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__ FINANCIAL HIGHLIGHIS

Millions of dollars, except as noted

2004 2003

REVENUE
Electric utility $ 2,583 $ 2,583
Gas utility 2,081 . 1,845
Enterprises 808 1,085
Consolidated revenue $ 5,472 $ 5,513
Consolidated net income (loss) ) ‘$ 110 $  (449)
Per common share I ‘

Reported earnings (loss) - Diluted .64 v (0.30)

Book value (year-end) 10.62 9.84

Market value (year-end) 10.45 8.52
Cash and cash equivalents 669 532
Debt (a) 5,957 6,043

(a) Excludes FIN46 debt of $1.384 billion in 2004 and $812 million in 2003, and securitization debt of
" $398 million in 2004 and $426 million in 2003.

ABOUT CMS ENERGY

CMS Energy is an integrated energy company with a utility-plus business strategy. Our
principal business is Consumers Energy, a utility that provides natural gas and electricity to
more than 6 million of Michigan’s 10 million residents in all 68 Lower Peninsula counties. Our
utility is complemented by “utility-like” businesses operated by CMS Enterprises in the U.S.
and in strategic international locations. These primarily are independent power production;
natural gas transmission, storage and processing; and energy services.

2005 ANNUAL MEETING

CMS Energy’s 2005 annual meeting is scheduled for 9 a.m. on May 20 at the company’s head-
quarters at One Energy Plaza, Jackson, Michigan. Please note that this location is different
than in 2004. Proxy material will be mailed in April.
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ENHANCE SHAREOWNER VALUE

PROGRESS IN 2004

> MEETING ALL MICHIGAN PUBLIC SERVICE COMMISSION
PERFORMANCE STANDARDS

> ELECTRIC AND NATURAL GAS SYSTEM IMPROVEMENTS UNDER WAY TO ENSURE
CONTINUED SAFETY AND RELIABILITY

> EXCEPTIONAL GENERATING PLANT PERFORMANCE
> MICHIGAN PUBLIC SERVICE COMMISSION RESOLVED CRITICAL ISSUES IN 2004

> REFINANCED AT MORE FAVORABLE RATES MORE THAN $1.7 BILLION IN
DEBT IN 2004 AND EARLY 2005

> IMPROVED BALANCE SHEET: DEBT-TO-CAPITAL 70% AT CMS ENERGY, 59%
AT CONSUMERS ENERGY. REDUCED PARENT DEBT MORE THAN 50% SINCE
2001, AND ARE WELL INTO PLAN FOR ANOTHER 50% REDUCTION BY 2008

> POSITIVE ACTIONS BY RATINGS AGENCIES RECOGNIZE PROGRESS

> SUCCESSFUL EQUITY OFFERING OF NEARLY 33 MILLION SHARES OF COMMON
STOCK RAISED $288 MILLION

> $250 MILLION OF EQUITY INFUSED INTO CONSUMERS ENERGY
IN 2004; ADDITIONAL $300 MILLION PLANNED FOR 2005

~ $204 MILLION ASSET SALES IN 2004; CONTINUING TO SHARPEN
BUSINESS FOCUS

> CORE ASSETS PROVIDING STRONG, STEADY EARNINGS AND CASH FLOW,
WORLD-CLASS OPERATIONS

> 2004 REPORTED EARNINGS 64 CENTS/SHARE
> 2005 REPORTED EARNINGS GUIDANCE 84-89 CENTS/SHARE

> BOARD COMMITTED TO RESTORING AS SOON AS PRUDENT

> PROGRESS STRENGTHENING FINANCES, BALANCE SHEET; FURTHER WORK NEEDED
> NEED TO ACHIEVE POSITIVE PARENT AND CONSOLIDATED CASH FLOW

> MUST BE ABLE TO SUSTAIN DIVIDEND ONCE RESUMED
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Consumers Energy is an integral part of daily life in
Michigan, reaching across the Lower Peninsula to provide
energy to more than 6 million of the state’s nearly 10 million
residents. We are committed to delivering exceptional value,
and our skilled and dedicated employees continue to back up
this commitment with a strong operating performance.
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CONSUMERS ENERGY DELIVERS ON COMMITMENT TO EXCEPTIONAL VALUE
PRI RN I S 1 e el e et e L Lt e !

Natural gas deliveries to end-use customers totaled 320 billion cubic feet last year, a 4.6 percent decrease from
2003. Milder weather was the primary reason for the change. Temperatures in the first quarter of last year were more
than 12 percent warmer than during the same period of 2003.

Electric deliveries in 2004 increased 3.3 percent to 40 billion kilowatt-hours. However, year-to-year deliveries
were essentially flat after excluding deliveries for customers who purchased the electricity from alternate suppliers.
The amount of load lost as a result of Michigan’s customer choice program stabilized at year-end, and by early this
year some of our large customers had returned to full service from Consumers Energy.

As a result of our customer focus, satisfaction among our large electric business customers continued to improve,
reaching the highest level in five years and ranking among the top 15 percent of U.S. utilities.

One of the key issues for these customers is rate skewing, and we have asked the Michigan Public Service Commission
to address this as part of a rate case we filed in December. Rate skewing is a regulatory mechanism that causes larger
customers to subsidize rates for residential customers, instead of basing rates on the actual cost to serve each class of
customers. The inflated rates for larger customers affect our competitiveness with alternate suppliers. Addressing this issue
would be an important step in establishing a level playing field for all energy suppliers and customers.

Our employees also continued to deliver results in other areas, once again meeting all 11 electric utility
performance standards set by the Michigan Public Service Commission. More than half of these are related to
electricity outages and how we handle them - including events like a catastrophic storm last May, when high winds
tore across the western and middle parts of Michigan and knocked out power to 225,000 customers. Other standards
relate to services like meter reading and call center performance.

We also were able to continue providing customers with our popular Appliance Service Plan, thanks
to legislation signed last April by Michigan Governor Jennifer Granholm. The Appliance Service Plan
provides repair services for furnaces, ranges, refrigerators and other appliances. It protects against high,
unexpected hills on covered repairs and provides around-the-clock service when furnaces break down.
About 160,000 customers purchase this service, which has an extremely high 95 percent satisfaction rate.
The program had been threatened by previous changes in state law and requlations. However, a strong




grassroots campaign by employees, retirees and customers helped create broad
bipartisan support in the Michigan Legislature for a bill allowing the
program to continue.

The company’s efforts to reach out to less fortunate customers also was
recognized. In February of this year, Consumers Energy was honored with the
Warm Hearts award from The Heat and Warmth Fund (THAW), an organization
dedicated to helping Michigan’s low-income residents. The award recognizes
the work of our company and employees to improve the quality of life in the
communities we serve,

In addition to supporting THAW’s efforts, we have partnered with The
Salvation Army to operate PeopleCare, which over the past 22 years has raised
about $30 million for people who have emergency needs for food, clothing,
medical care and energy. We also encourage employee involvement in their
communities through our Volunteer Investment Program, which rewards
volunteer activity with financial grants. The Consumers Energy Foundation also
provided help with $2 million in contributions to nonprofit organizations during 2004.

To ensure that we continue serving customers at a high level, last year we began a number of improvements to
our gas and electric systems, and to our customer service technology.

The work includes new natural gas and electric lines needed to keep pace with customer growth. For example,
we are spending about $63 million on distribution lines and substations, including a substantial number of projects that
ultimately will benefit nearly a fourth of our electric customers. The work includes a key 46,000-volt line that will
serve northeastern Kent County, where electricity demand has been expanding twice as fast as our system’s average
growth. All of the projects will be completed in time for this summer’s peak load.

Work also is under way on a $60 million West Qakland Pipeline that will increase natural gas supplies in Oakland
and Macomb counties. Demand by residential, commercial and industrial customers has outgrown the capacity of our
existing pipeline, which was installed in 1951. The West Oakland Pipeline will increase the amount of natural gas that
can be removed from our storage fields to serve customers during the winter, and will increase our ability to refill the
fields during summer months.

We are in the third year of a 10-year inspection of our natural gas pipeline system, which is required by a federal
law intended to ensure the safety of pipelines across the country. An electronic device called a “smart pig” travels
through the pipe and takes key measurements such as wall thickness and looks for potential corrosion.

Technology that supports customer service also is being upgraded. Our five call centers, which handled nearly 9
million customer inquiries last year, are installing technology that will answer calls more efficiently and provide
answers for customers more quickly.

Other changes will improve our ability to help customers who contact us through the Internet. Inquiries through
our Online Customer Service Center, which is featured on the Consumers Energy Web site (www.consumersenergy.com),
have more than doubled the last two years. In 2004, we added the ability to make payment arrangements. In 2005,
we're planning to make storm restoration information available online.

These changes will bolster an online customer service capability that already has been recognized as one of the

Consumers Energy

N continued dismantling

the Big Rock Point
nuclear plant, which
was the nation's
longest-running nuclear
plant when it shut
down in 1997. The
plant site in Michigan's
northern Lower
Peninsula will be

i restored to its
N natural condition.
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best in the industry by the Utility CIS/CRM Consortium, an international organization of professionals in customer
information systems and customer care. The organization last year honored Consumers Energy’s Online Customer
Service Center with its ACE award for the best residential customer care initiative.

Yet another change under way is a new Order Management and Routing (OMAR) system that will improve our
ability to manage gas and electric work orders in the field. OMAR integrates systems for dispatching, tracking and
scheduling field work. It will help us respond to customer service requests more quickly and efficiently, and will
provide increased flexibility and efficiency for our work force.

Employees at our utility generating plants also had another strong year, marked by more than 88 percent
availability at our coal-fueled units. The pace was set by the Whiting plant, which delivered 94 percent availability and
produced more than 2.4 million megawatt-hours of electricity — both records for the 52-year-old plant. Whiting capped
the year by being honored with the state of Michigan’s Clean Corporate Citizen longevity award, marking seven
consecutive years of environmental recognition by the state’s Department of Environmental Quality.

The Palisades nuclear plant set a continuous generating record for all company power plants, operating for 478
consecutive days. The 789-megawatt plant provides about 22 percent of the electricity generated by Consumers
Energy. We plan to apply to the Nuclear Regulatory Commission for a 20-year renewal of Palisades’ operating license,
which expires in 2011. The Commission has approved license renewals for 26 of the nation’s 103 nuclear generating
plants, and is reviewing 18 other renewal requests.

The Karn plant completed a $120 million installation of Selective Catalytic Reduction (SCR) equipment that
reduced nitrogen oxide emissions by 83 percent during its first ozone season. Nitrogen oxides, which are emitted by
cars, trucks and various industries, contribute to the formation of smog during hot summer weather. The SCR system
works similarly to a catalytic converter on an automobile, but on a much bigger scale. It converts nitrogen oxides in
the plant’s exhaust stream into nitrogen and water. A $350 million installation of SCR equipment currently is under
way at Unit 3 of the Campbell generating plant. This work is part of $800 million we are investing in Consumers
Energy’s generating plants to meet the latest federal clean air standards and improve Michigan’s air quality.

Another key piece of our clean air strategy has heen to increase the
use of western coal at our coal-fueled generating plants. This coal, which
is mined primarily in Montana and Wyoming, produces fewer nitrogen
oxides and other emissions than eastern coal, and also is less expensive to
burn, Last year western coal accounted for 74 percent of our coal supply,
a dramatic increase from 32 percent in 1997. The change saved approximate-
ly $85 million in 2004.

