FLAHERTY & CRUMRINE PREFERRED INCOME FUND

To the Shareholders of the Flaherty & Crumrine Preferred Income Fund (“PFD”):

During the fourth fiscal quarter of 2005 which ended on November 30, 2005, the Fund’s total return on
net asset value was -2.5%". While this result is disappointing, the return for fiscal 2005 was a much more
respectable +6.1%". Most importantly, as the table below shows, the Fund has delivered consistently strong
returns over the long run.

TOTAL RETURN PER YEAR ON NET ASSET VALUE®
FOR PERIODS ENDED NOVEMBER 30, 2005

One Five Ten Life of
Year Years Years Fund®
Flaherty & Crumrine Preferred Income Fund .......... 6.1% 10.7% 8.6% 11.6%
Lipper Domestic Investment Grade Bond Funds® .. .... 3.7% 71% 6.7% 7.6%

(1) Based on data published by Lipper Inc. in each calendar month during the relevant periods. Distributions are assumed to be
reinvested at NAV in accordance with Lipper’s practice, which differs from the procedures used elsewhere in this report.

(2) Since inception on January 31, 1991.

(8) Includes all U.S. Government bond, mortgage bond and term trust and investment grade bond funds in Lipper’s closed-end
fund database at each point in time.

Negative returns of the magnitude experienced during the past quarter have been rare for PFD. Of the
59 quarters since the inception of the Fund, only three have produced a return below that of this past quarter;
in fact, only twelve quarters had a negative return. Of course, past performance is not a guarantee of future
results.

As we began the last fiscal quarter, long-term interest rates were hovering near their all-time lows of
4'/,%; by quarter’s end, these same rates were just below 4%,%. As a result, the total return (price change
plus income) of the 30-year US Treasury bond for the quarter was -4.9%. During the period, the Fund’s
interest rate hedging strategy performed as designed by making money when long-term interest rates
increased. These gains, however, did not entirely offset the decline in value of the Fund’s investment portfolio,
and as a result, the overall performance was still negative (please see the Question & Answer section which
follows for more on the performance of the Fund’s hedges).

As we’ve discussed often in the past, setting the Fund’s monthly dividend amount entails careful analysis
based partially on some crystal ball gazing. The Board recently acted on management’s recommendation to
continue the current monthly dividend of $0.0905 per share. In a period when most similar funds have been
forced to pare back distributions, this is a very satisfying result. While PFD is not immune to the forces
affecting other funds, it has benefited from efforts to boost portfolio income through securities selection; in
addition, the Fund’s use of tax-benefited preferred stock as leverage has been more cost-effective than the
taxable preferreds used by many other closed-end income funds because it offers some investors certain tax
advantages.

There have been some small but important changes in the Fund’s investment portfolio during recent
months. As can be seen from the Portfolio Overview on page 7, utilities comprise 37% of the portfolio. This
figure was 41% as recently as six months ago. The drop reflects the fact that several utilities have redeemed



preferred shares and these have not been replaced with new issues. A similar redemption trend is occurring
in the banking industry, though we have had more success finding suitable replacement issues within that
universe.

The Fund must normally have at least 25% of its assets invested in each of the utility and banking
industries, so we are focusing on these shrinking universes of preferreds. Historically, preferred stock has
been a standard form of financing for utility and banking companies. In recent years, changes in the
regulatory environment, industry consolidation, limited capital expenditure, and the repeal of certain federal
laws, have all led to the reduction in the size of these preferred universes. While these changes have been
generally positive for the Fund’s investments, the long-term trend may present challenges in finding enough
suitable utility and banking preferreds.

A number of insurance companies issued new preferred securities to replenish capital after one of the
worst hurricane seasons on record. While many of these new issues didn’t meet our credit standards, we
identified several attractive issues and made meaningful additions to the portfolio. We also added positions
in new preferred securities issues of several high quality companies in the financial services industry. Among
the recent additions are Goldman Sachs, Merrill Lynch and HSBC, which joined our existing holdings of
Lehman Brothers.

Recently, an innovative twist on an old preferred structure has produced a new type of preferred security.
In classic Wall Street tradition, the bankers can’t agree on what to call them; for now, we’ll use the first coined
acronym “ECAPS®™) which stands for “Enhanced Capital Advantage Preferred Security” These new issues
combine a variety of terms and covenants to create a security that captures some important characteristics of
both debt and equity. As a result, the issues are considered “equity-like” by the rating agencies, yet the interest
paid on the issue is deductible by the issuer as interest expense for tax purposes (both critical factors in a
company’s cost of capital). Please see the Q&A section for more on ECAPSS" and their impact on the Fund.

Perhaps because so many income-oriented closed-end funds have cut their dividend amounts, the
market prices of most of those funds have fallen relative to their net asset values. On August 31, 2005, the
market price of PFD was 11.4% above the NAV; as of this writing, the premium was 8.2%. We’ve often said
that in a perfect world the market price would closely track the NAV of the Fund, but this is rarely the case.
In fact, at present, PFD is one of a handful of similar funds where the market price is above the NAV. We
appreciate the market’s vote of confidence, and will continue to do our very best to justify it. Nonetheless,
investors in closed-end funds should always have a long-term investment horizon and stay focused on the
NAV performance.

