058
Minority interests (8,806) (25,473)
Balance, end of period $ 8,434 $ 11,826

The accompanying notes are an integral part of these condensed consolidated financial statements.
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ENERGY TRANSFER EQUITY, L.P. AND SUBSIDIARIES

CONSOLIDATED STATEMENT OF PARTNERS’ CAPITAL (DEFICIT),
For the Six Months Ended February 28, 2007
(Dollars in thousands)

(unaudited)

General Common Class B Class C

Partner Unitholders Unitholders Unitholders
Balance, August 31, 2006 $ (69) $ (9,586) $ 53,130 $ —
Unit issuances (Note 3) — 212,659 — 4,455
Equity issue costs of Class C Units — — — (203)
Assumption of related company debt (Note 3) — — — (70,500)
Distribution to partners (452) (83,794) (1,645) (28,261)
Purchase premium on ETP Class G Units (Note 15) — (451,150) — —
Unit-based compensation — 9 — —
Net income 612 119,949 2,230 55,605
Conversion to Common Units — (38,904) — 38,904
Balance, February 28, 2007 $ 91 $(250,817) $ 53,715 $  —

The accompanying notes are an integral part of this condensed consolidated financial statement.
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ENERGY TRANSFER EQUITY, L.P. AND SUBSIDIARIES

CONDENSED CONSOLIDATED STATEMENTS OF CASH FL. OWS

NET CASH FLOWS PROVIDED BY OPERATING ACTIVITIES
CASH FLOWS FROM INVESTING ACTIVITIES:
Cash paid for acquisitions, net of cash acquired
Working capital settlement on prior year acquisitions
Capital expenditures
Advances to and investment in affiliates (Note 3)
Proceeds from the sale of assets
Net cash used in investing activities
CASH FLOWS FROM FINANCING ACTIVITIES:
Proceeds from borrowings
Principal payments on debt
Redemption of Common Units
Net proceeds from issuance of Common and Class C Units
Distributions to partners
Debt issuance costs
Net cash provided by (used in ) financing activities
INCREASE IN CASH AND CASH EQUIVALENTS

CASH AND CASH EQUIVALENTS, beginning of period
CASH AND CASH EQUIVALENTS, end of period

(Dollars in thousands)
(unaudited)

Six Months Ended February 28,

2007

2006

$ 444,025 $ 332,360
(83,085) (29,946)
— 19,653
(542,930) (255,101)
(954,397) —

19,200 3,875
(1,561,212) (261,519)
3,745,207 1,433,188
(2,641,151) (1,811,322)
— (131,620)
212,455 474,741
(114,152) (34,225)
(21,303) (1,196)
1,181,056 (70,434)
63,869 407
26,204 33,459

$ 90,073 $ 33,866

The accompanying notes are an integral part of these condensed consolidated financial statements.
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ENERGY TRANSFER EQUITY, L.P. AND SUBSIDIARIES

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(Dollar amounts in thousands, except per unit data)
(unaudited)

1. OPERATIONS AND ORGANIZATION:

The accompanying unaudited condensed consolidated financial statements include the accounts of Energy Transfer Equity, L.P. (the “Partnership”, “ETE”
or the “Parent Company”), ETE’s controlled subsidiary, Energy Transfer Partners, L.P., a publicly-traded master limited partnership (“ETP”), and ETE’s
wholly-owned subsidiaries, Energy Transfer Partners GP, L.P., the general partner of ETP (“ETP GP”) and Energy Transfer Partners, L.L.C., the general
partner of ETP GP (“ETP LLC”). The results of operations for ETP in turn include the results of operations for ETP’s wholly-owned subsidiaries: La
Grange Acquisition, L.P. dba Energy Transfer Company (“ETC OLP”), Energy Transfer Interstate Holdings, LLC (“ET Interstate”) the parent company of
Transwestern Pipeline Company, LLC (“Transwestern”), Heritage Operating L.P. (“HOLP”), Titan Energy Partners, LP (“Titan”) (collectively the
“Operating Partnerships”) and Heritage Holdings, Inc. (“HHI”). The accompanying financial statements are presented for the three and six months ended
February 28, 2007 and 2006. The comparability of these financial statements is affected by ETP’s Titan acquisition included in the results of operations
beginning June 1, 2006 (see Note 3), ETP’s purchase of 50% of CCE Holdings, LLC (“CCEH”) on November 1, 2006 for the month ended November 30,
2006, ETP’s purchase of Transwestern in December 2006 (see Note 3), the Parent Company’s purchase of the minority interest ownership of ETP GP (see
Note 3) and the Parent Company’s purchase of additional limited partner interests in ETP (see Note 13).

The Partnership was formed as a Texas limited partnership in September 2002 and converted to a Delaware limited partnership in August 2005. ETE’s
Common Units are publicly traded on the New York Stock Exchange (“NYSE”) under the ticker symbol “ETE”. ETE completed its IPO of 24,150,000
Common Units in February 2006. ETE’s partnership agreement contains provisions which govern the relative ownership interests in the Partnership.

LE GP, LLC (“LE GP”), the general partner of ETE, is a Delaware limited liability company. LE GP is ultimately owned and controlled by the Co-CEOs of
ETP and Natural Gas Partners VI, L.P., a venture capital investor.

Under the terms of ETE’s partnership agreement, the limited partners’ potential liability is limited to their investment in the Partnership. The general
partner of ETE manages and controls the business and affairs of the Partnership. The limited partners of ETE are not involved in the management and
control of ETE.