Our environmental commitment includes a renewable energy initia-
tive that will be expanded in 2005. Consumers Energy was the first utility
in Michigan to give its customers the option to purchase wind-generated
electricity. In addition, our Resource Conservation Plan recently approved
by the Michigan Public Service Commission will provide about $5 million
a year for additional renewable energy projects in Michigan.

While supporting the growth of renewable energy, the Michigan
Public Service Commission also has formed the Michigan Electric Capacity
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Needs Forum to study the state’s long-term energy needs and supply options. The advisory group is the first step in
establishing a long-term energy supply policy for Michigan. It will examine the status of existing generation, the poten-
tial for new generation sources, and their costs. We believe this is a farsighted effort that is critical to Michigan’s
X future; the average age of Consumers Energy’s coal-fueled generating plants, for example, is 43
years old. We are participating in this effort along with representatives of other utility and transmis-
sion companies, business groups, organized labor, environmental groups and municipalities.

We also are educating our customers about the need for an energy policy that balances the
“3 E’s of reliable and affordable energy, a cleaner environment and a strong econo'my. Even though
Michigan’s economy and electricity use have grown by more than 50 percent since 1980, Consumers
Energy has significantly reduced emissions from its coal-fueled generating plants. For example,
we have reduced sulfur dioxide emissions by 80 percent since 1975, and nitrogen oxide emissions by 70 percent
since 1990.

In recognition of our “3 E’s” program and its role in helping shape Michigan’s environmental and energy policies,
the Edison Electric Institute has awarded its first EEI Advocacy Excellence Award to Consumers Energy.

CMS ENTERPRISES MAINTAINS OUTSTANDING OPERATING PERFORMANCE

- F PR S

CMS Enterprises continues to translate the “plus’ part of our utility-plus strategy into value with steady
contributions to earnings and cash flow, achieved through its world-class operating performance. The company main-
tained its outstanding safety record in 2004, and our fleet of independent power plants had an availability rate of 94
percent, substantially better than the industry’s performance. Eleven of our plants had availability above 90 percent.

Our largest plant, Jorf Lasfar in Morocco, set a new production record of more than 9.9 million megawatt-hours.
It also continued to set world-class standards for water quality and air emissions. The four-unit plant is the largest
generator in Morocco, supplying more than half of the country’s electricity. All of the plant’s output is committed under
a 30-year power purchase contract.

Jorf Lasfar also is a leading example of our corporate commitment to the countries and communities in which we
operate. In recognition of the plant's environmental stewardship and corporate citizenship, and his own leadership
efforts, plant general manager Larry DeWitt was honored last year with the U.S. Embassy’s U.S.-Morocco Friendship
Award. The award recognizes the person who has most contributed to improving U.S. ties with Morocco.

Our newest generating plant, Shuweihat in the United Arab Emirates, began full commercial operation last year.
It is the largest independent power and water desalination facility in the world, capable of producing 1,500 megawatts of
electricity and 120 million gallons of desalinated water per day. The Al Taweelah A2
generation and desalination plant, about 200 miles northeast of Shuweihat, completed
its fifth year of operation with 94 percent availability and a 5 percent increase in
electricity production. It reached a milestone of 1 million man-hours without a lost-
time accident. The two plants are an important part of the energy supply needed by
the country’s fast-growing industrial sector. Their entire output is fully committed
under long-term contracts with the Abu Dhabi Water and Electricity Authority.

The Jorf Lasfar
generating plant

1 established a new
production record

in 2004, and
continues to set world-
class standards for

®y water quality and

air emissions.
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We expect to complete construction of a new generating plant in Saudi Arabia this year. Our participation,
including leading project management for the Jubail Electric Company, is part of a commitment made in 2000.
We expect to sell our 25 percent ownership interest in the near future.

Ghana’s President John Kufuor helped break ground for a new natural gas pipeline that will benefit our Takoradi
generating plant. Importing low-cost natural gas is a key part of President Kufuor's economic growth plan, because
the country lacks its own natural resources for fuel. The West African Gas Pipeline will take two years to complete,
and will stretch from Nigeria to the Takoradi plant site.

CMS Energy is not investing in the pipeline. However, the natural gas supply will allow expansion of the generating
plant, and conversion of existing combustion turbines from fuel oil. The project will help Takoradi -~ which reached a
new availability mark of 95 percent last year — reduce fuel and power costs, while also reducing emissions. Expansion
and conversion of the Takoradi plant will be funded by debt financing secured by take-or-pay contracts for the elec-
tricity, and will not require additional
investment by CMS Energy.

The GasAtacama facility continues
to be the supplier of choice for new ¢, . N1 "1 water desalina-
electricity supply contracts in Chile’s E=3j. Resd “Goit “seasg o Rinagliss ™ Ut | tion plant will

. . yak e S H:?&u;. AT Y help supply the
northern copper mining region, and last ; d (st-growing
year signed a contract to supply the industrial sector
country’s newest mine. GasAtacama in the United

. R Arab Emirates.
consists of a 720-megawatt generating
plant on Chile’s coast, and a 700-mile pipeline that carries natural gas to the plant from northern Argentina. The plant
had an availability rate of nearly 97 percent last year.

Customer satisfaction at our electric distribution business in Brazil, Companhia Paulista de Energia Electrica
(CPEE), continues to rank among the country’s best. CPEE consists of four electric distribution companies that serve
nearly 164,000 customers, and an electric maintenance and construction company. Last year, CPEE opened a new
control center in S3o Paulo. The state-of-the-art facility will improve efficiency and performance by centralizing
operation of CPEE’s electric system.

CMS Enterprises’ domestic generating plants also performed well, led by the Michigan Power, Grayling and
Craven plants, which achieved about 97 percent availability. Grayling also set a new production record of more than
278,000 megawatt-hours. The Grayling (Michigan) and Craven (North Carolina) plants are part of our portfolio of
renewable energy generation. Last year, Craven sold the company’s first renewable energy credits. Trading in these
credits is a growing part of the renewable energy market as some energy companies choose to meet renewable stand-
ards by buying the credits instead of building their own facilities.

The newly com-
| pleted Shuweihat
generating and
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Our focus on strengthenmg the company’s Ilquldlty and balance sheet continues to produce results

We raised $288 million by selling nearly 33 million shares of common stock in October. Investor demand was strong,
allowing for an increase in the size of the initial offering and favorable pricing. Most of the proceeds were used to
make a $250 million equity infusion into Consumers Energy, strengthening the utility’s balance sheet. An additional
$300 million of utility equity will be added during 2005. This helps future earnings by increasing the amount of equi-
ty on which Consumers Energy can earn its authorized rate of return.

We refinanced more than $1.7 billion of debt in 2004 and early 2005, taking advantage of favorable market
conditions to significantly lower interest costs and extend debt maturities. We also successfully refinanced our revolving
credit facilities, which fund routine financial activities such as purchasing natural gas supplies and
fuel for our generating plants. Our debt reduction and refinancings will reduce interest expenses by
about 16 percent in 2005. Parent interest expense in 2005 will decrease by $78 million, or 30 per-
cent, compared with 2003.

Our aggressive program to sell nonstrategic assets was once again an important contributor to
our debt reduction efforts. We exceeded our 2004 target, netting $204 million of cash from the sale
of six facilities. We were able to completely exit Australia with the sale of our interests in the Loy
Yang power plant in the state of Victoria, and the Parmelia and Goldfields natural gas pipelines in
western Australia. Our asset sales target for 2005 is about $45 million.

The three major ratings agencies that follow our company took a number of positive actions, including upgraded
ratings for some of our securities. We believe this reflects their growing confidence in our financial plan and recognizes
the progress we have made over the last two years.

That progress has been substantial. We have lowered our debt-to-capital ratio to 70 percent at year-end 2004,
versus 78 percent a year earlier, We also have reduced Consumers Energy’s debt-to-capital ratio to 59 percent,
versus 65 percent at year-end 2003. We still have more to do, particularly at the parent, where further reductions are
an important part of our financial plan.

MICHIGAN REGULATORS RESOLVE CRITICAL UTILITY ISSUES |
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During the second half of 2004, the Mlchlgan Publlc Servnce Commission resolved a large number of cases that
were critical to Consumers Energy. The Commission’s actions will help us continue to provide customers with excellent
value and service, and will improve the utility’s financial performance.

In October, the Commission granted a $58 million natural gas surcharge increase for the next two years, including
a $19 million interim increase authorized in December 2003. The revenues will fund federal pipeline safety require-
ments, as well as maintain public and employee safety levels. Even with the increase, our natural gas rates remain in
the lowest 10 percent nationally.
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The Commission also addressed several aspects of Michigan’s Public Act 141, which allows customers to buy
electricity from alternate suppliers (utilities such as Consumers Energy continue to deliver the energy). The
Commission authorized the recovery of $88 million in expenses incurred between 1997-2001 to implement the
customer choice program.

Recovery of stranded costs, as provided for by Public Act 141, has been another key customer choice issue.
Stranded costs are incurred when, during the transition from a regulated to a competitive environment, a utility is
unable to fully recover its investments in generation-related assets and power supply contracts. The Commission set
Consumers Energy’s combined stranded costs for 2002 and 2003 at $63 million, and ruled that the utility can recover
that money from customers who choose to buy electricity from alternate suppliers. This will help hold down costs for
customers who continue to buy their supply from Consumers Energy.

Since the terrorist attacks of September 11, 2001, regulatory agencies have required utility conipanies to implement
a number of new or enhanced security measures to help ensure a reliable energy supply. In August, the Commission
authorized Consumers Energy to recover $24.5 million in additional security costs it will have incurred through the
end of 2005.

Consumers Energy also received Commission approval for a number of special contracts that will lower energy
costs for the state of Michigan and a number of universities and health systems. The special contracts will reduce
energy costs by 5 percent at large state facilities served by Consumers. Special contracts also were approved for
Michigan State University, Western Michigan University, the
University of Michigan-Flint and seven hospital systems in
the state. y

Finally, in January 2005 the Commission approved our b
Resource Conservation Plan, which allows Consumers Energy
to reduce electricity purchased from the natural gas-fueled
Midland Cogeneration Venture (MCV) and replace it with
electricity from lower-cost sources. The switch will conserve
enough natural gas to serve about 300,000 homes per yeatr,
and will save our electric customers about $21 million a year.
It also will provide about $49 million of benefits to the com-
pany, both directly to Consumers Energy and indirectly
through CMS Energy’s partnership interest in the MCV. In
addition, savings generated by the plan will provide $5 mil-
lion per year for renewable energy projects in Michigan. -

In the fourth quarter of last year, Consumers Energy filed ; - i
two additional cases that are working their way through the regulatory process. The first case seeks to recover $628
million of “regulatory asset” costs that were incurred prior to and during an electric rate freeze enacted as part of
Public Act 141. These costs include about $400 million associated with Clean Air Act compliance. Other items include
generating plant investments related to safety, reliability and regulatory requirements; new electric transmission costs;
and investments in the distribution system to serve new customers and maintain system reliability and customer service.

Consumers

}  Energy's Karn
plant reduced
nitrogen oxide
emissions by 83

N percent following

i installation of new
environmental

equipment, part
of the company's
3800 million
investment to
meet federal clean
air standards.
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Consumers Energy also filed a $320 million electric rate case, its first request to increase base rates in nearly a
decade. Since the last increase the number of electric customers we serve has grown by more than 11 percent to 1.77
million, and our electric deliveries have increased by nearly 8 percent. The increase will allow us to better serve
customers; maintain and improve the reliability of our electric system; meet growing environmental requirements; and
continue to meet the Commission’s Distribution Performance Standards.
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CORPORATE GOVERNANCE ALIGNS SHAREOWNER, MANAGEMENT INTERESTS _
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During 2004 we added several corporate governance measures that are designed to ensure that the interests of
shareowners and management are closely aligned and are focused on long-term success.