We hope investors will take advantage of the Fund’s website, www.preferredincome.com. It contains a
wide range of useful and up-to-date information about the Fund.

Sincerely,

T =
Donald F. Crumrine Robert M. Ettinger
Chairman of the Board President

January 20, 2006



QUESTIONS & ANSWERS

Why has the market price of the Fund’s shares been falling?

Shareholders are understandably concerned about the recent decline in the price of the Fund’s shares.
While our focus is primarily on managing the Fund, we realize that an investor’s actual return is comprised of
the monthly dividend payments plus changes in the market price of the Fund. During the fourth fiscal quarter,
the Fund’s total return on market value was -6.2%. For all of fiscal 2005, the return was +0.7%. Over the life
of the Fund, the return was +11.6%.

We’ve often said that in a perfect world the market price would closely track the net asset value; however,
as seen in the chart below, in the real world the deviations can be large. In our experience, periods of large
price drops have displayed similar patterns. Usually some catalyst sets off a bit of selling which in turn leads
to a cycle of stop-loss triggers and a “sell now, ask questions later” mood among investors. The triggers this
time could potentially be explained by rising short-term interest rates, year-end tax selling, and competition
from new closed-end fund offerings.

For additional information about the premiums and discounts, please see the “Frequently Asked
Questions” section of the Fund’s website at www.preferredincome.com.
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Are there any federal tax advantages to the distributions made by the Fund in 2005?

Yes. In 2005, the Fund passed on a portion of its income to individuals in the form of qualified dividend
income or QDI. QDI is taxed at a 15% or 5% rate (depending on an individual’s income) instead of the
individual’s ordinary income tax rate. In calendar year 2005, 83.67% of the distributions made by the Fund
were eligible for QDI treatment. For an individual in the 28% tax bracket, this means that the Fund’s total
distributions will only be taxed at a blended 17.1% rate versus the 28% rate which would apply to distributions
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by a fund investing in traditional corporate bonds. This tax advantage means that, for an individual in the 28%
tax bracket, in calendar year 2005, the before-tax 6.4% vyield on net asset value of the Fund was
approximately equivalent to a 7.3% yield on net asset value of a traditional corporate bond fund.

Corporate shareholders also receive a federal tax benefit from the 81.70% of the distributions which were
eligible for the inter-corporate dividends received deduction or DRD.

It is important to remember the composition of the portfolio and the income distributions can change from
one year to the next, and the QDI or DRD portions of next year’s distributions may not be the same (or even
similar) to this year’s.

What were the components of the Fund’s total return on net asset value over the past year?

One technique to better understand the Fund’s net asset value (NAV) performance is to begin with the
Fund’s total return on its investment portfolio, and progressively adjust for the impact of hedging, expenses
and leverage to arrive at total return based on NAV (which factors in all of these items). During fiscal 2005,
the Fund’s unhedged portfolio returned 8.2%. Although the hedge made money during the 4t fiscal quarter,
it was a drag on performance over the full year as the hedged portfolio’s return before the impact of expenses
and leverage declined to 6.1%. However, the favorable impact of leverage served to offset expenses during
the year as the Fund’s total return on NAV was 6.1%, equal to the return on the Fund’s hedged investment
portfolio.

How did the interest rate hedge perform over the past year?

As discussed above, with the exception of the 4th fiscal quarter, the Fund’s interest rate hedge was a
drag on performance over the full fiscal year. From November 30, 2004 through August 31, 2005, long-term
US Treasury yields declined by approximately 0.75%. As a result, on a monthly basis the hedge rarely broke
even over this period. While these results are not favorable when reviewed in hindsight, hedging the portfolio
against significant increases in long-term interest rates has been, and will continue to be, a fundamental part
of the Fund’s investment strategy. The hedging strategy is designed so that the Fund’s shareholders
effectively pay an “insurance premium” to help protect the Fund’s NAV against a significant increase in long-
term interest rates. Moreover, if interest rates rise significantly over a short period of time, the Fund’s hedging
strategy may result in realized gains, the reinvestment of which might also permit the Fund to increase its
dividend rate.

Beginning in early September, long-term interest rates finally started to track the increases in the short
end of the yield curve, and the hedge results for the 4th fiscal quarter were accordingly positive. Even in this
environment of increasing interest rates, the hedge wasn’t perfect. It has always been designed as a “safety
net” (to help control the cost of hedging), which means that the Fund must absorb some loss before the hedge
protection fully engages. However, from that point forward, the hedge is designed to provide significant
protection if interest rates continue to rise.

How has the current interest rate environment affected the Fund?

The recent interest rate environment has been unusual and challenging for managing a hedged,
leveraged preferred fund. Its most unusual feature is that long-term Treasury yields have actually fallen slightly
since the Federal Reserve began raising the short-term federal funds rate (by a cumulative 3.25%) in June
2004. This “bull flattening” of the yield curve has simultaneously reduced the incremental return that the Fund
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earns on its leverage and generated losses on its hedges. Historically when the Fed has tightened monetary
policy, long-term interest rates have risen along with short-term rates, producing gains on the hedge which
could be used — at least in part — to purchase securities and thereby increase income on the portfolio. At the
same time, corporate issuers generally have reduced debt and preferreds relative to equity over the past
several years, causing the incremental yield on those securities to decline relative to Treasuries. This put
additional pressure on the Fund’s ability to generate income.