The accompanying condensed consolidated balance sheet as of August 31, 2006, which has been derived from audited financial statements, and the
unaudited interim financial statements and notes thereto of Energy Transfer Equity, L.P., and subsidiaries as of February 28, 2007 and for the three and six
month periods ended February 28, 2007 and 2006, have been prepared in accordance with accounting principles generally accepted in the United States of
America (GAAP) for interim consolidated financial information and pursuant to the rules and regulations of the Securities and Exchange Commission.
Accordingly, they do not include all the information and footnotes required by GAAP for complete consolidated financial statements. However,
management believes that the disclosures made are adequate to make the information not misleading. The results of operations for interim periods are not
necessarily indicative of the results to be expected for a full year due to the seasonal nature of the operations and maintenance activities of the Partnership’s
subsidiaries and the impact of forward natural gas prices and differentials on certain derivative financial instruments that are accounted for using mark-to-
market accounting.

In the opinion of management, all adjustments (all of which are normal and recurring) have been made that are necessary to fairly state the consolidated
financial position of the Partnership and subsidiaries as of February 28, 2007, and the results of their operations for the three and six-month periods ended
February 28, 2007 and 2006, and their cash flows for the six months ended February 28, 2007 and 2006. The unaudited interim condensed consolidated
financial statements should be read in conjunction with the consolidated financial statements and notes thereto of ETE and subsidiaries for the fiscal year
ended August 31, 2006 presented in the Partnership’s Annual Report on Form 10-K for the fiscal year ended August 31, 2006, as filed with the Securities
and Exchange Commission on November 29, 2006.
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Certain prior period amounts have been reclassified to conform to the 2007 presentation. These reclassifications have no impact on net income or total
partners’ capital.

Business Operations

In order to simplify the obligations of the Partnership under the laws of several jurisdictions in which we conduct business, our activities are conducted

through four subsidiary operating partnerships, ETC OLP, a Texas limited partnership engaged in midstream and intrastate transportation and storage

natural gas operations, Transwestern Pipeline, a Delaware limited liability company engaged in interstate transportation of natural gas, HOLP, a Delaware

limited partnership engaged in retail and wholesale propane operations, and Titan, a Delaware limited partnership engaged in retail propane operations. The
» o«

Partnership, the Operating Partnerships, and their subsidiaries are collectively referred to in this report as “we”, “us”, “ETE”, “Parent Company”, or the
“Partnership.”

The Parent Company has no separate operating activities apart from those conducted by the Operating Partnerships. The Parent Company’s principal
sources of cash flow are its direct and indirect investments in the limited and General Partner interests in ETP.

The Parent Company’s primary cash requirements are for general and administrative expenses, debt service requirements and distributions to its general
and limited partners. The Parent Company-only assets and liabilities of ETE are not available to satisfy the debts and other obligations of ETP and its
consolidated subsidiaries. In order to fully understand the financial condition of the Partnership on a stand-alone basis, see Note 20 for stand-alone
financial information apart from that of the consolidated partnership information included herein.

2. ESTIMATES AND SIGNIFICANT ACCOUNTING POLICIES:

The preparation of financial statements in conformity with GAAP requires management to make estimates and assumptions that affect the reported
amounts of assets and liabilities and disclosures of contingent assets and liabilities at the date of the financial statements and the reported amounts of
revenues and expenses during the reporting period. The natural gas industry conducts its business by processing actual transactions at the end of the month
following the month of delivery. Consequently, the most current month’s financial results for the midstream and transportation and storage segments are
estimated using volume estimates and market prices. Any difference between estimated results and actual results are recognized in the following month’s
financial statements. Management believes that the operating results estimated for the three and six months ended February 28, 2007 and 2006 represent
the actual results in all material respects.

Some of the other more significant estimates made by management include, but are not limited to, the timing of certain forecasted transactions that are
hedged, allowances for doubtful accounts, the fair value of derivative instruments, useful lives for depreciation and amortization, purchase accounting
allocations and subsequent realizability of intangible assets, deferred taxes, assets and liabilities resulting from the regulated ratemaking process (as
discussed below), environmental reserves, and general business and medical self-insurance reserves. Actual results could differ from those estimates.

Significant Accounting Policies

As aresult of the acquisition of Transwestern on December 1, 2006, we have the following significant accounting policies in addition to the significant
accounting policies described in our Form 10-K for the year ended August 31, 2006:

Revenue Recognition - Transwestern is subject to Federal Energy Regulatory Commission (FERC) regulations. As a result, FERC may require the
refund of revenues collected during the pendency of a rate proceeding in a final order. Transwestern establishes reserves for these potential refunds,
as appropriate. No such reserves were required at February 28, 2007.

Property, Plant and Equipment - An accrual of allowance for funds used during construction (AFUDC) is a utility accounting practice calculated
under guidelines prescribed by the FERC and capitalized as part of the cost of utility plant. It represents the cost of servicing the capital invested in
construction work-in-progress. AFUDC has been segregated into two component parts — borrowed funds and equity funds. The allowance for
borrowed and equity funds used during construction totaled $722 for the three and six months ended February 28, 2007.

8
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System Gas - Transwestern accounts for system balancing gas using the fixed asset accounting model established under FERC Order No. 581. Under
this approach, system gas volumes are classified as fixed assets and valued at historical cost. Encroachments upon system gas are valued at current
market prices. Transwestern may sell system gas in excess of its system operational requirements.

Depreciation and Amortization - The provision for depreciation and amortization is computed using the straight-line method based on estimated
economic or FERC mandated lives. Transwestern’s composite depreciation rates are applied to the FERC functional groups of gross property having
similar economic characteristics. Transmission Plant is depreciated at rates ranging from 1.2 percent to 2.86 percent per year. General Plant is
depreciated at 10.0 percent per year. Intangible assets are amortized at rates ranging from 8.0 percent to 20.0 percent per year.