We implemented new stock ownership guidelines that require board members and officers to maintain a substantial
personal investment in the company. Each person will be required to own CMS Energy common stock valued at one
to five times annual base pay, depending on their position, with the chief executive officer, chairman and directors at
the top of this range.

We also have eliminated stock options, which tend to emphasize short-term price appreciation instead of long-
term value creation. This component of executive compensation has been replaced by performance-based stock grants,
which vest over a three-year period only if the company meets specific shareowner return targets.

In addition, we separated the roles of chairman of the board and chief executive officer, positions that historically
have been combined. At the same time, we are continuing to shape the Board of Directors to fit our utility-plus strategy.
We've elected three new members over the past three years, and have two more on this year’s ballot.

Finally, we continued to strengthen our commitment to delivering good business results with high standards of
integrity. We have committed substantial resources to ensure that our internal controls over financial reporting meet
the stringent requirements of the Sarbanes-Oxley Act. Our senior management has reported to the Audit Committee
of the Board of Directors, and the Securities and Exchange Commission, that our controls functioned as intended and
that no material weaknesses exist. Ernst & Young LLP's attestation report on our assessment of internal control over
financial reporting is on page 68 of Form 10-K, which follows this annual report.
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ADDITIONAL_OFFICERS

DAVID W. JOOS

President and Chief Exechtive Officer, CMS Energy;

Chief Executive Officer, Consumers Energy

S. KINNIE SMITH JR.

Vice Chairman, CMS Energy and Consumers Energy;

General Counsel, CMS Energy

THOMAS J. WEBB
Executive Vice President and Chief

Financial Officer, CMS Energy and Consumers Energy

JOHN G. RUSSELL
President and Chief Operating Officer,
Consumers Energy

THOMAS W. ELWARD
President and Chief Operating Officer,
CMS Enterprises '

JOHN F. DRAKE

Senior Vice President,

Human Resources and Administrative Services,
CMS Energy and Consumers Energy

DAVID G. MENGEBIER
Senior Vice President,

Governmental and Public Affairs/Community Services,”

CMS Energy and Consumers Enefgy

o

ROBERT A. FENECH
Senior Vice President,
Nuclear, Fossil and Hydro
Operations, Consumers Energy

FRANK JOHNSON

Senior Vice President,

Electric Transmission and Distribution,
Consumers Energy

PAUL N. PREKETES
Senior Vice President,
Gas Operations, Consumers Energy

GLENN P. BARBA

Vice President, Controller and Chief
Accounting Officer, CMS Energy and
Consumers Energy

JAMES E. BRUNNER
Vice President and General Counsel,
Consumers Energy

JAMES R. CODDINGTON
Vice President, Fossil Operations,
Consumers Energy

BELINDA M. FOXWORTH

Vice President and

Deputy General Counsel, CMS Energy;
Chief Compliance Officer,

CMS Energy and Consumers Energy

WILLIAM E. GARRITY
Vice President, Electric
and Gas Supply, Consumers Energy

CAROL A. ISLES
Vice President and
Controller, CMS Enterprises

SHARON A. McILNAY
Vice President and
General Counsel,

CMS Gas Transmission

THOMAS L. MILLER
Vice President,
CMS Enterprises

LAURA L. MOUNTCASTLE
Vice President, Investor Relations
and Treasurer, CMS Energy and
Consumers Energy

JON R. ROBINSON
Vice President — Utility Law and
Regulation, Consumers Energy

MICHAEL J. SHORE

Vice President and

Chief Risk Officer,

CMS Energy and Consumers Energy

WILLIAM H. STEPHENS III
Vice President and Assistant General
Counsel, CMS Enterprises

SUSAN C. SWAN
Vice President, Customer Operations,
Consumers Energy

JOSEPH P. TOMASIK
Vice President and

Chief Development Officer,
CMS Enterprises

MICHAEL D. VANHEMERT

Vice President and Corporate Secretary,
CMS Energy and Consumers Energy;
Deputy General Counsel, CMS Energy

THEODORE J.VOGEL
Vice President and Chief Tax Counsel,
CMS Energy and Consumers Energy
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BOARD OF DIRECTORS

KENNETH WHIPPLE

Chairman of the Board, CMS Energy and Consumers Energy.
Previously Chairman and Chief Executive Officer of CMS
Energy and Consumers Energy, Executive Vice President of
Ford Motor Company, Dearborn, Mich., President of the Ford
Financial Services Group, and Chairman and Chief Executive
Officer of Ford Motor Credit Company. Director of AB Volvo and
Korn/Ferry International, and Trustee of certain mutual funds

in the JPMorgan family of mutual funds. Director since 1993.

S. KINNIE SMITH JR.

Vice Chairman and General Counsel, CMS Energy and Vice
Chairman, Consumers Energy. Previously Senior Counsel for
the law firm Skadden, Arps, Slate, Meagher & Flom, and Vice
Chairman and President, CMS Energy and Vice Chairman,
Consumers Energy. Director 1987-1996 and since 2002.

MERRIBEL S. AYRES

President of Lighthouse Energy Group, LLC., a firm she founded
and which provides governmental affairs and communications
expertise, as well as management consulting and business
development services. Previously Chief Executive Officer of the
National Independent Energy Producers. Member of the Aspen
Institute Energy Policy. Forum, the National Advisory Council of
the National Renewable Energy Laboratory, and the Dean’s
Alumni Leadership Council of Harvard University’s Kennedy
School of Government. Director since 2004.

EARL D. HOLTON

Serves as lead director. Former Vice Chairman, Meijer, Inc.,
Grand Rapids, Mich.-based operator of food and general
merchandise centers. Previously President of Meijer, Inc.
Director of Meijer, Inc. and Steelcase, Inc. Director since 1989.

DAVID W. JOOS

President and Chief Executive Officer, CMS Energy and Chief
Executive Officer of Consumers Energy. Previously President
and Chief Operating Officer of CMS Energy and Consumers
Energy, Executive Vice President and Chief Operating Officer —
Electric for CMS Energy and President and Chief Executive
Officer — Electric for Consumers Energy. Director of Steelcase,
Inc., the Michigan Colleges Foundation, Michigan Economic
Development Corporation, the Association of Edison
HNluminating Companies, the Edison Electric Institute, Director
and Chairman of Nuclear Management Co., and Director and
Chairman of the Michigan Manufacturers Association. Director
since 2001.

MICHAEL T. MONAHAN

President, Monahan Enterprises, LLC, Bloomfield Hills, Mich.,
a consulting firm, Previously Chairman and Chief Executive
Officer of Munder Capital Management and President and
Director of Comerica, Inc. and Comerica Bank. Director of
The Munder Funds, Inc. and Engineered Machined Products,
Inc., and Trustee of Henry Ford Health Systems, Inc. and the
Community Foundation for Southeastern Michigan.

Director since 2002.

JOSEPH F. PAQUETTE JR.

Retired Chairman and Chief Executive Officer of PECO
Energy, formerly the Philadelphia Electric Company, a major
supplier of electric and gas energy. Previously President of
CMS Energy. Director of USEC, Inc. and Mercy Health
Systems. Director 1987-1988 and since 2002.

WILLIAM U. PARFET

Chairman and Chief Executive Officer of MPI Research, Inc.,
Mattawan, Mich., a contract research laboratory conducting
risk assessment toxicology studies. Previously Co-Chairman of
MPI Research. Director of Stryker Corporation, PAREXEL
International Corporation and Monsanto Company. Director
since 1991.

PERCY A. PIERRE

Professor of Electrical Engineering, Michigan State University,
East Lansing, Mich. Formerly Vice President for Research and
Graduate Studies at Michigan State University, Assistant
Secretary of the Army for Research, Development and
Acquisition, and President of Prairie View A&M University.
Director of Fifth Third Bank (Michigan) and Trustee for the
University of Notre Dame and Hampshire College. Director
since 1990.

KENNETH L. WAY

Former Chairman and Chief Executive Officer, Lear
Corporation, a Southfield, Mich.-based supplier of automotive
interior systems to the automotive industry. Director of
Comerica, Inc.,, WESCO International, Inc., and Cooper
Standard Automotive, and Trustee for the Henry Ford Health
Systems, Inc. Director since 1998.

JOHN B. YASINSKY

Retired Chairman and Chief Executive Officer, OMNOVA
Solutions Inc., Fairlawn, Ohio, a developer, manufacturer and
marketer of emulsion polymers, specialty chemicals and
building products. Previously Chairman, Chief Executive Officer
and President of GenCorp. Director of A, Schulman, Inc.
Director since 1994.
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SHAREOWNER_INFORMATION

STOCK EXCHANGE LISTING
CMS Energy Common Stock is traded on the New York
Stock Exchange under the symbol CMS.

REGISTERED SHAREOWNERS
As of December 31, 2004, there were 58,455 registered
shareowners of common stock.

SHAREOWNER INFORMATION

Our services for shareowners are available on our Web site,
www.cmsenergy.com, Financial reports, recent filings with
the Securities and Exchange Commission and news releases
also are available on the site.

Inguiries about stock ownership, stock purchase, change of
address, dividend payments, dividend reinvestment and our
stock purchase plan also may be directed to:

Investor Services Department
One Energy Plaza

Jackson, MI 49201-2276
Telephone: (517) 788-1868
Fax: (517) 788-1859

e-mail: invest@cmsenergy.com

FINANCIAL AND OPERATING INFORMATION
Investor Relations Department

One Energy Plaza

Jackson, MI 49201-2276

Telephone: (517) 788-2590

TRANSFER AGENT, REGISTRAR
AND PAYING AGENT

Investor Services Department

One Energy Plaza

Jackson, MI 49201-2276

STOCK OWNERSHIP

CMS Energy shareowners can choose either direct or indirect
stock ownership. With direct stock ownership, shares are
registered in your name; you can purchase additional shares
directly from the company with no commission or service
charge; you can enjoy the benefits of direct communication
with us; and you can participate in the CMS Energy stock
purchase plan. With indirect stock ownership, your shares
are held in “street name” by a broker, and communications
from the company come through your broker, rather than
directly from us. For more information on direct and indirect
ownership, please contact Investor Services for a copy of the
brochure, “Stock Qwnership: What Every Investor Should
Know.” If you are interested in direct ownership, please visit
our Web site, www.cmsenergy.com {click on “Invest in
CMS*) or contact Investor Services.