Looking ahead, we see the environment improving. Corporate demand for debt and preferred financing
is picking up, new security structures are broadening the appeal of preferred financing, and the incremental
yields offered by these securities have increased as a result. Recently, long-term interest rates have
increased along with short-term rates, and the Fund’s hedges have generated gains. Finally, although a flatter
yield curve has reduced the incremental income generated by the Fund’s leverage, it also has reduced the
cost of hedging.

How would an “inverted yield curve” impact the Fund?

An inverted yield curve, where short-term rates are above long-term rates, would affect the Fund in three
ways. First, an inverted yield curve would increase the cost of the Fund’s leverage relative to the return the
Fund earns on long-maturity assets. In fact, if the yield curve were to invert by a large amount, it's possible
that the leverage costs could exceed the current return on the preferred securities in the Fund’s portfolio.
(Although the yield curve may invert, we don’t think that a large inversion is likely.) These higher leverage
costs would reduce the incremental return earned on the roughly one-third of the portfolio that is financed by
the Fund’s leverage.

Second, an inverted yield curve would reduce the cost of hedging on 100% of the portfolio. That is
because the long-term cost of hedging is directly affected by the slope of the yield curve. When the yield curve
is steep — as it has been for most of the past four years — hedging tends to be expensive, because the market
charges hedgers the difference between long- and short-term vyields. If the yield curve inverts, however,
hedgers earn the difference between short- and long-term yields.

Third, how the yield curve inverts is also important to the Fund. On one hand, if the yield curve inverts
with short rates rising and long rates falling, leverage costs rise while the hedge loses money (although less
than it would have if the curve were steep, because the initial hedge cost is lower when the curve is inverted).
This is essentially a continuation of the scenario that played out from June 2004 through August 2005, and
it's a scenario that we believe has run its course. On the other hand, if the yield curve inverts with both short-
and long-term rates rising, the hedge gains can be used to offset some portion of the higher leverage costs;
how much depends upon how far and how quickly long-term rates increase.

As we have explained in the past, the first two effects tend to generally offset each other over time in total
return, with the higher cost of leverage reducing income and the lower cost of hedging improving NAV. But
how those effects play out in any given quarter or year depends upon the third factor: How rates actually
move.

What are ECAPS®"?

Enhanced Capital Advantage Preferred Securities, or ECAPSSY, represent the latest evolution of hybrid
preferred securities. Like other hybrid preferred securities, ECAPSS" pay interest (as opposed to the
dividends paid on perpetual preferred stock) which is taxed as ordinary income for most investors. By
combining certain elements of debt and equity financing, issuers of ECAPS are able to capture some key
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advantages of each in a single security. The result has been a dream of Wall Street for years — a true “hybrid”
security.

Of course, this is not the first time Wall Street engineers thought they discovered the magic combination.
In the latter part of 1993, Monthly Income Preferred Securities, or “MIPSS"”, were created with similar promise
and fanfare. As the MIPS®" structure grew in popularity (not to mention acronyms), the credit rating agencies
increasingly began to treat such issues as debt when assessing an issuer’s credit strength. ECAPS" are
designed to specifically address the concerns of the rating agencies. Time will tell if the structure can deliver
on all its promises; for now, however, we expect to see substantial new issuance of this type of security. As
of this writing, there have been ten such issues totaling $4.7 billion from seven different issuers.

How might ECAPS*" impact the Fund?

In the future, ECAPS®" could affect the Fund in several ways. This segment appears poised to grow
quickly, and could potentially surpass other preferred structures in size.

Companies that have preferred securities currently outstanding (either traditional preferred stock or older
types of hybrid preferred) will certainly consider redeeming and replacing them with ECAPS®¥, since the new
structure may provide issuers some important advantages. If this trend does develop, some of the positions
in the Fund may have to be replaced.

We also anticipate issuance from companies that haven’t issued preferred securities in the past. A larger
universe of issuers is good for the Fund. Not only would it allow greater diversification, but the likelihood of
us finding price anomalies or misunderstood credit risks should increase.



Flaherty & Crumrine Preferred Income Fund Incorporated

PORTFOLIO OVERVIEW
November 30, 2005 (Unaudited)

Fund Statistics on 11/30/05 Industry Categories % of Portfolio
Net Asset Value $ 15.26 Other 5%  REITs 2%
Market Price $ 16.44 .
Oil and Gas 5%
Premium 7.73% _ ) Utilities 37%
Financial
Yield on Market Price 6.61% Services 12%