Employee Benefits - Transwestern has entered into a VEBA trust (the “VEBA Trust”) agreement with Bank One Trust Company as a trustee. The
VEBA Trust has established or adopted plans to provide certain post-retirement life, sick, accident and other benefits. The VEBA Trust is a
voluntary employees’ beneficiary association under Section 501(c)(9) of the Tax Code, which provides benefits to employees of Transwestern.
Transwestern’s plan is in an overfunded position as of February 28, 2007. As the plans are supported through rates charged to customers, under
FASB Statement No. 71, Accounting for Effects of Certain Types of Regulation (“SFAS 71”), to the extent Transwestern has collected amounts in
excess of what is required to fund the plan, Transwestern has an obligation to refund the excess amounts to customers through rates. As such,
Transwestern has recorded the overfunded position of $830 within deferred assets and a corresponding regulatory liability of $830.

Transwestern accounts for its other post employment benefits (OPEB) liability and expense on an actuarial basis, recording its health and life benefit
costs over the active service period of employees to the date of full eligibility for the benefits.

Regulatory Assets and Liabilities - Transwestern is subject to regulation by certain state and federal authorities, is part of our interstate transportation
segment and has accounting policies that conform to SFAS 71, which is in accordance with the accounting requirements and ratemaking practices of
the regulatory authorities. The application of these accounting policies allows us to defer expenses and revenues on the balance sheet as regulatory
assets and liabilities when it is probable that those expenses and revenues will be allowed in the ratemaking process in a period different from the
period in which they would have been reflected in the consolidated statement of operations by an unregulated company. These deferred assets and
liabilities will be reported in results of operations in the period in which the same amounts are included in rates and recovered from or refunded to
customers. Management’s assessment of the probability of recovery or pass through of regulatory assets and liabilities will require judgment and
interpretation of laws and regulatory commission orders. If, for any reason, we cease to meet the criteria for application of regulatory accounting
treatment for all or part of our operations, the regulatory assets and liabilities related to those portions ceasing to meet such criteria would be
eliminated from the condensed consolidated balance sheet for the period in which the discontinuance of regulatory accounting treatment occurs.

New Accounting Standards

FASB Interpretation No. 48, Accounting for Uncertainty in Income Taxes — An Interpretation of FASB Statement No. 109, (“FIN 48”). FIN 48 clarifies the
accounting for uncertainty in income taxes recognized in an enterprise’s financial statements in accordance with SFAS No. 109. FIN 48 also prescribes a
recognition threshold and measurement attribute for the financial statement recognition and measurement of a tax position taken or expected to be taken in
a tax return. The new FASB standard also provides guidance on derecognition, classification, interest and penalties, accounting in interim periods,
disclosure, and transition. The evaluation of a tax position in accordance with FIN 48 is a two-step process. The first step is a recognition process whereby
the enterprise determines whether it is more likely than not that a tax position will be sustained upon examination, including resolution of any related
appeals or litigation processes, based on the technical merits of the position. In evaluating whether a tax position has met the more-likely-than-not
recognition threshold, the enterprise should presume that the position will be examined by the appropriate taxing authority that has full knowledge of all
relevant information. The second step is a measurement process whereby a tax position that meets the more-likely-than-not

9
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recognition threshold is calculated to determine the amount of benefit to recognize in the financial statements. The tax position is measured at the largest
amount of benefit that is greater than 50% likely of being realized upon ultimate settlement. The provisions of FIN 48 are effective for fiscal years
beginning after December 15, 2006. Earlier application is permitted as long as the enterprise has not yet issued financial statements, including interim
financial statements, in the period of adoption. The provisions of FIN 48 are to be applied to all tax positions upon initial adoption of this standard. Only
tax positions that meet the more-likely-than-not recognition threshold at the effective date may be recognized or continue to be recognized upon adoption
of FIN 48. The cumulative effect of applying the provisions of FIN 48 should be reported as an adjustment to the opening balance of retained earnings (or
other appropriate components of equity or net assets in the statement of financial position) for that fiscal year. In February 2007 the SEC clarified that if a
registrant changes how it classifies interest and penalties upon adoption of FIN 48, it should not reclassify amounts in prior periods. However, the registrant
should disclose its prior classification policy. We are currently evaluating FIN 48 and have not yet determined the impact of such on our financial
statements. We plan to adopt this statement on September 1, 2007.

FASB Staff Position No. EITF 00-19-2, Accounting for Registration Payment Arrangements (“FSP 00-19-2”). FSP 00-19-2, issued in December 2006,
provides guidance related to the accounting for registration payment arrangements. FSP 00-19-2 specifies that the contingent obligation to make future
payments or otherwise transfer consideration under a registration payment arrangement, whether issued as a separate arrangement or included as a
provision of a financial instrument or arrangement, should be separately recognized and measured in accordance with FASB No. 5, Accounting for
Contingencies (SFAS No. 5). FSP 00-19-2 requires that if the transfer of consideration under a registration payment arrangement is probable and can be
reasonably estimated at inception, the contingent liability under such arrangement shall be included in the allocation of proceeds from the related financing
transaction using the measurement guidance in SFAS No. 5. FSP 00-19-2 applies immediately to any registration payment arrangement entered into
subsequent to the issuance of the Staff Position. For such arrangements issued prior to the issuance of FSP-00-19-2, the guidance is effective for financial
statements issued for fiscal years beginning after December 15, 2006 and interim periods within those fiscal years. We are currently evaluating FSP 00-19-
2 and have not yet determined the impact of such on our financial statements. We plan to adopt this Staff Position beginning September 1, 2007.

SFAS No. 154, Accounting Changes and Error Correction — A Replacement of APB Opinion No. 20 and FASB Statement No. 3 (“SFAS 154”). In May
2005, the FASB issued SFAS 154 which requires that the direct effect of voluntary changes in accounting principle be applied retrospectively with all prior
period financial statements presented on the new accounting principle, unless it is impracticable to determine either the period-specific effects or the
cumulative effect of the change. Indirect effects of a change should be recognized in the period of the change. SFAS 154 is effective for accounting changes
and correction of errors made in fiscal years beginning after December 15, 2005. Management adopted the provisions of SFAS 154 September 1, 2006, as
required. The impact of SFAS 154 will depend on the nature and extent of any voluntary accounting changes and correction of errors that occur in the
future.