ELIMINATE DUPLICATE MAILINGS

Shareowners who receive multiple copies of the annual
report and proxy statement, due to multiple accounts at the
same address, can request the elimination of duplicate doc-
uments. Shareowners of record should contact the Investor
Services Department; other shareowners should contact
their broker. Shareowners who want to receive these docu-
ments electronically instead of in print form should check the
appropriate box on the proxy card they will receive in April,
or can contact Investor Services or their broker.
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GLOSSARY

Certam terms used in the text and ﬁnancml statements are deﬁned below

ABATE........0i.:00 . i.0u. .00 ... - Association of Busmcsscs Advocating Tariff Equity * © .
Accumulated Beneﬁt Obhgatlon ....... - The liabilities of a pension plan based on service and pay to date.’
: < This differs from the ‘Projected Benefit Obligation that is typically

disclosed in that it does not reflect expected future salary

* increases. :
AEP ........ e e e ..., - Ametican Electnc Power, a non- afﬁhated company
AFUDC ..............¢.700 .. .. - Allowarnce for Funds Used During Construction
ALJ...... e “ew..iJdel..  Administrative Law Judge
Alliance RTO ..................... . Alliance Regional Transmission Organization
Alstom ... 0.0 Cie.. ool Alstom Power Company
AMT .o Alternative minimum tax
APB ......... A O L .w0.7.0 0. Accounting Principles Board T
APB Opinion No. 18..... “..........  APB.Opinion No. 18, ‘“The Equity Method of Accountmg for
: - .- Invéstments in Common Stock”’
APB Opinion No. 30...... Veenic 0 APB Opinion No. 30, ““Reporting Results of Operations —
’ ' : © " . Reporting the Effects of Disposal of a Segment of a Business™’
APT .. ... ....." ... Australian Pipeline Trust
ARO . ... il ‘Ii..... Assetretirement obligation
Articles........... Ce.i.i..wii.... . -Articles of Incorporation
Attorney General ................... Michigan. Attdmey General
bef. - Billion'cubic feet: »
BigRock ..., ‘Big Rock Point nuclear power plant, owned by Consumers
Bluewater Pipeline.................. " Bluewater Pipeliric, a'24.9-mile pipeline that extends from
Marysville; Michigan to Armada, Michigan
Board of Directors. ... ... ....... .. Board of Directors of CMS Energy . :
Brownfield site.............. ....... Provides for a tax‘incentive for the redevelopment or improvement

-of -a facility (contaminated property), or functionally obsolete or
- : S " blighted property, provided that certain conditions are ‘met.
Btu........ e e ".; - British thermal unit

CEO .. i . Chief Executive Officer
CFO ...... “evererne...lu Wieo..d. Chief Financial Officer
CFTC ... ..y SRR ..+..»  Commodity Futures Trading Commission
Clean Air Act ........ Ll ........ Federal Clean Air Act, as amended
CMS Electric and Gas............%.. ' CMS:Electric ‘and Gas Company, a subsidiary of Enterpnses
CMS Energy .......ooovnn... e . CMS Energy Corporation, the parent of Consumers and -
o ' Enterpnses .
CMS Energy Common Stock or
common stock .......0 . .. .0 Common stock ‘of CMS Encrgy, par value $. 01 per share
CMSERM................. ceeea CMS Energy Resource Management Company, formerly
4 o CMS MST, a subsidiary of Enterprises
CMS Fleld Serv1ces .......... "...:ve.. CMS Field Services, formerly a wholly owned subsxdxary of CMS
- . &+ . Gas Transmission. The sale of this subsidiary closed in July 2003.
CMS Gas Transmission.............. -CMS Gas Transmlssmn Company, a wholly owned subsidiary of
Enterprises .
CMS Generation ......... A " .CMS Generation Co., a wholly owned subsidiary of Enterpris¢s
CMS Holdings .:..... U v i... CMS Midland Holdings Company, a subsidiary of Consumers :
CMSLand ........ S '~ CMS Land Company, a subsidiary of Enterprises

CMS Midland ......... EIT ... CMS Midland Inc., a subsidiary of Consumers



CMSMST ..o CMS Marketing, Services and Trading Company, a wholly owned
subsidiary of Enterprises, whose name was changed to CMS ERM
effective January 2004

CMS Oiland Gas ....... P CMS 0il and Gas Company, formerly a subsidiary of Enterprises

CMS Pipeline Assets.............:.. CMS Enterprises pipeline assets in Michigan and Australia

CMS Viron.............ovven. P CMS Viron Corporation, formerly a wholly owned subsidiary of
o _ - CMS MST. The sale of this subsidiary closed in June 2003.

Common Stock .................... All classes of Common Stock of CMS Energy and each of its

subsidiaries, or any of them individually, at the time of an award
or grant under the Performance Incentive Stock Plan

Consumers .................. e Consumers Energy Company, a subsidiary of CMS Energy

Courtof Appeals ................... Michigan Court of Appeals =

CPEE ... ... Companhia Paulista de Energia Eletrica, a sub51dlary of
Enterprises

Customer Choice Act ............... Customer Choice and Elecmcny Rehablhty Act, a Michigan
o statute enacted in. June 2000 that allows all retail customers choice
of alternative electric suppliers as of January 1, 2002, provides for
full recovery of net stranded costs and implementation costs,
establishes a five percent reduction in residential rates, establishes
rate freeze and rate cap, and allows for Securitization

Detroit Edison ..................... The Detroit Edison Company, a non-affiliated company

| 3] (O Dearborn Industrial. Generation, LLC, a wholly owned subs:dlary
~ of CMS Energy

DOE .. ... U.S. Department of Energy

DOJ . U.S. Department of Justice

Dow e . The Dow Chemical Company, a non-affiliated company

DSM ... . Demand-side management

EBITDA ....... ... it Earnings before income taxes, depreciation, and amortization

EISP ..o Executive Incentive Separation Plan

EITF .. Emerging Issues Task Force

EITF Issue No. 02-03 ............... Issues Involved in Accounting for Derivative Contracts Held for

Trading Purposes and Contracts Involved in Energy Trading and .
Risk Management Activities

EITF Issue No. 97-04 ............... Deregulation of the Pricing of Electricity — Issues Related to the
Application of FASB Statements No. 71 and 101

ElChocon .........c.ccivvinvenieann The 1,200 MW hydro power plant located in Argentina, in Wthh
: . - .. CMS Generation holds a 17.23 percent ownership interest .

Enterprises ......................:.. CMS Enterprises Company, a subsidiary of CMS Energy

EPA. ... U.S. Environmental Protection Agency

EPS. ... Earnings per share :

ERISA ................ PR Employee Retirement Income Security Act

Emst& Young.........coocnvenn... :Ernst & Young LLP - _

Exchange Act................... ... Securities Exchange Act of 1934, as amended

FASB ... i Financial Accounting Standards Board v S

FASB Staff Position, No 106-2 ....... Accounting and Disclosure Requirements Related to the Medicare
: : Prescription’ Drug, Improvement and Modernization Act of 2003
May 19, 2004)

FERC ........... e - Federal Energy Regulatory Commission

First Mortgage Bond Indenture........ The indenture dated as of September 1, 1945 between Consumers
: and JPMorgan Chase Bank, N.A. (ultimate successor to City Bank

. Farmers Trust Company), as Trustee, and as amended and.

supplemented
FMB .. First Mortgage Bonds
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FMLP ... v i in e . - First Midland Limited Partnership, a partnership that holds a
AP ., ... .7 lessor interest in the MCV facility
Ford ........ beivesisie.sovis.eed ..o Ford Motor. Company
FSP ... v oo te.. - FASB Staff Position .
GAAP....... .ol ewifsi. .o -Generally Accepted Accounting Pr1nc1ples
GasAtacama ........c.cvveeeeen... . -- Anintegrated natural.gas pipeline and electric generation project
¢ : ..+ -. ‘located in Argentina and Chile, which includes 702 miles of
natural gas pipeline and a 720 MW gross capacity power plant
GCR ...i vt il et ... . Gas cost recovery
Goldﬁelds ......... Y.dved..oviyi. .o JApipéline business located in Australia, in which CMS Energy
RS e e .- formerly held a 39.7 percent ownership interest
Guardlan. L L ese e fesu v - Guardian Pipeline, L.L.C., in which CMS Gas Transmission
s e oo o o owned a-one-third interest
GVK ..o i it i e +. -GVK Facility, a 250 MW gas fired power plant located in South
' Central India, in which CMS Generation holds a 33 percent
_ ‘interest
Health Care Plan . .................. The medical, dental, and prescrlptlon drug programs offered to
- eligible employees of Consumers and CMS Energy
IPP .. ..o o eiewwttieee. ... Independent Power Production . .
ITC .. Investment tax credit
Jorf Lasfar -.... S * The 1,356 MW coal-fueled power plant in Morocco, jointly owned
by CMS Generation and ABB Energy Ventures, Inc.
Kam ............ S D.E Karn/J.C. Weadock Generating Complex, which is owned by
o : Lo oo Consumers™
kWh -0 ... e P . «Kilowatt-hour
LIBOR i...:....buioonaniais London Inter-Bank Offered Rate
Loy Yang ..:..ovnoeene. e .. -The 2,000 MW brown coal fueled Loy Yang A power plant and
B y . an associated coal mine in Victoria, Australia, in which CMS
" Generation formerly held a 50 percent ownership interest
ING .o e Liquefied natural gas
Ludington................ e -, .« Ludington pumped storage plant, jointly owned by Consumers and
: . ... Detroit-Edison .
Marysville ....... e “v...n . CMS -Marysville Gas Liquids Company, a Michigan corporation
: o s .- ‘and a former subsidiary of CMS Gas Transmission that held a
100 percent interest in Marysville Fractionation Partnership and a
-51 percent interest in St. Clair Underground Storage Partnership
mef ... S ... 'Thousand cubic feet
MCV Expansmn, LLC ....... “t..7... - An agreement entered into with General Electric Company to
T - ~expand the MCV Facility
MCV. Fac111ty S w..i... Anatural gas-fueled; combined-cycle cogeneration facility
P <+ -« . :operated by the MCV Partnership and in which Consumers’ holds
: v .« o .a 35-percent lessor interest
MCV Partnershlp ............ v . .ot Midland Cogeneration Venture Limited Partnership in which
.. ~Consumers has a 49 percent interest through CMS Midland
MD&A .. e . Management’s Discussion and Analysis :
MDEQ ........... ool .., . . Michigan Department ‘'of Environmental Quality
METC, LLC........ o everer....i. - Michigan Electric Transmission Company, formerly a subsidiary
.: * of Consumers Energy and now an indirect sub51d1ary of Trans-
Elect

Michigan Power .............. A - CMS Generation Mlchlgan Power L.L.C., owner of the Kalamazoo
L : o River.Generating Station and the Livingston Generating Station

Dot



Midwest Energy Market ............. - An energy market developed by the MISO to provide day-ahead
and real-time market information and centralized dispatch for
market participants, scheduled to begin April 1, 2005

MISO ... Midwest Independent System Operator

MPSC ... i Michigan Public Service Commission : .l

MSBT.....ccvvvn... SN - Michigan Single Business Tax

MTH.............................. Michigan Transco Holdings, Limited Partnership

MW i S Megawatts .« -

NEIL. ..., Nuclear Electric Insurance Limited, an industry mutual insurance
company owned by member utility companies i

NMC............00u S SN Nuclear Management Company LLC, formed in 1999 by Northem

States Power Company (now Xcel Energy Inc.), Alliant Energy,: . -
.Wisconsin Electric Power Company, and Wisconsin Public Service
Company to operate and manage nuclear generating facilities ©* /.
: _ S owned by the four utilities
NERC..... ... North American Electric Reliability Council

NRC................ e Nuclear. Regulatory Commission _ _ Lo
NYMEX................. e New York Mercantile Exchange
OPEB ..., ... "Postretirement benefit plans other than pensions for retired et
employees E
Palisades...............out. «..... .. Palisades nuclear power plant, which is owned by Consumers
Panhandle Eastern Pipe Line or
Panhandle.................... e Panhandle Eastern Pipe Line Company, including its subsidiaries

Trunkline, Pan Gas Storage, Panhandle Storage, and Panhandle
Holdings. Panhandle was a wholly owned subsidiary of CMS Gas-
.. Transmission.: The sale of this subsidiary closed in June 2003."
Parmelia ........... oo i, A business located in Australia comprised of a pipeline,
' processing facilities, and a gas storage facility, a former
. ‘ - v . subsidiary of CMS Gas Transmission
PCB .. e e Polychlorinated biphenyl . S

Pension Plan........... ... ... .. ... The trusteed, non-contributory, defined benefit pension plan of’:
Panhandle, Consumers and CMS Energy

PIMRTO ............... e - Pennsylvania-Jersey-Maryland Regional Transmission Organization

Powder River ........... e ... CMS 0Oil and Gas previously owned a significant interest in

coalbed methane fields or projects developed within the Powder
River Basin which spans the border between Wyoming and
Montana. The Powder River properties have been sold.