Common Shares
Insurance 12%

Outstanding 10,372,742
Banks 27%
% of
Moody’s Ratings % of Portfolio Top 10 Holdings by Issuer Portfolio
AAA 1.3% Interstate Power 5.4%
AA 5.0% Lehman Brothers 4.3%
A 23.7% Alabama Power 3.7%
BBB 44.0% North Fork Bancorporation 3.6%
BB 14.8% HSBC 3.4%
Not Rated 9.1% Principal Financial Group 3.1%
Below Investment Grade* 15.9% SLM Corporation 3.1%
* ::I;w investment grade by both Moody’s and Xcel Energy 3.0%
Cobank 2.8%
EOG Resources 2.7%
% of Portfolio**
Holdings Generating Qualified Dividend Income (QDI) for Individuals 74%
Holdings Generating Income Eligible for the Corporate Dividend Received Deduction (DRD) 71%

** This does not reflect year-end results or actual tax categorization of Fund distributions. These percentages can, and do,
change, perhaps significantly, depending on market conditions. Investors should consult their tax advisor regarding their
personal situation. See accompanying notes to the financial statements for the tax characterization of 2005 distributions.
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Flaherty & Crumrine Preferred Income Fund Incorporated

PORTFOLIO OF INVESTMENTS
November 30, 2005

Shares/$ Par Value
Preferred Securities — 95.6%

Banking — 26.5%

ABN AMRO North America, Inc.:

3,625 B.46% Pfd., 144A™ ™ 3,687,024

1,000 6.59% Pfd., 144A™ 1,014,430*
54,700 BAC Capital Trust I, 7.00% Pfd. 12/15/31 . ... ... ... ... . . .. 1,404,149

400 BancWest Capital |, 9.50% Pfd. 12/01/30 . .. ... ... i 10,018"
$ 750,000 Barnett Capital Il, 7.95% 12/01/26 Capital Security ......................... 799,654
$ 1,500,000 BT Preferred Capital Trust Il, 7.875% 02/25/27 Capital Security ............... 1,598,437"
$ 250,000 Chase Capital |, 7.67% 12/01/26 Capital Security . ......................... 265,076
Citigroup, Inc.:

9,876 6.213% Pfd., Series G . ... 496,220*
26,200 6.231% Pfd., Series H . ... ... . 1,316,157*
65,350 6.365% Pfd., Series F ... ... 3,295,927*

Cobank, ACB:
50,000 7.00% Pfd., 144A ™ e 2,615,750*
75,000 Adj. Rate Pfd., 144A™ e 4,066,125*
$ 500,000 Comerica (Imperial) Capital Trust |, 9.98% 12/31/26 Capital Security, Series B . .. 558,010
4,500 FBOP Corporation, Adj. Rate Pfd., 144A** . . . . . .. . . . . 4,477,500
$ 2,250,000 First Hawaiian Capital I, 8.343% 07/01/27 Capital Security, SeriesB ........... 2,437,740M
First Republic Bank:
200,000 B.25% Pfd. . ... 4,678,000*
10,000 B.70% Pfd. ... . 250,550*
$ 1,500,000 First Union Capital Il, 7.95% 11/15/29 Capital Security ...................... 1,850,797
$ 1,820,000 First Union Institutional Capital Il, 7.85% 01/01/27 Capital Security ............ 1,936,398
$ 7,820,000 GreenPoint Capital Trust I, 9.10% 06/01/27 Capital Security .................. 8,574,044
$ 2,500,000 HBOS Capital Funding LP, 6.85% Pfd. . ... ... . .. 2,502,575"
5,000 HSBC Il, Variable Inverse Pfd., Pvt. .. ... ... .. ... .. . . .. . . ... 5,306,250
8,580 J.P. Morgan Chase & Co., 6.625% Pfd., SeriesH .. ......................... 436,679*
$ 2,000,000 Keycorp Capital VII, 5.70% 06/15/35 Capital Security ....................... 1,875,160
$ 270,000 Keycorp Institutional Capital B, 8.25% 12/15/26 Capital Security .............. 287,611
$ 674,000 NB Capital Trust Il, 7.83% 12/15/26 Capital Security ........................ 716,411
16,000 PFGI Capital Corporation, 7.75% Pfd. ...... ... ... . ... . . .. . . i 430,800
$ 1,700,000 RBS Capital Trust B, 6.80% Pfd. ....... ... i 1,704,063**™
16,500 Regions Financial Trust I, 8.00% Pfd. . ... ... .. . ... . . . i 420,915
$ 2,635,000 Republic New York Capital I, 7.53% 12/04/26 Capital Security ................ 2,786,736"
10 Roslyn Real Estate, 8.95% Pfd., Pvt., Series C, 144A*** .. ... ... ... . ... .... 1,099,758
7,500 Wachovia Preferred Funding, 7.25% Pfd., Series A . ......... ... . ... ... ... 205,200
63,104,164

The accompanying notes are an integral part of the financial statements.
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Flaherty & Crumrine Preferred Income Fund Incorporated