SFAS No. 155, Accounting for Certain Hybrid Financial Instruments — An Amendment of FASB Statements No. 133 and 140 (“SFAS 155”). SFAS 155 is
effective for all financial instruments acquired, issued, or subject to a remeasurement (new basis) event occurring after the beginning of an entity’s first
fiscal year that begins after September 15, 2006. Early application is permitted only if: (a) it occurs at the beginning of an entity’s fiscal year and (b) the
entity has not yet issued any interim or annual financial statements for that fiscal year. We intend to adopt this statement when required at the start of fiscal
year beginning September 1, 2007. The adoption of this statement is not expected to have a significant impact on us.

SFAS No. 157, Fair Value Measurement, (“SFAS 157”). This new standard provides guidance for using fair value to measure assets and liabilities. The
FASB believes the standard also responds to investors’ requests for expanded information about the extent to which companies measure assets and
liabilities at fair value, the information used to measure fair value, and the effect of fair value measurements on earnings. SFAS 157 applies whenever other
standards require (or permit) assets or liabilities to be measured at fair value but does not expand the use of fair value in any new circumstances. The
standard clarifies that for items that are not actively traded, such as certain kinds of derivatives, fair value should reflect the price in a transaction with a
market participant, including an adjustment for risk, not just the company’s mark-to-model value. SFAS 157 also requires expanded disclosure of the effect
on earnings for items measured using unobservable data. Under SFAS 157, fair value refers to the price that would be received to sell an asset or paid to
transfer a liability in an orderly transaction between market participants in the market in which the reporting entity transacts. In this standard, the FASB
clarifies the principle that fair value should be based on the assumptions market participants would use when pricing the asset or liability.
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In support of this principle, SFAS 157 establishes a fair value hierarchy that prioritizes the information used to develop those assumptions. The fair value
hierarchy gives the highest priority to quoted prices in active markets and the lowest priority to unobservable data, for example, the reporting entity’s own
data. Under the standard, fair value measurements would be separately disclosed by level within the fair value hierarchy. The provisions of SFAS 157 are
effective for financial statements issued for fiscal years beginning after November 15, 2007, and interim periods within those fiscal years. Earlier
application is encouraged, provided that the reporting entity has not yet issued financial statements for that fiscal year, including any financial statements
for an interim period within that fiscal year. We are currently evaluating this statement and have not yet determined the impact of such on our financial
statements. We plan to adopt this statement when required at the start of our fiscal year beginning September 1, 2008.

SFAS Statement No. 158, Employers’ Accounting for Defined Benefit Pension and Other Postretirement Plans — An Amendment of SFAS Statements

No. 87, 88, 106 and 132(R), (“SFAS 158”). Issued in September 2006, this statement requires an employer to recognize the overfunded or underfunded
status of a defined benefit postretirement plan (other than a multi-employer plan) as an asset or liability in its statement of financial position and to
recognize changes in that funded status in the year in which the changes occur through comprehensive income. SFAS 158 also requires an employer to
measure the funded status of a plan as of the date of its year-end statement of financial position, with limited exceptions. We adopted the recognition and
disclosure provisions of SFAS 158 on December 1, 2006 in connection with our acquisition of Transwestern, the effect of which was not material. The
measurement provisions of the statement are effective for fiscal years ending after December 15, 2008. Management does not believe the adoption of the
measurement provisions of this statement will have a material impact on our financial statements.

SFAS No. 159, The Fair Value Option for Financial Assets and Financial Liabilities — Including an Amendment of FASB Statement No. 115, (“SFAS 159”).
This new standard permits an entity to choose to measure many financial instruments and certain other items at fair value. Most of the provisions in SFAS
159 are elective, however, the amendment applies to all entities with available-for-sale and trading securities. The fair value option established by SFAS
159 permits all entities to choose to measure eligible items at fair value at specified election dates. A business entity will report unrealized gains and losses
on items for which the fair value option has been elected in earnings (or another performance indicator if the business entity does not report earnings) at
each subsequent reporting date. The fair value option: (a) may be applied instrument by instrument, with a few exceptions, such as investments otherwise
accounted for by the equity method; (b) is irrevocable (unless a new election date occurs); and (c) is applied only to entire instruments and not to portions
of instruments. SFAS 159 is effective as of the beginning of an entity’s first fiscal year that begins after November 15, 2007. Early adoption is permitted as
of the beginning of the previous fiscal year provided that the entity makes the choice in the first 120 days of that fiscal year and also elects to apply the
provisions of FASB Statement No. 157, Fair Value Measurements (discussed above). We are currently evaluating this statement and have not yet
determined the impact of such on our financial statements. We plan to adopt this statement when required at the start of our fiscal year beginning
September 1, 2008.

EITF Issue No. 06-3, How Taxes Collected from Customers and Remitted to Governmental Authorities Should be Presented in the Income Statement (That
Is, Gross Versus Net Presentation) (“EITF 06-3). This accounting guidance requires companies to disclose their policy regarding the presentation of tax
receipts on the face of their income statements. The scope of this guidance includes any tax assessed by a governmental authority that is directly imposed
on a revenue-producing transaction between a seller and a customer and may include, but is not limited to, sales, use, value added, and some excise taxes
(gross receipts taxes are excluded). This guidance is effective for interim and annual reporting periods beginning after December 15, 2006 with earlier
application permitted. As a matter of policy, we report such taxes on a net basis. We will adopt this EITF during our 2007 fiscal quarter ending May 31,
2007.