PPA. ... RN The Power Purchase Agreement between Consumers and the MCV
Partnership with a 35-year term commencing in March 1990

Price Anderson Act ............. ... Price Anderson Act, enacted in 1957 as an amendment to the
: Atomic Energy Act of 1954, as revised and extended over the
years. This act stipulates between nuclear licensees and the
U.S. government- the insurance, financial responsibility, and legal
- liability for nuclear accidents.

PSCR ... -.... Power supply cost recovery A

PUHCA ......................i... Public Utility Holding Company Act of 1935

PURPA ... .. vt Public Utility Regulatory Policies Act of 1978

0 Resource Conservation Plan

ROA ... .. Retail Open Access

RTO ..o Regional Transmission Organization :

SCP.. i e e Southern Cross Pipeline in Australia, in which CMS Gas
Transmission formerly held a 45 percent ownership interest

SEC .. U.S. Securities and Exchange Commission
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Section 10d(4) Regulatory Asset ......

Securmzatlon ......................

SFASNo. 52 ....... O
SFASNo. 71 ... SN

SFASNo. 87 ... ..o,
SFASNo. 88 ............. PR
SFASNo.98 ... ...t

SFASNo. 106 ...... ...t

SFASNo. 109 ............ ... ...,
SFASNo. 115 ...l

SFASNo. 123 ... ... .. oot
SFASNo. 133 ...... ... ...t

SFASNo. 143 ......... ... . .o..e.
SFASNo. 144 ........ ... ... .. ...

SFASNo. 148 ......... .. it
SFASNo. 149 ... ... ... ...
SFASNo. 150 ... i,
Shuweihat . ... ..... .. . ... ...
SLAP ...

Southern Union ....................
Special Commiittee. .................

Stranded Costs . ...,

Superfund .........................

. Regulatory asset as described in Section 10d(4) of the Customer
Choice Act, as amended

A financing method authorized by statute and approved by the
MPSC which allows a utility to sell its right to receive a portion

- of the rate payments received from its customers for the

repayment of Securitization bonds issued by a special purpose

.entity affiliated with such utility

Sistema Electrico del Estado Nueva Esparta C.A., a subsxdlary of

‘Enterprises

Supplemental Executive Retirement Plan
Statement of Financial Accounting Standards .
SFAS No. 5, ““Accounting for Contingencies’’

-SFAS No. 52, “Foreign Currency Translation”’

SFAS No. 71, “*Accounting for the Effects of Certain Types of
Regulation’™

SFAS No. 87, ““Employers’ Accounting for Pensions”’

SFAS No. 88, ““Employers’ Accounting for Settlements and

- Curtailments of Defined Benefit Pension Plans and for
- Termination Benefits’’

SFAS No. 98, ‘‘Accounting for Leases’’

SFAS No. 106, ‘‘Employers’ Accounting for Postretirement
Benefits Other Than Pensions™

SFAS No. 109, ‘““‘Accounting for Income Taxes’’

SFAS No. 115, ““Accounting for Certain Investments in Debt and
Equity Securities”’

SFAS No. 123, ““Accounting for Stock-Based Compensation”’
SFAS No. 133, ““‘Accounting for Derivative Instruments and
Hedging Activities, as amended and interpreted”’

SFAS No. 143, ““‘Accounting for Asset Retirement Obligations”’
SFAS No. 144, ‘““Accounting for the Impairment or Disposal of
Long-Lived Assets’’

SFAS No. 148, “*Accounting for Stock-Based Compensation —
Transition and Disclosure™

SFAS No. 149, ““Amendment of Statement No. 133 on Derivative
Instruments and Hedging Activities’’

SFAS No. 150, ““‘Accounting for Certain Financial Instruments
with Characteristics of Both Liabilities and Equity”’

A power and desalination plant of Emirates CMS Power
Company, in which CMS Generation holds a 20 percent interest
Scudder Latin American Power Fund

Southern Union Company, a non-affiliated company

A special committee of independent directors, established by CMS
Energy’s Board of Directors, to investigate matters surrounding
round-trip trading

Costs incurred by utilities in order to serve their customers in a
regulated monopoly environment, which may not be recoverable in
a competitive environment because of customers leaving their
systems and ceasing to pay for their costs. These costs could
include owned and purchased generation and regulatory assets.
Comprehensive Environmental Response, Compensation and
Liability Act



Taweelah............ e Al Taweelah A2, a power and desalination plant of Emirates CMS
Power Company, in which CMS Generation holds a forty percent
. interest. : ‘
Toledo Power ...........covviuiin.. Toledo Power Company, the 135 MW coal and fuel oil power
: plant located on Cebu Island, Philippines, in which CMS
Generation held a 47.5 percent interest.

Trunkline ............. .. ... .. ... CMS Trunkline Gas Company, LLC, formerly a subsidiary of
CMS Panhandle Holdings, LLC
Trunkline LNG .................... CMS Trunkline LNG Company, LLC, formerly a subsidiary of
- LNG Holdings, LLC :
Trust Preferred Securities .......... .. Securities representing an undivided beneficial interest in the

assets of statutory business trusts, the interests of which have a
preference with respect to certain trust distributions over the
interests of either CMS Energy or Consumers, as applicable, as
owner of the common beneficial interests of the trusts

Union ..ottt ineenciennnnn Utility Workers of America, AFL-CIO

VEBA Trusts .......oovvvninniann, VEBA employees’ beneficiary association trusts accounts

‘ established to specifically set aside employer contributed assets to

pay for future expenses of the OPEB plan

X-TRAS .. ... Extendible tenor rate adjusted securities



PART |
~ITEM 1. BUSINESS.

GENERAL
CMS Energy

CMS Energy was formed in Mlchrgan in 1987 and is an energy holdmg company operating through
subsidiaries in the United States and in selected markets around the world. Its two principal subsidiaries are
Consumers and Enterprises. Consumers is a public utility that provides natural gas and/or electricity to almost
6.5 million of Michigan’s 10 million residents and serves customers in all 68 of the state’s Lower Peninsula
counties. Enterprises, through various subsrdlanes and affiliates, is engaged i in dlversrﬁed energy busmesses in the
United States and in selected mtematlonal markets

CMS Energy s consohdated operating revenue was approx1mately $5.472 billion in 2004, $5.513 billion in
2003, and $8.673 billion in 2002: CMS Energy operates in three business segments — electric utility, gas utility,
and Enterprises. See BUSINESS SEGMENTS later in this Item 1 for further discussion of each segment.

Consumers

Consumers ‘was formed in Michigan'in 1968 and is the successor to a corporation organized in Maine in
1910 that conducted business in Mrchlgan from 1915 to 1968. Consumers’ service areas include companies
operating in the automotive, metal, chemical and food products industries as well as a d1versrﬁed group of other
industries. In' 2004, Consumers served 1.77 million electric customers and 1.69 mrlllon gas customers

Consumers” consolidated operations account for a majority of CMS Energy’s total assets and income, as
well as a substantial portion of its operating revenue. Consumers’ consolidated operating  revenue was
$4.711 billion in 2004, $4.435 brlhon in 2003 and $4.169 billion in 2002.

Consumers’ rates and certain other aspects of its busmess are subject to the jurisdiction of the MPSC and
FERC as descrlbed in REGULATION later in this Item 1.

Consumers Propertres—General .Consumers owns its principal properties in fee, except that most
electric lines and gas mains are located in public roads or on land owned by others and are accessed by
Consumers pursuant to easements and other rights. Almost all of Consumers’ properties are subject to the lien of
its . First Mortgage Bond Indenture.:For additional information on Consumers’ properties see BUSINESS
SEGMENTS — Consumers’ Electric Utility Operations — Electric Utility Properties, and — Consumers’ Gas
Utility Operatlons — Gas Utility Propertles below -

BUSINESS SEGMENTS ]
CMS Energy Financial Information

For further information with respect to operating revenue, net operating income, identifiable assets and
liabilities attributable to all of CMS Energy’s business segments and international and domestic operations, see
ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA — SELECTED FINANCIAL
INFORMATION AND CMS ENERGY’S CONSOLIDATED FINANCIAL STATEMENTS AND NOTES TO
CONSOLIDATED FINANCIAL STATEMENTS.

Consumers Electric Utility Operations

Electric Utility Operations

Consumers’ electric utility operating revenue was $2.586 billion in 2004, $2.590 billion in 2003, and
$2.648 billion in 2002. Consumers’ electric utility operations include the generation, purchase, distribution and
sale of electricity. At year-end 2004, it was authorized to provide service in 60 of the 68 counties of Michigan’s
Lower Peninsula. Principal cities served include Battle Creek, Flint, Grand Rapids, Jackson, Kalamazoo,
Midland, Muskegon and Saginaw. Consumers’ electric utility customer base includes a mix of residential,
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commercial and diversified industrial customers, the largest segment of which is the automotive industry.
Consumers’ electric utility operations are not dependent upon a single customer, or even a few customers, and the
loss of any one or even a few of such customers is not reasonably likely to have a material adverse effect on its
financial condition.

Consumers’ electric utility operations are seasonal. The summer months usually increase demand for electric
energy, principally due to the use of air conditioners and other cooling equipment, thereby affecting revenues. In
2004, Consumers’ electric sales were 36 billion kWh and retail open access deliveries were 4 billion kWh, for
total electric deliveries of 40 billion kWh. In 2003, Consumers’ electric sales were 36 billion kWh and retail open
access deliveries were 3 billion kWh, for total electric deliveries of 39 billion kWh.

Consumers’ 2004 summer peak demand was 6,958 MW excluding retail open access loads and 7,643 MW
mcludxm= retail open access loads. For the 2003-04 winter period, Consumers’ peak demand was 5,636 MW
excluding retail open access loads and 6,076 MW including retail open access loads. In December 2004,
Consumers experienced peak demand of 5,750 MW excluding retail open access loads and 6,385 MW including
retail open access loads. Based on its summer 2004 forecast, Consumers carried an 11 percent reserve margin
target.. However, as a result of lower than forecasted peak loads and additional purchases in response to the
uncertainty surrounding the Karn 4 exciter failure and eventual replacement, Consumers’ ultimate reserve margin
was 29.6 percent compared to 14.7 percent in 2003. Currently, Consumers has a reserve margin of approximately
5.4 percent, or supply resources equal to 105.4 percent of projected summer peak load for summer 2005 and is in
the process of secunng the additional capacity needed to meet its summer 2005 reserve margin target of
11 percent (111 percent of projected summer peak load). The ultlmate use of the reserve margin will depend
primarily on summer weather conditions, the level of retail open access requirements being served by others
during the summer, and any unscheduled plant outages.