PORTFOLIO OF INVESTMENTS (Continued)
November 30, 2005

Shares/$ Par _Value
Preferred Securities — (continued)
Financial Services — 12.3%
10,000 Bear Stearns Company, 5.72% Pfd., Series F ......... ... . ... ... ... ... .... 475,150*
175,000 CIT Group, Inc., 6.35% Pfd., Series A . ... ... .. . . i 4,364,500*
50,000 Fannie Mae, 4.75% Pfd., Series M .. ... ... . 1,986,000*
Freddie Mac:
17,825 5.00% Pfd., Series F .. ... 748,115*
28,350 B5.30% Pfd. .o 1,261,150*
123,500 Goldman Sachs Group, Inc., 6.20% Pfd., SeriesB ......................... 3,077,620*
Lehman Brothers Holdings, Inc.:
48,280 5.67% Pfd., Series D .. ... 2,271,574
154,475 5.94% Pfd., Series C . ... 7,538,380*
15,000 6.50% Pfd., Series F .. ... 381,750*
136,855 SLM Corporation, 6.97% Pfd., Series A ... ... ... . . . 7,299,846
29,404,085
Insurance — 12.4%
40,000 ACE Ltd., 7.80% Pfd., Series C ... 1,055,000**™
40,000 Aegon NV, 6.375% Pfd. . . ... oo 980,400**™
17,000 Berkley W.R. Capital Trust Il, 6.75% 07/26/45 .. ... ... .. .. .. 403,920
21,000 Everest Re Capital Trust Il, 6.20% Pfd., SeriesB ........................... 463,260
140,000 MetLife Inc., 6.50% Pfd., Series B .. ........ ... . . . . 3,510,500
$ 5,150,000 MMI Capital Trust |, 7.625% 12/15/27 Capital Security, SeriesB . .............. 5,706,329
275,000 Principal Financial Group, 6.518% Pfd. ........... ... .. ... ... ... . . ... .... 7,418,780*
$ 4,000,000 Provident Financing Trust I, 7.405% 03/15/38 Capital Security ................ 3,757,240
127,000 Scottish Re Group Ltd., 7.25% Pfd. ........ ... ... ... . . i 3,168,650**™"
7,000 St Paul Capital Trust I, 7.60% Pfd. . ... .. e 179,025
2,800 Zurich RegCaPS Funding Trust, 6.58% Pfd., 144A™* . .. ... ... ... .. .. ... .... 2,921,856*
29,564,960
Utilities — 35.7%
Alabama Power Company:
300 4. 52% Pid. .o 25,135*
5,734 A.72% Pid. .o 501,668*
77,154 B5.20% Pfd. ..o 1,798,846*
275,000 5.30% Pfd. .o 6,518,875
10,000 Baltimore Gas & Electric Company, 6.70% Pfd., Series 1993 ................. 1,040,150*

The accompanying notes are an integral part of the financial statements.

9



Flaherty & Crumrine Preferred Income Fund Incorporated

PORTFOLIO OF INVESTMENTS (Continued)
November 30, 2005

Shares/$ Par Value

Preferred Securities — (continued)
Utilities — (continued)

Central Hudson Gas & Electric Corporation:

5,000 4.35% Pfd., Series D, Pvt. .. ... $ 428,800"
900 4.96% Pfd., Series E, PVt. ... .. o 82,453*
16,679 Central Vermont Public Service Corporation, 8.30% Sinking Fund Pfd., Pvt. ... .. 1,733,699
Connecticut Light & Power Company:
2,124 4.50% Pfd., PVt .. 82,592
34,300 5.28% Pfd., Series 1967 . ... ... 1,553,790*
1,905 6.56% Pfd., Series 1968 . . ... ... 98,469*
15,778 B8 24 Pfd. .. 826,057*
2,100 Consolidated Edison Company of New York, 4.65% Pfd., SeriesC ............. 183,729*
2,886 Dayton Power and Light Company, 3.90% Pfd., SeriesC .................... 192,799*
$ 1,000,000 Dominion Resources Capital Trust I, 8.40% 01/15/31 ...................... 1,202,005
Duke Energy Corporation:
3,000 4.50% Pfd., Series C, PVt. .. ... o 302,550*
519 7.04% Pfd., Series Y . ... 53,338*
Duquesne Light Company:
7,675 410% PId. .o 272,232*
9,190 415% PId. . 329,967*
910 4.20% PId. .. 33,065*
40,575 B.50% Pfd. ... 2,096,510*
5,490 $2.10 Pfd., Series A . ..o 199,479*
5,000 Energy East Capital Trust I, 8.25% Pfd. ........ ... ... . . . . . i 127,750
Entergy Arkansas, Inc.:
5,574 7.32% Pid. oo 581,563*
11,350 7.40% PId. o 1,180,230*
6,253 7.80% Pfd. ..o 653,657*
3,822 7.88% Pfd. ..o 398,654*
30,266 $1.06 Pfd. ... 757,407*
4,555 Entergy Gulf States, Inc., 7.56% Pfd. ......... ... .. .. ... . 442,336
Entergy Louisiana, Inc.:
260 7.84% Pid. .. 27,170*
106,538 8.00% Pfd., Series 92 . .. .. ... 2,685,823"
5,000 Entergy Mississippi, InC., 4.92% Pfd. . ...... .. .. . 403,250*
Florida Power Company:
17,769 4.58% PId. . 1,562,872*
5,157 4.80% PId. ... 453,352*
18,535 A 75% PId. . 1,682,607*

The accompanying notes are an integral part of the financial statements.
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Flaherty & Crumrine Preferred Income Fund Incorporated

PORTFOLIO OF INVESTMENTS (Continued)