SEC Staff Accounting Bulletin No. 108, Considering the Effects of Prior Year Misstatements when Quantifying Misstatements in Current Year Financial
Statements (“SAB 108”). In September 2006, the Securities and Exchange Commission (SEC) provided guidance on the consideration of the effects of
prior year misstatements in quantifying current year misstatements for the purpose of a materiality assessment. SAB 108 establishes a dual approach that
requires quantification of financial statement errors based on the effects of the error on each of the company’s financial statements and the related financial
statement disclosures. SAB 108 is effective for fiscal years ending after November 15, 2006. We are presently reviewing the impact of the adoption of SAB
108. However, we do not expect such adoption to have a material impact on our consolidated financial statements. We expect to adopt SAB 108 by

August 31, 2007.
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3. SIGNIFICANT ACQUISITIONS:

Fiscal year 2007 acquisitions

On November 1, 2006, the Parent Company acquired from Energy Transfer Investments, L.P. (“ETI”, a partnership also controlled by LE GP) the
remaining 50% of the Class B Limited Partner interests in ETP GP owned by ETI. The Parent Company recorded this acquisition at ETI’s historical cost of
$4,456 as required under GAAP due to the fact that the Parent Company and ETI are companies under common control. As a result, the Parent Company
now owns 100% of the Incentive Distribution Rights of ETP. The acquisition was effected through the issuance of 83,148,900 newly created Parent
Company Class C Units and the assumption by the Parent Company of approximately $70,500 of ETI’s indebtedness. The assumption of this debt
represents a non-cash financing activity. The Class C Units were recorded at the net value of the debt assumption (accounted for as a distribution to ETT)
and the value of the ETP GP Class B Units acquired, a net amount of ($66,044). The Class C Units have essentially the same voting rights and rights to
distributions as the Common Units and Class B Units. The Class C Units converted into Common Units upon approval by the ETE Common Unitholders
on February 22, 2007.

Also on November 1, 2006, the Parent Company acquired additional limited partner interests in ETP (Class G Units, see Note 15) which increased the
Parent Company’s aggregate ownership in ETP’s limited partner interests to approximately 46%.

In September 2006, ETP acquired two small gathering systems in east and north Texas for an aggregate purchase price of approximately $30,589 in cash.
The purchase and sale agreement for the gathering system in north Texas also has a contingent payment not to exceed $25,000 to be determined eighteen
months from the closing date. We will record the required adjustment to the purchase price allocation when the amount of actual contingent consideration is
determinable beyond a reasonable doubt. These systems provide us with additional capacity in the Barnett Shale and in the Travis Peak area of east Texas
and are included in our midstream operating segment. The cash paid for acquisitions was financed primarily from advances under the ETP Revolving
Credit Facility.

On November 1, 2006, pursuant to agreements entered into with GE Energy Financial Services (“GE”) and Southern Union Company (“Southern Union”),
ETP acquired the member interests in CCEH from GE and certain other investors for $1,000,000. ETP financed a portion of the CCEH purchase price with
the proceeds from its issuance of 26,086,957 Class G Units to the Parent Company simultaneous with the closing on November 1, 2006. The member
interests acquired represented a 50% ownership in CCEH. On December 1, 2006, in a second and related transaction, CCEH redeemed ETP’s 50% interest
ownership in CCEH in exchange for 100% ownership of Transwestern which owns the Transwestern Pipeline, a 2,400 mile interstate natural gas pipeline.
Following the final step, Transwestern became a new operating subsidiary and separate segment of ETP.

The total acquisition cost for Transwestern, net of cash acquired, was as follows:

Basis of investment in CCEH at November 30, 2006 $ 956,348
Distributions received on December 1, 2006 (6,217)
Fair value of short and long-term debt assumed 532,377
Other assumed long-term indebtedness 10,097
Current liabilities assumed 40,194
Cash acquired (7,777)
Acquisition costs incurred 11,753
Total $1,536,775

During the six months ended February 28, 2007, HOLP and Titan collectively acquired substantially all of the assets of three propane businesses. The
aggregate purchase price for these acquisitions totaled $10,608 which included $10,266 of cash paid, net of cash acquired, and liabilities assumed of $342.
The cash paid for acquisitions was financed primarily with advances from ETP’s and HOLP’s Senior Revolving Credit Facilities.

In December 2006 we purchased a gathering system in north Texas for $32,000. The purchase and sale agreement for the gathering system in north Texas
also has a contingent payment not to exceed $21,000 to be determined two years after the closing date. We will record the required adjustment to the
purchase price allocation when the amount of the actual contingent consideration is determinable beyond a reasonable doubt. The gathering system consists
of approximately 36 miles of pipeline and has an estimated capacity of 70 MMcf/d. We expect the gathering system will allow us to continue expanding in
the Barnett Shale area of north Texas.
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In January 2007 we purchased a gathering system in New Mexico for $8,000. The gathering system, which is included in our midstream segment, is
approximately 27 miles long and is our first gathering system in New Mexico.

Except for the acquisition of the interests in ETP GP, the purchase of Class G Units from ETP and the 50% member interests in CCEH, the acquisitions
discussed above were accounted for under the purchase method of accounting in accordance with SFAS No. 141 and the purchase prices were allocated
based on the estimated fair values of the assets acquired and liabilities assumed at the date of the acquisition. The acquisition of the 50% member interest in
CCEH was accounted for under the equity method of accounting in accordance with APB Opinion No. 18, through November 30, 2006. The acquisition of
100% of Transwestern has been accounted for under the purchase method of accounting since the acquisition on December 1, 2006. The acquisition of the
interests in ETP GP was accounted for on the basis of historical costs, as discussed above. The purchase of Class G Units from ETP was accounted for as
described in Note 15. Pro forma effects of the Transwestern acquisition and the purchase of additional interest in ETP are discussed below. In the
aggregate, the other acquisitions described above are not material for pro forma disclosure purposes.