Electric Utility Properties

Generation: At December 31, 2004, Consumers’ electric generating system consisted of the followiﬁg:

i 2004 Net-
2004 Summer Net  Generation
: . Size and Year . Demonstrated (Millions
Name and Location (Michigan) Entering Service Capability (MWs) of kWhs)
Coal Generation ' : e :
JH Campbell 1 & 2—WestOlive . ............. 2 Units,; 1962-1967 615 4,052
JH Campbell 3—WestOlive .................. 1 Unit, 1980 : 765(a) 4,895
DEKam—Essexville.................... ..., 2 Units, 1959-1961 - 515 3,373
B C Cobb—Muskegon ..............coiiun... 2 Units, 1956-1957 312 - 2,092
JR Whiting—Erie........ ... oo, 3 Units, 1952-1953 328 - 2,458
J C Weadock —Essexville ..................... 2 Units, 1955-1958 . 302 1,940
Total coal generation. .............vviiinunnn... 2,837 18,810



2004 Net
2004 Summer Net  Generation

Size and Year Demonstrated - (Millions
Name and Location (Michigan) o _ Entering Service Capability (MWs) : of kWhs)
Oil/Gas Generation o _ T

B C Cobb — Muskegon ......... P L..t..oo. 3 Units, 1999-2000(b) 183 T

DEKamn—Essexville............c.ccuvu... o. - 2 Units, 1975-1977 ' 1,276 - . 223
Total oil/gas generation.............coovenn.n i : . 1,459 223
Hydroelectric . : SN A ' :

Conventional Hydro Generatlon ..... Loedendneen 13 Plants 1906-1949 - - 74 445

* Ludington Pumped Storage....... K . J .. 6 Units, 1973 : 955(c) - .(538)(d)
Total Hydroe]ectnc e Tl L 1,029 ' (93)
Nuclear Generation o o ' o

Palisades — South Haven ............... P 1 Unit, 1971 767 5,336
Gas/Oil Combustion Turbine . .

“Generation .. ... FERT R R, ;‘_; .. ‘ 2.0 7 Plants, 1966-1971 345 -8
Total owned generatlon e, T - - 6,437 24,284
Purchased and Interchange Power ‘ '

Capac1ty..‘.”..‘.....t...........f...}..'.,.: ...... L 2,478(e)

Total ....... ..., e e 8,915

(a) Represents Consumers’ share of the capac.ity of the J H CampbellA 3 unit net of 6.69 percent (dwnership
_interests of the Mlchxgan Public Power Agency and Wolverine Power Supply Cooperatlve Inc)

(b) Cobb 1-3 are retired coal-fired umts that were converted to gas- -fired. Units were placed back mto service in
the years indicated.

(e) Represents Consumers’ share of the capac1ty bf Ludington. Consumers and Detroxt Edison have 51 percent
-+ and 49 percent undivided ownership, respectively, in the plant.

(d) Represents Consumers’ share of net pumped storage generation. This facility electncally pumps water
during otf-peak hours for storage to later’ generate electricity durmg peak demand hours

('e)‘ Includes 1, 240 MW of purchased contract capamty from the MCV Fac111ty

In 2004, through. long-term purchase . contracts, options, spot market and other seasonal purchases,
Consumers purchased up to 2,542 MW of net capacity from other power producers (the largest of which was the
MCYV Partnership), which amounted to 36.6 percent of Consumers’ total system requirements.

Distribution: Consumers’ distribution system includes:
* 356 miles of high-voltage distribution radial lines operating at 120 kilovolts and above;
* 4,178 miles of high-voltage distribution overhead lines operating at 23 kilovolts and 46 kilovolts;

* 17 subsurface miles of high-voltage distribution underground lines operating at 23 kilovolts and 46
kilovolts;

* 55,157 miles of electric distribution overhead lines;
* 8,896 subsurface miles of underground distribution lines; and
* substations having an aggregate transformer capacity of 20,787,500 kilovoltamperes.

Consumers is interconnected to METC, LLC, a member of MISO. METC, LLC is interconnected with
neighboring utilities as well as out-state transmission systems.

Fuel Supply: Consumers has four generating plant sites that burn coal. These plants constitute 77.5 percent
of Consumers’ baseload supply, the capacity used to serve a constant level of customer demand. In 2004, these
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plants produced a combined total of 18,810 million kWhs of electricity and burned 9.7 million tons of coal. On
December 31, 2004, Consumers had on hand a 31-day supply of coal.

Consumers enters into a number of purchase obligations that represent normal business operating contracts,
These contracts are used to assure an adequate supply of goods and services necessary for the operation of its
business and to minimize exposure to market price fluctuations. Consumers believes that these future costs are
prudent and reasonably assured of recovery in future rates.

Consumers has entered into coal supply contracts with various suppliers and associated rail transportation
contracts for its coal-fired generating stations. Under the terms of these agreements, Consumers is obligated to
take physical delivery of the coal and make payment based upon the contract terms. Consumers’ coal. supply
contracts expire through 2010, and total an estimated $376 million. Its coal transportation contracts expire
through 2009, and total an estimated $205 million. Long-term coal supply contracts have accounted for
approximately 60 to 90 percent of Consumers’ annual coal requirements over the last 10 years. A]though future
contract coverage is not finalized at this time, Consumers believes that it will be within the historic 60 to
90 percent range.

As of December 31, 2004, Consumers had future unrecognized commrtments to purchase power
transmission services under fixed price forward contracts for 2005 totaling $4 million. Consumers also had
commitments to purchase capacity and energy under long-term power puichase agreements with various
generating plants. These contracts require monthly capacity payments based on the plants’ availability or
deliverability. These payments for 2005 through 2030 total an estimated $4.503 billion, undiscounted. This
amount may vary depending upon plant availability and fuel costs. If a plant were not available to deliver
electricity to Consumers, then Consumers would not be obligated to make the capacrty payment until the plant
could deliver. : S

Consumers owns Palisades, an operating nuclear power plant located near South Haven, Michigan. In May
2001, with the approval of the NRC, Consumers transferred its authority to operate Palisades to NMC. During
2004, Palisades’ net generation was 5,336 million kWhs, constituting 22 percent of Consumiers’ baseload stpply.
Palisades’ nuclear fuel supply responsibilities are under NMC’s control as agent for Consumers. New fuel
contracts are being written as NMC agreements. Consumers/NMC currently have sufficient contracts in'place to
supply 93 percent of the uranium concentrates and conversion services and .100 percent of the enrichment
services requirements for the 2006 reload. A contract for conversion services is in place to supply approximately
26 percent of the 2007 reload requirements and a contract for ennchment services, is in place to supply
approximately 100 percent of the 2007 reload requirements. A mix of spof, medium and long-term contracts are
being negotiated with producers and service suppliers who participate in the world nuclear fuel marketplace to
provide for the remaining open requirements for the 2007 reload. . . - .

Consumers has a contract for nuclear fuel fabrication services in place for the 2006 reload. Contract
negotiations are currently ongoing with the current nuclear fuel fabrication vendor to enter into a new contract to
cover reloads in 2006 through 2013.

1
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As shown below, Consumers generates electnmty pnnc1pally from coal and nuclear fuel.

Millions of kWhs

Power Generated . . . . o 2004 - 2003 2002 2001 . 2000

Coal................... e . 18,810 20,091 19,361 19,203, 17,926
NUCIEAT « .ttt ittt e et it 5336 6,151 6,358 2,326(a) 5,724
0 ) P e 193 242 . ..347 - - - 331 645
L 7 TR 38 129 354 670 . 400
Hydro ... ..ol PR P 445~ 335 387 - 423 351
Net pumped storage . .. . . e e .. (538) (517)  (486) - (553)  (541)
Total net generation .........cooviiitiiiinerreeeannn. 24,284 26,431 26,321 22,400 24,505

(a) On June 20, 2001, the Pallsades reactor was ‘shuf down so techn1c1ans could mspect a small steam leak on a
‘control rod drive assembly. The defectlve components were replaced and the plant retumed to service on
January 21, 2002.

The cpst of all fqels EOnsumed,i shdwn I)e:IO\Q; fluctuates with the mix of fuel burned.

o . . Cost per Million Btu
Fuel Consumed ' T . e . 2004 - - 2003 2002 .. . 2001 . . 2000

€08l ot $1.43 $1.33 $134 $1.38 S$1.34
031 468 392 349 402 330
GBS+ ettt et e 1007 7.62 398 405 4.80
Nuclear......... e e e e e e 0.33 0.34 0.35 0.39 0.45

All Fuels(a) ........ U . . 126 116 119 144 - 127

(a) Weighted average fuel costs.

The Nuclear Waste Policy Act of 1982 made the federal government responsible for the permanent dlsposal
of spent nuclear fuel and high-level radioactive waste by 1998. The DOE has not arranged for storage facilities
and it does not expect to receive spent nuclear fuel for storage in 2005. Palisades currently has spent nuclear fuel
that exceeds its temporary on-site storage pool capacity. Therefore, Consumers is storing spent nuclear fuel in
NRC-approved steel and concrete vaults known as *“dry casks.”” For additional information on disposal of nuclear
fuel and Consumers’ use of dry casks, see ITEM 7. CMS ENERGY’S MANAGEMENT’S DISCUSSION AND
ANALYSIS — OUTLOOK — OTHER ELECTRIC UTILITY BUSINESS UNCERTAINTIES — NUCLEAR
MATTERS AND ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA — NOTE 3 OF CMS
ENERGY’S NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINGENCIES) — OTHER
CONSUMERS’ ELECTRIC UTILITY CONTINGENCIES — NUCLEAR MATTERS

Consumers Gas Utility . -
Gas Utility Operations

Consumers® gas utility operating revenue was $2.081 billion in 2004, $1.845 billion in 2003, and
$1.519 billion in 2002. Consumers’ gas utility operations purchase, transport, store, distribute and sell natural
gas. As of December 31, 2004, it was authorized to provide service in 47 of the 68 counties in Mlchxgan s Lower
Peninsula. Principal cities served include Bay.City, Flint, Jackson, Kalamazoo,-Lansing, Pontiac and Saginaw, as
well as the suburban Detroit area, where nearly 900,000 of Consumers’ gas customers are located. Consumers’
gas utility operations are not dependent upon a single customer, or even a few customers, and the loss of any one
or even a few of such customers is not reasonably likely o have a material adverse effect on its’ financial
condition.

Consumers® gas utility operations are seasonal. Consumers injects natural ‘ gas into'stoiége duﬁng the
summer months for use during the winter months when .the demand for natural gas is higher.. Peak .demand
usually occurs in the winter due to colder températures .and the resulting increased demand for heating fuels. In
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2004, total deliveries of natural gas sold by Consumers and by other sellers who deliver'natural gas to customers
(including the MCV Partnership) through Consumers’ pipeline and distribution network totaled 389.47 bcf.

‘Gas Utility Properties: Consumers’ gas distribution and transmission system consists of:

B 25,756 miles of distribution mains throughout Michigan’s Lower Peninsula;

LJ

1,642 miles of transmission lines throughout Michigan’s Lower Peninsula;
~» 7 compressor stations with a total of 162,000 installed horsepower; and

* 15 gas storage fields located across Michigan with an aggregate storage capacity of 308 bef and a working
storage capacity of 142.8 bcf Co

Gas Supply: In 2004, Consumers purchased 1 percent of the gas it delivered from Michigan producers,
70 percent from United States producers outside Mlchrgan and 22 percent from Canadian producers. Authorized
suppliers in the gas customer choice program supplred the remaining 7 percent of gas that Consumers delivered.