November 30, 2005

Shares/$ Par _Value
Preferred Securities — (continued)
Utilities — (continued)
50,000 Georgia Power Capital Trust V, 7.125% Pfd. . ... ... ... . ... ... ... . ... . ... $ 1,283,500
2,010 Great Plains Energy, Inc., 4.50% Pfd. . ... ... . . 163,353*
20,000 Gulf Power Company, 6.00% Pfd., Series 1 ....... ... ... ... .. .. . . 2,009,200*
$ 3,500,000 Houston Light & Power Capital Trust Il, 8.257%, 02/01/37 Capital Security . . ... .. 3,703,875
32,650 Indianapolis Power & Light Company, 5.65% Pfd. .......................... 3,010,983*
384,000 Interstate Power & Light Company, 8.375% Pfd., SeriesB ................... 12,781,440*
14,250 Narragansett Electric Company, 4.64% Pfd. . .......... ... . ... ... ... ... .... 658,136*
Northern Indiana Public Service Company:
3,905 T44% Pid. .. 398,935*
7,465 Adj. Rate Pfd., Series A . ... . 381,648
6,170 Ohio Edison Company, 4.44% Pfd. . ... ... .. . 494,433
Pacific Enterprises:
27,430 B4.50 PId. .. 2,347,459*
10,000 B4.75 PId., Series 53 . . . 903,350
Pacific Gas & Electric Co.:
41,500 5.00% Pfd., Series D .. ... 868,388*
45,500 5.00% Pfd., Series E . ... .. 968,240*
PacifiCorp:
1,095 5.40% Pid. .o 110,973*
1,225 B4.56 PId. ... 101,161*
14,542 B4 72 PId. . 1,242,977*
12,333 $7.48 Sinking Fund Pfd. .. ... ... . .. 1,280,104*
9,666 Portland General Electric, 7.75% Sinking Fund Pfd. ........................ 1,001,639*
5,000 PPL Electric Utilities Corporation, 6.75% Pfd. . ........ ... ... ... .. ... ... ... 522,425*
10,000 Public Service Company of New Mexico, 4.58% Pfd., Series 1965 ............. 789,850*
San Diego Gas & Electric Company:
1,200 4.40% PId. ..o 19,626*
700 4.50% Pid. .o 11,711*
77,000 B1.70 PId. . 1,998,920*
13,100 Savannah Electric & Power Company, 6.00% Pfd. .......................... 332,675*
South Carolina Electric & Gas Company:
25,373 5.125% Purchase Fund Pfd., Pvt. . ... ... ... . . . . . 1,304,680*
6,703 6.00% Purchase Fund Pfd., Pvt. . ... .. . . 341,451*
54,100 Southern California Edison, 4.08% Pfd. .......... ... .. .. ... . . . . . . . . . ..., 1,015,457
75,000 Southern Union Company, 7.55% Pfd. ......... ... .. ... .. . i 2,011,125*
$ 750,000 TXU Electric Capital V, 8.175% 01/30/37 Capital Security .................... 792,011

The accompanying notes are an integral part of the financial statements.
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Flaherty & Crumrine Preferred Income Fund Incorporated

PORTFOLIO OF INVESTMENTS (Continued)
November 30, 2005

Shares/$ Par Value
Preferred Securities — (continued)

Utilities — (continued)

Union Electric Company:

14,150 4.56% PId. .. $ 1,212,018*
4,000 B7.64 PId. . . 414,620*

12,500 Virginia Electric & Power Company, $7.05 Pfd. ............. .. ... .. ....... 1,279,938*

Wisconsin Power & Light Company:
1,220 4.50% PId. .. 104,463*
546 4.80% Pfd. . ... 49,399*
13,000 B.20% Pfd. . ... 1,333,345*
Xcel Energy, Inc.:

16,030 $4.08 Pfd., Series B . ... oot 1,238,237*

26,200 $4.10 Pfd., Series C ... ... ... 2,033,644*

22,000 $4.11 Pfd., Series D ... ... .. 1,711,820*

17,750 $4.16 Pfd., Series E . ... ... . 1,397,901*

10,000 $4.56 Pfd., Series G ... ... 863,300*

85,001,289
Oil and Gas — 5.0%

17,200 Anadarko Petroleum Corporation, 5.46% Pfd. ............................ 1,733,416*
8,000 Devon Energy Corporation, 6.49% Pfd., Series A . ....... ... ... ... ... .... 809,720
5,985 EOG Resources, Inc., 7.195% Pfd., Series B ... ........ ... ... .. ... ....... 6,350,055*

$ 1,675,000 KN Capital Trust I, 7.63% 04/15/28 Capital Security . ..................... 1,832,919

10,000 Lasmo America Limited, 8.15% Pfd., 144A™ ™ . . . ... ... . . . . . . . . 1,099,350*™

11,825,460
Real Estate Investment Trust (REIT) — 2.0%
1,000 Equity Residential Properties, 8.29% Pfd., REIT, Series K .................. 59,305
PS Business Parks, Inc.:
16,000 7.00% Pfd., REIT, Series H . . ... . e 387,760
20,000 7.20% Pfd., REIT, Series M . . ... ... 486,800
Public Storage, Inc.:

13,300 6.18% Pfd., REIT, Series D . . ... ... 297,188

41,650 6.45% Pfd., REIT, Series F .. ... ... . 963,365

22,500 6.75% Pfd., REIT, Series E . ......... ... . 547,875
3,500 7125% Pid., REIT .. .. 88,515

40,000 Realty Income Corporation, 7.375%, Pfd., REIT, SeriesD ................... 1,015,400

40,000 Regency Centers Corporation, 7.25% Pfd.,, REIT ... ...... ... ... ... ... .... 1,001,400

4,847,608

The accompanying notes are an integral part of the financial statements.
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Flaherty & Crumrine Preferred Income Fund Incorporated

PORTFOLIO OF INVESTMENTS (Continued)

November 30, 2005

Shares/$ Par

Preferred Securities — (continued)
Miscellaneous Industries — 1.7%

Value

13,600 E.l. Du Pont de Nemours and Company, $4.50 Pfd., SeriesB . ..............

. $ 1,173,476*

33,250 Ocean Spray Cranberries, Inc., 6.25% Pfd., 144A™** ... ... ... ... ... ...... 2,977,371*
26,000 Touch America Holdings, $6.875 Pfd. .. ....... .. .. .. .. . i —*t
4,150,847
Total Preferred Securities
(Cost $213,914,081) . ..ottt 227,898,413
Corporate Debt Securities — 0.9%
Utilities — 0.9%
$ 1,000,000 Duquesne Light Holdings, 6.25% 08/15/35 . . .. .. ..ot 958,020
45,000 Northern States Power Company, 8.00% . . ...... ottt 1,178,325
2,136,345
Total Corporate Debt Securities
(Cost $2,103,499) . ..ot i i 2,136,345
Common Stock — 0.8%
Banking — 0.8%
110,000 New York Community Bancorp, Inc. ....... ... .. . . 1,831,500*
Total Common Stock
(Cost $1,917,807) . .. oot 1,831,500
Option Contracts — 0.8%
244 January Put Options on March U.S. Treasury Bond Futures, Expiring 12/22/05 . .. 743,438t
1,281 March Put Options on March U.S. Treasury Bond Futures, Expiring 02/24/06 . . . . . 1,106,531
Total Option Contracts
(Cost $2,317,450) . . . oo i i 1,849,969

The accompanying notes are an integral part of the financial statements.
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Flaherty & Crumrine Preferred Income Fund Incorporated

PORTFOLIO OF INVESTMENTS (Continued)
November 30, 2005

Shares/$ Par Value
Money Market Fund — 1.3%

3,211,287 BlackRock Provident Institutional, TempFund .. ............ ... ... .. ... ..... $ 3,211,287

Total Money Market Fund
(C0ost $3,211,287) . ettt 3,211,287

Total Investments (Cost $223,464,124***) . . ... ... .. . i 99.4% 236,927,514
Other Assets And Liabilities (Net) ........ ... ... . ... .. . ... .. ... . ... ... 0.6% 1,349,854
Total Net Assets Available to Common and Preferred Stock ................ 100.0%% $ 238,277,368
Money Market Cumulative Preferred Stock™ (MMP®) RedemptionValue ................. (80,000,000)
Total Net Assets Available To Common Stock . .............. ... ... ... .. . ... ... $ 158,277,368
* Securities eligible for the Dividends Received Deduction and distributing Qualified Dividend Income.

** Securities distributing Qualified Dividend Income only.

***  Aggregate cost of securities held.

****  Securities exempt from registration under Rule 144A of the Securities Act of 1933. These securities may be
resold in transactions exempt from registration to qualified institutional buyers. These securities have been
determined to be liquid under guidelines established by the Board of Directors.

n Foreign Issuer.

T Non-income producing.

I The percentage shown for each investment category is the total value of that category as a percentage of net
assets available to Common and Preferred Stock.

ABBREVIATIONS:
REIT — Real Estate Investment Trust
Pfd. — Preferred Securities
Pvt. — Private Placement Securities

The accompanying notes are an integral part of the financial statements.
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Flaherty & Crumrine Preferred Income Fund Incorporated

STATEMENT OF ASSETS AND LIABILITIES
November 30, 2005

ASSETS:
Investments, at value (Cost $223,464,124) . .. .......... ... ...... $236,927,514
Receivable for Investments sold. . .. ....... ... ... .. . . . . . ... ... 1,247,648
Dividends and interest receivable . .............. ... ... ... .. ... 2,045,913
Prepaid eXpenses. . . ... 86,422
Total Assets. . ... 240,307,497
LIABILITIES:
Payable for Investments purchased . . . ......................... $1,243,613
Dividends payable to Common Stock Shareholders . .............. 127,054
Investment advisory fee payable . .......... ... .. ... .. L. 108,471
Administration, Transfer Agent and Custodian fees payable . ........ 32,861
Professional fees payable. . . ........ ... . . 58,829
Directors’fees payable . . .. ... ... .. 607
Accrued expenses and otherpayables . ............ ... ... .... 42,404
Accumulated undeclared distributions to Money Market Cumulative
Preferred™ Stock Shareholders. . . ........ ... ... i ... 416,290
Total Liabilities. . ......... . 2,030,129
Money Market Cumulative Preferred™ Stock (800 shares
outstanding) redemption value. . . . ........ ... ... ... ... . ... 80,000,000
NET ASSETS AVAILABLE TO COMMON STOCK ................. $158,277,368
NET ASSETS AVAILABLE TO COMMON STOCK consist of:
Distributions in excess of net investmentincome ................. $ (82,317)
Accumulated net realized loss on investments sold. . . ............. (4,669,144)
Unrealized appreciation of investments . . ....................... 13,463,390
Par value of Common Stock. . . ........ ... .. .. .. ... 103,727
Paid-in capital in excess of par value of Common Stock............ 149,461,712
Total Net Assets Available to Common Stock. . ............. $158,277,368