The following table presents the purchase accounting allocation of the acquisition cost to the assets acquired and liabilities assumed based on their fair
values for the acquisitions described above occurring during the period ended February 28, 2007, net of cash acquired:

Midstream and

Intrastate
Transportation and Propane
Storage Acquisitions Transwestern Acquisitions
(Aggregated) Acquisition (Aggregated)
Accounts receivable $ — $ 20,101 $ 108
Inventory — — 43
Prepaid and other current assets 47,656 12,602 25
Property, plant, and equipment 23,015 1,254,968 9,222
Intangibles and other assets — 133,880 475
Goodwill — 115,224 735
Total assets acquired 70,671 1,536,775 10,608
Accounts payable — (7,432) —
Customer advances and deposits — — (26)
Accrued and other current liabilities — (32,762) —
Short-term debt (paid in December 2006) — (13,000) —
Long-term debt — (519,377) (316)
Other long-term obligations — (10,097) —
Total liabilities assumed — (582,668) (342)
Net assets acquired $ 70,671 $ 954,107 $ 10,266

The purchase price for the acquisitions has been initially allocated based on the estimated fair value of the assets acquired and liabilities assumed. The
Transwestern allocation was based on the preliminary results of independent appraisals. The purchase price allocations have not been completed and are
subject to change. We expect to complete the allocations during the first quarter of fiscal year 2008.

Included in the additions for interstate property, plant and equipment is an aggregate plant acquisition adjustment of $446,154, which represents costs
allocated to Transwestern’s transmission plant. This amount has not been included in the determination of tariff rates Transwestern charges to its regulated
customers. The unamortized balance of this adjustment was $442,967 at February 28, 2007 and is being amortized over 35 years, the composite weighted
average estimated remaining life of Transwestern’s assets as of the acquisition date.

Regulatory assets, included in intangible and other long-term assets on the condensed consolidated balance sheet, established in the Transwestern purchase
price allocation consist of the following:

Accumulated reserve adjustment $41,985
AFUDC gross-up 9,570
Environmental costs 6,623
South Georgia deferred tax receivable 2,581
Other 891

Total regulatory assets acquired $61,650
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At February 28, 2007, all of Transwestern’s regulatory assets are considered probable of recovery in rates.

We recorded the following intangible assets and goodwill in conjunction with the acquisitions described above:

Midstream and

Intrastate

Transportation and Propane
Storage Acquisitions Transwestern Acquisitions
(Aggregated) Acquisition (Aggregated)

Contract rights (6 to 15 years) $ 23,015 $ 47,582 $ —

Financing costs (7 to 9 years) — 13,410 —
Other — — 475
Total amortizable intangible assets 23,015 60,992 475
Goodwill — 115,224 735
Total intangible assets and goodwill acquired $ 23,015 $ 176,216 $ 1,210

Goodwill was warranted because these acquisitions enhance our current operations and certain acquisitions are expected to reduce costs through synergies
with existing operations. We expect all of the goodwill acquired to be tax deductible. We do not believe that the acquired intangible assets have any
significant residual value at the end of their useful life.

On December 13, 2006, we entered into an agreement with Kinder Morgan Energy Partners, L.P. for a 50/50 joint development of the Midcontinent
Express Pipeline (“MEP”). The approximately 500-mile pipeline, which will originate near Bennington, Oklahoma, be routed through Perryville,
Louisiana, and terminate at an interconnect with Transco in Butler, Alabama, will have an initial capacity of 1.4 Bcf per day. Pending necessary regulatory
approvals, the approximately $1,250,000 pipeline project is expected to be in service by February 2009. MEP has prearranged binding commitments from
multiple shippers for 800,000 dekatherms per day which includes a binding commitment from Chesapeake Energy Marketing, Inc., an affiliate of
Chesapeake Energy Corporation, for 500,000 dekatherms per day. MEP has executed a firm capacity lease agreement for up to 500,000 dekatherms per day
of capacity on the Oklahoma intrastate pipeline system of Enogex, a subsidiary of OGE Energy, to provide transportation capacity from various locations in
Oklahoma into and through MEP. The new pipeline will also interconnect with Natural Gas Pipeline Company of America, a wholly-owned subsidiary of
Kinder Morgan, Inc., and with our previously announced 36-inch pipeline extending from the Barnett Shale and interconnecting with our Texoma pipeline
near Paris, Texas. The MEP joint venture will be accounted for using the equity method of accounting prescribed by APB Opinion No. 18.

Fiscal year 2006 acquisitions

On February 8, 2006, ETE purchased 1,069,850 Common Units and 2,570,150 Class F Units representing limited partnership interests in ETP. This
purchase increased ETE’s ownership percentage in ETP limited partners interests from approximately 31% to approximately 33%. The Class F Units were
converted to ETP Common Units on August 16, 2006.

On June 1, 2006, ETP acquired all the propane operations of Titan for cash of approximately $548,000, after working capital adjustments and net of cash
acquired, and liabilities assumed of approximately $46,000. We accounted for the Titan acquisition as a business combination using the purchase method of
accounting in accordance with the provisions of SFAS 141. The purchase price has been initially allocated based on the estimated fair value of the
individual assets acquired and the liabilities assumed at the date of the acquisition based on the results of an independent appraisal. As of February 28,
2007, we are waiting on certain information required to reasonably estimate the fair value of one of the assets acquired in the Titan acquisition. We expect
to complete
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the purchase allocation during our third quarter of fiscal year 2007. The Titan operations have been included since the date of acquisition, thus the
condensed consolidated results of operations for the three and six months ended February 28, 2007 include the Titan results of operations for the entire
period. However, the three and six months ended February 28, 2007 do not include any of the Titan results of operations.