Consumers’ firm gas transportanon agreements are with ANR Pipeline Company, Great Lakes Gas
Transmission, L.P., Trunkline Gas Co., Panhandle Eastern Prpe Line Company, and Vector Pipeline. Corisumers
uses these agreements to deliver gas to Michigan for ultimate deliveries to market. Consumers’ firm
transportation and city gate arrangements are capable of delivering over 90 percent of Consumers’ total gas
supply requirements. As of December 31, 2004, Consumers’ portfolio of firm transportation from prpelmes to
Michigan is as follows

. Volume
) (dekatherms/day) Expiration
ANR Pipeline Company ..............ovvunn.. e 50,000 March 2006
Great Lakes Gas Transmission, L.P. . ... ... i, i 50,000 March . 2007
Great Lakes Gas Transmission, L.P. .. ..o o, © 100,000 March 2007
Trunklineg Gas Co. ........ e e e e , 336,375 . October 2005
Trunkline Gas Co. (starting ll/Ol/OS). R PN . -+ 290,000 October 2008
Panhandle Eastern Pipe Line Company (starting 04/01/05) .............. 50,000 October 2005
Panhandle Eastern Pipe Line Company (starting 04/01/06) . ....... R 50,000 October 2006
Panhandle Eastern Pipe Line Company (starting 04/01/07). .. ... e e 50,000 October, 2007
Panhandle Eastern Pipe Line Company (starting 04/01/08) . ............. . 50,000 . October 2008
Panhandle Eastern. Pipe Line Company (startmg ll/01/05) R SN . 50,000 . October 2008
Vector Pipeline . ... i i e 50,000 ,March 2007

Consumers purchases the balance of i 1ts requlred gas supply under incremental firm transportatlon contracts
firm city gate contracts, and as needed, interruptible transportation contracts. The amount of interruptible
transportation service and its use varies primarily with the price for such service and the availability and price of
the spot supplies being purchased and transported. Consumers’ use of interruptible transportation is generally in

off-peak summer months and after Consumers has fully utilized the services under the.firm transportation
agreements.

Enterpnses "

Enterpnses through various subsrd1anes al’ﬁlrates and equrty mvestments is engaged in domest1c and
international diversified energy businesses including. independent power production,. natural gas transmission,
storage and processing, and energy services. Enterprises’ operating revenue -was $808' million in:*2004,
$1.085 billion in 2003, and $4.508 billion in 2002. ' R

Natural Gas Transmlssmn

CMS Gas Transmlssmn was formed in 1988 and owns; develops and manages domestic and mternatronal
natural. gas facilities. In 2004, CMS Gas Transmission’s operating revenue was $22 million..
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In June 2003, CMS Gas Transmission sold Panhandle to Southern Union Panhandle Corp:, a newly formed
entity owned by Southern Union. Southern Union Panhandle Corp. purchased all of Panhandle’s outstanding
capital stock for approximately $582 million in cash and 3.15 million shares of Southern Union common stock.
Southern Union Panhandle Corp. also assumed approximately $1.166 billion in debt.

In July 2003, CMS Gas Transmission completed the sale of CMS Field Services to Cantera Natural Gas, Inc.
for gross cash proceeds of approximately $113 million, subject to post closing adjustments, and a $50 million
face value note of Cantera Natural Gas, Inc. The note is payable to CMS Energy for up to $50 million subject to
the financial performance of the Fort Union and Bighorn natural gas gathering systems from 2004 throuOh 2008.

In .August 2004, CMS Gas Transm1551on sold its mterest in Goldfields and its Parmelia business, a
discontinued operation, to APT for A$204 million (approximately $147 million in U.S. dollars). A $45 million
($29 million after-tax) gain on the sale of Goldfields includes a $9 million ($6 million after-tax) foreign currency
translation gain. A $10 million (§6 million after-tax) gain on the sale of Parmelia includes a S3 million
{$2 million after-tax) foreign currency translation loss.

Natural Gas Transmission Properties: CMS Gas Transmission has a total of 265 miles of gathering 'and
transmission pipelines located in the state of Michigan, with a daily capacity of 0.75 bef. At December 31,2004,
CMS Gas Transmission had nominal processing capabilities of approximately 0.33 bef per day of natural gas in
Michigan.

At December 31, 2004, CMS Gas Transmission had ownershxp interests in the following international
pipelines:

Location . Ownership Interast (%) Milds of Pipelines
Argenting .. ... . e [ 29.42 3,362
Argentinato Brazil ....... ... . ... il 20 - 262

Argentinato Chile................... L IR - 50 L7070

Independent Power Productlon

CMS Generation was formed in 1986 It invests in, acquires, develops constructs and operates non- ut111ty
power generation plants in the United States and abroad. In 2004, the independent power productlon business
segment’s operating revenue was $258 million, which includes revenues from CMS Generatxon CMS Operatmg,
S.R.L., the MCV Facﬂlty and the MCV Partnership. : :

Independent Power Production Properties: As of December 31, 2004, CMS Generation had ownershlp
interests in operating power plants totaling 8,219 gross MW (3,455 net MW). At December 31, 2004, additional
plants totaling approximately 322 gross MW (69 net MW) were under construction or in ad»anced stages of
development. These plants include the Saudi Petrochemical Company power plant, which is under construction in
the Kingdom of Saudi Arabia. In 2005, CMS Generation plans to complete the restructuring of its operations by
narrowing the scope of its existing operations and commitments to three regions: the U.S., South America, and
the Middle East/North Africa. In addition, it plans to sell designated assets and investments that -are under-
performing, non-region focused and non-synergistic with other CMS Energy business units.
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The following table details CMS Generation’s interest in independent power plants as of year-end 2004
(excluding the plants owned by CMS Operating S.R.L. and CMS Electric and Gas and the MCV facility,
discussed further below):

Percentage of
Gross Capacity
' Under Long-Term
Ownership Interest Gross Capacity Contract

Location Fuel Type (%) (MW) (%)
California............c.oviiieoaan. Wood 37.8 36 100
Connecticut ... .vveenviiininiannnn Scrap tire 100 31 100
Michigan ............ .ot Coal 50 ‘ 70 100
Michigan .......... e Natural gas 100 = 710 80
Michigan ................ooiiieL. Natural gas 100 224 0
Michigan ....... .. i Wood 50 - 40 100
Michigan .......... ... Wood 50 38 100
New York .....cooiiiiiniinnion... Hydro 0.3 14 100
NorthCarolina .............cvvun.. Wood 50 50 100
Oklahoma ................. .. . ... Natural gas 6.25 124 100
Domestic Total..................... 1,337 :
Argentina..........cooviieiininn.. Hydro 17.2 1,320 20(a)
Chile ....ooviii i, Natural gas 50 720 100
Ghama ........oooiiiiiiiii Crude oil 90 224 100
India............ ..ol AP Coal 50 250 100
India....... .ot Natural gas 33.2 235 100(b)
Jamaica ... ... oLt Diesel 423 63 100
Latin America...........oovuennn.n. Various Various 437 66
Morocco ...t Coal 50 1,356 100(c)
United Arab Emirates................ Natural gas 40 o m 100
United Arab Emirates................ Natural gas 20 1,500 100
International Total ......... e : Y 16,882
Total Domestic and International . .. .. , 8,219
Projects Under Construction/ 2

Advanced Development ........... , , .32

(@) EIl Chocon is primarily on a spot market basis, however, it has a high dispatch rate due to low cost. The El
Chocon facility is held pursuant to a 30-year possession agreement,

(b) CMS Generation sold its interest in GVK in the first quarter of 2005.

(c) The Jorf Lasfar facility is held pursuant to a right of possession agreement with the Moroccan state-owned
Office National de 1’Electricite.

Through a CMS International Ventures subsidiary called CMS Operating, S.R.L., CMS Enterprises, CMS
Gas Transmission and CMS Generation have a 100 percent ownership interest in a 128 MW natural gas power
plant and a 92.6 percent ownership interest in a 597 MW natural gas power plant, each in Argentina.

Through CMS Electric and Gas, CMS Enterprises has an 87 percent ownership interest in 287 MW of gas
turbine and diesel generating capacity in Venezuela.

CMS Midland owns a 49 percent general partnership interest in the MCV Partnership, which was formed to
construct and operate the MCV Facility. The MCV Facility was sold to five owner trusts and leased back to the
MCYV Partnership. CMS Holdings is a limited partner in the FMLP, which is a beneficiary of one of these trusts.
Through FMLP, CMS Holdings has a 35 percent Lessor interest in the MCV Facility. The MCV Facility has a net
electrical generating capacity of approximately 1,500 MW. The MCV Partnership contracted to sell electricity to
Consumers for a 35-year period beginning in 1990, and to supply electricity and steam to Dow.
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For information on capital expenditures, see ITEM 7. CMS ENERGY’S MANAGEMENT’S DISCUSSION
AND ANALYSIS — CAPITAL RESOURCES AND LIQUIDITY AND ITEM 8. FINANCIAL STATEMENTS
AND SUPPLEMENTARY. DATA —NOTE 4 OF CMS ENERGY’S NOTES TO CONSOLIDATED
FINANCIAL STATEMENTS (FINANCINGS AND CAPITALIZATION)

Oil and Gas Exploration and Productlon ’

CMS Energy used to own an oil and gas exploratlon and productlon company. In October 2002, CMS
Energy completed its exit from the oil and gas exploration and production business.

Energy Resource Management

In 2003, CMS ERM closed its Houston Texas ofﬁce and in 2004, CMS ERM changed its name from CMS
Marketing, Services and Trading Company to CMS Energy Resource Management Company. CMS ERM
concentrates on the purchase and sale of energy commodities in support of CMS Energy’s generating facilities. In
March 2004, CMS ERM discontinued its natural gas retail program as customer contracts expired. In 2004, CMS
ERM marketed approximately 53.1 bef of natural gas and 1,243.5 GWh of electricity. Its operatmg revenue was
$381 mlllxon in 2004 $7ll mlllron in 2003 and $4. 137 brlllon in 2002.

lnternatlonal Energy Distribution

In October 2001, CMS Energy dlscontmued the operations of its 1ntemat10na1 energy drstrlbutxon busmess
In 2002, CMS Energy discontinued new development outside North America, which included closing all
non-U.S. development offices. In 2003, due to the uncertainty of executing an asset sale on acceptable terms and
conditions, CMS Energy reclassified to continuing operations SENECA, which is its energy distribution business
in Venezuela, and CPEE, which is its energy drstnbutlon busmess in Brazil, and restated the prior year’s earmngs
for these busmesses y :

REGULATION

CMS Energy is a publlc utllrty holdmg company that is exempt from registration' under PUHCA. CMS
Energy and its subsidiaries are subject to regulation by various federal state, local and foreign govemmental
agencies, including those described below.’ : '

Michigan Public Service Commission

Consumers is subject to the MPSC’s Jurrsdlctlon which regulates public utilities in Mrchlgan w1th respect to
retail utility rates, accounting, utility services, certain facilities and various other matters. The MPSC also has rate
jurisdiction over several limited liability companies in which CMS Gas Transmission has ownershlp interests.
These companies own, or will own, and operate intrastate gas transmission pipelines.

The Attorney General, ABATE, and the MPSC staff typically intervene in MPSC electric- and gas- -related

proceedings concerning Consumers. For many years, most significant MPSC orders affecting Consumers have
been appealed. Certain appeals from the MPSC orders are pending in the Court of Appeals.

Rate Proceedings: In 1996, the MPSC issued an order that established the electric authorized rate of return
on common equity at 12.25 percent In 2002, the MPSC lssued an order that establlshed the gas authorlzed rate of
return on common equity at 11.4 percent.