NET ASSET VALUE PER SHARE OF COMMON STOCK:
Common Stock (10,372,742 shares outstanding) . . .. ............ 3 15.26

The accompanying notes are an integral part of the financial statements.
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Flaherty & Crumrine Preferred Income Fund Incorporated

STATEMENT OF OPERATIONS
For the Year Ended November 30, 2005

INVESTMENT INCOME:

Dividendstt . ..o $ 11,696,626
Interest . ... e 3,359,809
Total Investment Income. .. ........... .. .. . ... 15,056,435
EXPENSES:
Investment advisory fee . ........ ... . $1,342,067
Administrator'sfee. . ... ... . . 223,377
Money Market Cumulative Preferred™ Stock broker commissions
and auction agentfees ....... ... .. ... 215,290
Professional fees. . . ....... ... . . . e 122,990
INSUFANCE EXPENSE . . . o ottt e 154,077
Transferagentfees . .. ... ... . 84,638
Directors’ fees . . ... i e 67,975
Custodianfees ... 28,791
Chief Compliance Officerfees . ......... ... ... ... i it 38,815
Other. . o 134,401
Total EXpenses . . ... 2,412,421
NET INVESTMENT INCOME . .......... ... ... ... i, 12,644,014
REALIZED AND UNREALIZED GAIN/(LOSS) ON INVESTMENTS
Net realized gain on investments sold during the year. ... ........ 5,618,814
Change in unrealized appreciation/depreciation of investments
duringtheyear .. ... ... . (6,491,830)
NET REALIZED AND UNREALIZED LOSS ON INVESTMENTS ... ... (873,016)
DISTRIBUTIONS TO MONEY MARKET CUMULATIVE PREFERRED™
STOCK SHAREHOLDERS:
From net investment income (including changes in accumulated
undeclared distributions) . . . ... (2,230,179)

NET INCREASE IN NET ASSETS TO COMMON STOCK RESULTING
FROM OPERATIONS. . . .. ... e $ 9,540,819

1t For Federal income tax purposes, a significant portion of this amount may not qualify for the inter-corporate dividends received deduction (‘DRD”) or as
qualified dividend income (“QDI”) for individuals.
The accompanying notes are an integral part of the financial statements.
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Flaherty & Crumrine Preferred Income Fund Incorporated

STATEMENTS OF CHANGES IN NET ASSETS AVAILABLE TO COMMON STOCK®

OPERATIONS:

Net investmentincome ... ... ... ... . . . . .
Net realized gain/(loss) on investments sold during the year. . ... ..

Change in net unrealized appreciation/depreciation of investments

heldduringtheyear. .. ... ... ... ... . .. . . i

Distributions to Money Market Cumulative Preferred™ Stock
Shareholders from net investment income, including changes in

accumulated undeclared distributions. . . ......... ... .. ...
Net increase in net assets resulting from operations . ... ... ...

DISTRIBUTIONS:
Dividends paid from net investment income to Common

Stock Shareholders™ . . .. ... ..
Total Distributions to Common Stock Shareholders. ... ... .. ..

FUND SHARE TRANSACTIONS:
Increase from shares issued under the Dividend Reinvestment

and Cash Purchase Plan. . .......... ... .. .. ...

Net increase in net assets available to Common Stock

resulting from Fund share transactions . ..................

NET DECREASE IN NET ASSETS AVAILABLE TO COMMON

STOCKFORTHEYEAR . ... ... .. .. . .

Year Ended
November 30, 2005

Year Ended
November 30, 2004

$ 12,644,014  $ 12,687,506
5,618,814 (2,229,089)
(6,491,830) (1,053,489)
(2,230,179) (1,159,026)
9,540,819 8,245,902

(12,068,968)

(12,055,522)

(12,068,968) (12,055,522)
1,704,515 1,986,451
1,704,515 1,986,451

$ (823,634) $ (1,823,169)

NET ASSETS AVAILABLE TO COMMON STOCK:

Beginningofyear. . ... .. . .
Net decrease in net assets duringtheyear ....................

End of year (including distributions in excess of net investment
income of ($82,317) and undistributed net investment income

of $1,323,474, respectively) ........... ... ... ... . ...

™ Includes income earned, but not paid out, in prior fiscal year.

$159,101,002
(823,634)

$160,924,171
(1,823,169)

$158,277,368

$159,101,002

The accompanying notes are an integral part of the financial statements.
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