Pro Forma Results of Operations

The following unaudited pro forma consolidated results of operations for the six months ended February 28, 2007 and the three and six months ended
February 28, 2006 are presented as if the Transwestern acquisition and the purchase of additional interests in ETP had been made on September 1, 2005.
The operations of Transwestern and the impact of our additional ownership interests in ETP have been included in our statements of operations since
acquisition on December 1, 2006 and November 1, 2006, respectively. Thus, pro forma information for the three months ended February 28, 2007 is not

required.

Six Months Ended Three Months Ended Six Months Ended

February 28, 2007 February 28, 2006 February 28, 2006
Revenues $ 3,509,817 $ 2,504,242 $ 4,981,784
Net income $ 182,372 $ 53,228 $ 97,647
Limited Partners’ interest in net income $ 181,747 $ 52,915 $ 97,050
Basic earnings per Limited Partner Unit $ 0.85 $ 0.24 $ 0.46
Diluted earnings per Limited Partner Unit $ 0.85 $ 0.24 $ 0.46

The pro forma consolidated results of operations include adjustments to give effect to depreciation of the amounts allocated to depreciable and amortizable
assets, interest expense on acquisition debt, and certain other adjustments. The pro forma information is not necessarily indicative of the results of
operations that would have occurred had the transactions been made at the beginning of the periods presented or the future results of the combined
operations.

4. CASH, CASH EQUIVALENTS AND SUPPLEMENTAL CASH FL.OW INFORMATION:

Cash and cash equivalents include all cash on hand, demand deposits, and investments with original maturities of three months or less. We consider cash
equivalents to include short-term, highly liquid investments that are readily convertible to known amounts of cash and which are subject to an insignificant
risk of change in value.

We place our cash deposits and temporary cash investments with high credit quality financial institutions. At times, such balances may be in excess of the
Federal Deposit Insurance Corporation (“FDIC”) insurance limit.

Net cash flows provided by operating activities is comprised as follows:

Six Months Ended February 28,

2007 2006
Net income $ 178,396 $ 64,036
Reconciliation of net income to net cash provided by operating activities:
Depreciation and amortization 85,279 62,037
Amortization of finance costs charged to interest expense 3,285 2,278
Other non-cash (6,101) (2,204)
Non-cash compensation on unit grants 6,080 58,780
Undistributed minority interests 10,603 144,746
Changes in operating assets and liabilities:
Accounts receivable (23,461) 23,170
Accounts receivable from related companies (234) 1,799
Inventories 193,388 64,218
Deposits paid to vendors 54,837 4,250
Exchanges receivable (8,700) 16,731
Prepaid expenses and other 16,067 (5,724)
Intangibles and other long-term assets (952) 112
Regulatory assets (5,055) —
Accounts payable (45,818) (141,928)
Accounts payable to related companies 1,499 (393)
Customer advances and deposits (62,462) (113,592)
Exchanges payable 7,274 (6,241)
Accrued and other current liabilities (1,198) 7,591
Other 8,393 (4,933)
Income taxes payable (88) 21,527
Price risk management liabilities, net 32,993 136,100
Net cash provided by operating activities $ 444,025 $ 332,360
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Supplemental cash flow information is as follows:

Six Months Ended February 28,

2007 2006
SUPPLEMENTAL DISCLOSURE OF CASH FLOW INFORMATION:
Cash paid during the period for interest, net of $10,543 and $2,321 capitalized for February 28, 2007 and
2006, respectively $ 112,558 $ 17,340
Cash paid during the period for income taxes $ 5946 $ 3,007
Transfer of investment in affiliate in purchase of Transwestern (Note 3) $ 956,348 $ —

5. ACCOUNTS RECEIVABLE:

Our intrastate midstream and transportation and storage operations deal with counterparties that are typically either investment grade or are otherwise
secured with a letter of credit or other forms of security (corporate guaranty, prepayment, or master set off agreement). Management reviews midstream
and transportation and storage accounts receivable balances bi-weekly. Credit limits are assigned and monitored for all counterparties of the midstream and
transportation and storage operations. Management believes that the occurrence of bad debts in our intrastate midstream and transportation and storage
segments was not significant for the three or six months ended February 28, 2007; therefore, an allowance for doubtful accounts for the midstream and
transportation and storage segments was not deemed necessary. Bad debt expense related to these receivables is recognized at the time an account is
deemed uncollectible. There was no bad debt expense recognized for the three or six months ended February 28, 2007 and 2006 in the midstream and
intrastate transportation and storage segments.

Transwestern has a concentration of customers in the electric and gas utility industries. This concentration of customers may impact Transwestern’s overall
exposure to credit risk, either positively or negatively, in that the customers may be similarly affected by changes in economic or other conditions. From
time to time, specifically identified customers having perceived credit risk are required to provide prepayments or other forms of collateral to Transwestern.
Transwestern sought additional assurances from customers due to credit concerns, and held aggregate prepayments of $598 at February 28, 2007, which are
recorded in customer advance and deposits in the condensed consolidated balance sheets. Transwestern’s management believes that the portfolio of
receivables, which includes regulated electric utilities, regulated local distribution companies and municipalities, is subject to minimal credit risk.
Transwestern establishes an allowance for doubtful accounts on trade receivables based on the expected ultimate recovery of these receivables.
Transwestern considers many factors including historical customer collection experience, general and specific economic trends and known specific issues
related to individual customers, sectors and transactions that might impact collectibility. There was no bad debt expense recognized for the three months
ended February 28, 2007 related to Transwestern.

HOLP and Titan grant credit to their customers for the purchase of propane and propane-related products. Included in accounts receivable are trade
accounts receivable arising from HOLP’s retail and wholesale propane and Titan’s
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retail propane operations and receivables arising from liquids marketing activities. Accounts receivable for retail and wholesale propane operations are
recorded as amounts billed to customers less an allowance for doubtful accounts. The allowance for doubtful accounts for the retail and wholesale propane
segments is based on management’s assessment of the realizability of customer accounts, based on the overall creditworthiness of our customers, and any
specific disputes.

We enter into netting arrangements with counterparties of derivative contracts to mitigate credit risk. Transactions are confirmed with the counterparty and
the net amount is settled when due. Amounts outstanding under these netting arrangements are presented on a net basis in the condensed consolidated
balance sheets.

Accounts receivable consisted of the following:

February 28, August 31,
2007 2006
Accounts receivable - midstream and transportation and storage $ 532,059 $570,569
Accounts receivable - propane 190,027 108,976
Less — allowance for doubtful accounts (4,129) (4,000)
Total, net $ 717,957 $675,545

The activity in the allowance for doubtful accounts for the retail and wholesale propane segments consisted of the following for the six months ended
February 28, 2007:

February 28,
2007
Balance, beginning of period $ 4,000
Provision for loss on accounts receivable 851
Accounts receivable written off, net of recoveries (722)
Balance, end of period $ 4,129

6. INVENTORIES:

Inventories consist principally of natural gas held in storage which is valued at the lower of cost or market utilizing the weighted average cost method.
Propane inventories are also valued at the lower of cost or market utilizing the weighted-average cost of propane delivered to the customer service
locations, including storage fees and inbound freight costs. The cost of appliances, parts and fittings is determined by the first-in, first-out method.

Inventories consisted of the following:

February 28, August 31,

2007 2006
Natural gas, propane and other NGLs $ 178,024 $371,430
Appliances, parts and fittings and other 16,666 15,710
Total inventories $ 194,690 $387,140

7.  PROPERTY, PLANT AND EQUIPMENT:

Property, plant and equipment is stated at cost less accumulated depreciation. Depreciation is computed using the straight-line method over the estimated
economic or FERC mandated lives of the assets. Expenditures for maintenance and repairs that do not add capacity or extend the useful life are expensed as
incurred. Expenditures to refurbish assets that either extend the useful lives of the asset or prevent environmental contamination are capitalized and
depreciated over the remaining useful life of the asset. Additionally, we capitalize certain costs directly related to the installation of company-owned
propane tanks and construction of assets including internal labor costs, interest and engineering costs. Upon disposition or retirement of pipeline
components or natural gas plant components, any gain or loss is recorded to accumulated depreciation. When entire pipeline systems, gas plants or other
property and equipment are retired or sold, any gain or loss is included in our results of operations.

We review long-lived assets for impairment at least annually and whenever events or changes in circumstances indicate that the carrying amount of such
assets may not be recoverable. If such a review should indicate that the carrying amount of long-lived assets is not recoverable, we reduce the carrying
amount of such assets to fair value. No impairment of long-lived assets was required during the periods presented.
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Components and useful lives of property, plant and equipment were as follows:

February 28, August 31,
2007 2006
Land and improvements $ 67,613 $ 63,383
Buildings and improvements (10 to 30 years) 109,163 70,976
Pipelines and equipment (10 to 65 years) 3,237,459 2,212,805
Natural gas storage (40 years) 91,282 91,177
Bulk storage, equipment and facilities (3 to 30 years) 455,272 108,834
Tanks and other equipment (5 to 30 years) 504,726 472,944
Vehicles (5 to 10 years) 136,991 120,710
Right-of-way (20 to 65 years) 188,007 112,185
Furniture and fixtures (3 to 10 years) 19,414 16,283
Linepack 38,994 24,821
Pad Gas 55,482 57,327
Other (5 to 10 years) 85,282 27,395
4,989,685 3,378,840
Less — Accumulated depreciation (354,791) (274,809)
4,634,894 3,104,031
Plus — Construction work-in-process 891,456 644,583
Property, plant and equipment, net $5,526,350 $3,748,614

Capitalized interest is included for pipeline construction projects. Interest is capitalized based on the current borrowing rate of ETP’s revolving credit
facility. A total of $10,543 of interest was capitalized for pipeline construction projects during the six months ended February 28, 2007 (excluding AFUDC,
see Note 2).

Depreciation expense for the periods is as follows:

Three Months Ended Six Months Ended
February 28, February 28,
2007 2006 2007 2006

$44,333 $29,696 $78,254 $57,315

8. GOODWILL:

Goodwill is associated with acquisitions made for our midstream, intrastate transportation and storage, interstate transportation, and retail propane
segments. Goodwill is tested for impairment annually at August 31, in accordance with Statement of Accounting Standards No. 142, Goodwill and Other
Intangible Assets, (“SFAS 142”). The changes in the carrying amount of goodwill for the six month period ended February 28, 2007 were as follows:

Intrastate

Transportation Interstate Retail
Midstream and Storage Transportation Propane Other Total
Balance, beginning of period $ 13,409 $ 10,327  $ — $580,673 $29,589 $633,998
Purchase accounting adjustments — — — 3,777 — 3,777
Goodwill acquired — — 115,224 735 — 115,959
Sale of operations — — — (1,742) — (1,742)
Balance, end of period $ 13,409 $ 10,327 $ 115,224 $583,443 $29,589 $751,992

The purchase price allocations for the Transwestern and other fiscal 2007 acquisitions (see Note 3) and our Titan acquisition in fiscal 2006 are preliminary.
The final assessment of value and allocations for the fiscal 2007 acquisitions are expected to be completed by the first quarter of fiscal year 2008. We
expect to complete the Titan purchase price allocation in our third quarter of fiscal 2007. There is no guarantee that the amounts allocated t