MPSC Regulatory and Michigan Legislative Changes: State regulation of thé retail electric and gas
utility businesses has undergone significant changes. In 2000, the Michigan Leglslature enacted the Customer
Choice Act. The Customer Choice Act pr0v1des that as of January 2002, all electric’ customers have the choice to
buy generation service from an alternative  electric supplier. The Customer Choice Act also imposes rate
reductions, rate freezes and rate caps. For additional information regardmg the Customer Choice Act, sce
ITEM 7. CMS ENERGY’S MANAGEMENT’S DISCUSSION AND ANALYSIS — OUTLOOK — ELECTRIC
UTILITY BUSINESS UNCERTAINTIES — COMPETITION AND REGULATORY RESTRUCTURING.-
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As a result of regulatory changes in the natural gas industry, Consumers transports the natural gas
commodity that is sold to some customers by competitors like gas producers, marketers and others. Pursuant to a
gas customer choice program that Consumers implemented, as of April 2003 all of Consumers’ gas customers
were eligible to select an alternative gas commodity supplier. Consumers’ current GCR mechanism allows it to
recover from its customers all prudently incurred costs to purchase natural gas commodity and transport it to
Consumers’ facilities. For additional information, see ITEM 8. FINANCIAL STATEMENTS AND
SUPPLEMENTARY DATA — NOTE 3 OF CMS ENERGY’S NOTES TO CONSOLIDATED FINANCIAL
STATEMENTS (CONTINGENCIES) — CONSUMERS” GAS UTILITY RATE MATTERS.

Federal Energy Regulatory Commission

FERC has exercised limited jurisdiction over several independent power plants in which CMS Generation
has ownership interests, as well as over CMS ERM. Among other things, FERC jurisdiction relates to the
acquisition, operation and disposal of assets and facilities and to the service provided and rates charged. Some of
Consumers’ gas business is also subject to regulation by FERC, including a blanket transportation tariff pursuant
to which Consumers can transport gas in interstate commerce.

FERC also regulates certain aspects of Consumers’ electric operations including 'compliance with FERC
accounting rules, wholesale rates, operation of licensed hydro-electric generating plants, transfers of certain
facilities, and corporate mergers and issuance of securities. FERC is currently soliciting comments on whether it
should exercise jurisdiction over power marketers like CMS ERM, requiring them to follow FERC’s uniform
system of accounts and seek authorization for issuance of securities and assumption of liabilities. These issues are
pending before the agency. :

Nuclear Regulatory Commission

Under the Atomic Energy Act of 1954, as amended, and the Energy Reorganization Act of 1974, Consumers
is subject to the jurisdiction of the NRC with respect to the design, construction, operation and decommissioning
of its nuclear power plants. Consumers is also subject to NRC jurisdiction with respect to certain other uses of
nuclear material. These and other matters concerning Consumers’ nuclear plants are more fully discussed in
ITEM 7. CMS ENERGY’S MANAGEMENT’S DISCUSSION AND ANALYSIS — OUTLOOK — OTHER
ELECTRIC UTILITY BUSINESS UNCERTAINTIES — NUCLEAR MATTERS AND ITEM 8. FINANCIAL
STATEMENTS AND SUPPLEMENTARY DATA — NOTE 3 (CONTINGENCIES) OF CMS ENERGY’S
CONSOLIDATED FINANCIAL STATEMENTS — NUCLEAR PLANT DECOMMISSIONING.

Other Regulation

The Secretary of Energy regulates the importation and exportation of natural gas and has delegated various
aspects of this jurisdiction to FERC and the DOE’s Office of Fossil Fuels.

Pipelines owned by system companies are subject to the Natural Gas Pipeline Safety Act of 1968 and the
Pipeline Safety Improvement Act of 2002, which regulates the safety of gas pipelines. Consumers is also subject
to the Hazardous Liquid Pipeline Safety Act of 1979, which regulates oil and petroleum pipelines.

ENVIRONMENTAL COMPLIANCE

CMS Energy and its subsidiaries are subject to various federal, state and local regulations for environmental
quality, including air and water quality, waste management, zoning and other matters.

Consumers has installed and is currently installing modern emission controls at its electric generating plants
and has converted and is converting electric generating units to burn cleaner fuels. Consumers expects that the
cost of future environmental compliance, especially compliance with clean air laws, will be significant because of
EPA regulations regarding nitrogen oxide and particulate-related emissions. These regulations will require
Consumers to make significant capital expenditures.

: Consumers is in the process of closing older ash dlsposal areas at two plants. Construction, operation, and
closure of a modern-solid waste disposal area for ash can be expensive, because of strict federal and state
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requirements. In order to-significantly reduce ash field closure costs, Consumers has worked with others to use
bottom ash and fly ash as part of temporary and final cover for ash disposal areas instead of native materials, in
cases where such use of bottom ash and fly ‘ash is compatible with environmental standards. To reduce disposal
volumes, Consumers sells coal ash for use as a filler for asphalt, for incorporation into concrete products and for
other environmentally compatible uses. The EPA has announced its intention to develop new nationwide
standards for ash disposal areas. Consumers intends to work through industry groups to helpensure that any such
regulations require only the minimum cost necessary to adhere to standards that are consistent with protection of
the environment.

Consumers’ electric generating plants must comply with rules that significantly reduce the number of'fish
killed by plant cooling water intake systems. Consumers is studying options to determine the most cost-effective
solutlons for comphance

e RN . : : . : : Cent

Like most electric utilities, Consumers has PCB in some of its -electrical equipment. Durmg routine
maintenance activities, Consumers identified PCB as a component in certain paint, grout and sealant materials at
the Ludington Pumped Storage facility. Consumers removed and replaced part of the PCB material. Consumers
has proposed a plan to the EPA to deal ‘withi the remaining materials and is waiting for a response from the EPA.

Certain environmental regulations affecting' CMS Energy and Consumers include, but'are not limited to, the
Clean Air Act Amendments of 1990 and Supérfund. Superfund can require any individual or entity that may have
owned or operated a drsposal site, as well as transporters or generators of hazardous’ substances that were sent to
such site, to share in remediation costs for the site. ' ' . i

CMS Energy’s and Consumers current insurance coverage does not extend to certam environmental clean-
up costs or environmental damages, such'as claims for air pollution, damage to sites owned by CMS Energy or
Consumers, and for some past PCB contamination and for some long-term storage or disposal of pollutants,

For additional information concerning environmental matters, including estimated capital expenditures to
reduce nitrogen oxide related emlssmns see ITEM 7. CMS ENERGY’S MANAGEMENT’S DISCUSSION
AND’ ANALYSIS -~ OUTLOOK — ELECTRIC UTILITY BUSINESS UNCERTAINTIES—ELECTRIC
ENVIRONMENTAL ESTIMATES '

COMPETITION

Electric Competition

Consumers electric utility business expenences actual and potential competmon from many sources, both in
the wholesale and retall markets, as well as in electnc generatlon electnc dellvery and retarl servrces

In the wholesale electrlcrty markets Consumers competes with other wholesale supphers marketers and
brokers. Electric competition in the wholesale markets increased significantly since 1996 due to FERC Order 888.
While Consumers is still active in wholesale electricity markets, wholesale for resale transactions by Consumers
generated an immaterial amount of Consumers’ 2004 revenues from electric utility operatrons Consumers
believes future loss of wholesale for resale transactrons will be 1n31gn1ﬁcant

A srgnlﬁcant increase in retall electnc competrtlon has occuirred because of the Customer Chorce Act and
the avallabrllty of retail open access. Pnce is the principal method of competltlon for generation services. The
Customer Choice Act gives all electric customets the right to buy generation service from an alternative electric
supplier. As of March 2005, alternative electric suppliers are providing 900 MW of generation supply to retail
open access customers. This represents approximately 12 percent of Consumers’ total distribution load and an
increase of approximately 23 percent in generation supply being purchased from alternative electric suppliers by
retail open access customers. over ‘March:2004.~In June 2004, the MPSC- granted Consumers recovery of
implementation costs incurred for the Electric Customer Choice program. In November 2004, the MPSC adopted
a mechanism pursuant to the’ Customer:Choice*Act to provide for recovery:of stranded:costs that occur when
customers leave Consumers’ system to purchase electricity from alternative electric suppliers. Consumers cannot
predict the total amount of electric supply .load that may be lost to competitor suppliers. -
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In addition to retail electric customer chmce Consumers also has competition or potential competition from:
' . vv; customers relocatmg for economrc reasons outside Consumers servrce terrltory,
. mumclpalrtles owning or operating competmg electric delivery systems;
o customer self-generatlon and '
. adjacent utilities that extend lines to customers in contiguous service territories.

Consumers addresses this competition by monitoring activity in adjacent areas and enforcing compliance
with' MPSC and FERC rules; provrdmg non-energy services, and prov1d1ng tariff-based mcentwes that support
economic development. .- ,

Consumers offers non-energy revenue services to electric customers, municipalities and other utilities in an
effort. to offset costs. These services include engineering and consulting, construction of customer-owned
distribution facilities, equipment sales (such as transformers), power quality analysis, fiber optic line construction,
meter, reading.and joint construction for phone and cable. Consumers faces competition from many sources,
including energy management services companies, other utilities, contractors, and retail merchandisers.

CMS ERM, a non-utility electric subsidiary, continues to focus on optimizing CMS Energy’s independent
power production portfolio., CMS Energy’s independent power production business segment, another non-utility
electric subsidiary, faces competition from generators, marketers and brokers, as well as other utilities marketing
power at lower power prices on the wholesale market. :

For additional information concerning electric competition, see ITEM 7. CMS ENERGY’S
MANAGEMENTS DISCUSSION AND ANALYSIS — OUTLOOK — ELECTRIC UTILITY BUSINESS
UNCERTAINTIES.

Gas Competmon
.~ {
Competltlon has exrsted for the past decade in various aspects of Consumers gas utility business, and is

llkely to increase. Competmon traditionally comes from other gas suppliers takmg advantage of direct access to
Consumers’ customers and alternate fuels and energy sources, such as propane, oil and electricity.

INSURANCE

CMS Energy and its subsidiaries, including Consumers, maintain insurance coverage similar to comparable
companies in the same lines of business., The insurance policies are subject to terms, conditions, limitations and
exclusions that might not fully compensate CMS Energy for all losses. As CMS Energy renews its policies it is
possible that some of the insurance coverage may not be renewed or obtainable on commercrally reasonable terms
due to restnctrve msurance markets

EMPLOYEES : S
CMS Energy '

. As of December 31, 2004, CMS Energy and its wholly owned subsidiaries, including Consumers had
8,660 full- time'equivalent employees of whom 8,603 are full-time employees and 57 are full- tlme equivalent
employees assoc1ated with the part—trme work force. Included in the total are 3,734 employees who are covered by
umon contracts

Consumers

As of December 31,-2004, Consumers and its subsidiaries had 8,050 full time equivalent employees, of
whom 7,995 ‘are full-time employees and 55 are full-time equivalent employees associated with the part-time
work force. Included in the total are 3,407 full-time operating, maintenance and construction employees and
308 full-time and part-time call center employees who are represented by the Utility Workers Union of America.
Consumers and the Union negotiated a collective bargaining agreement for the operating, maintenance and
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construction employees that became effective as of June 1, 2000 and will continue in full force and effect until
June 1, 2005. Negotiations to reach a new contract are underway currently. Consumers and the Union negotiated
a collective bargaining agreement for the call center employees that became effective as of April 1, 2003 and will
continue in full force and effect until August 1, 2005.
EXECUTIVE OFFICERS o

_(as' of March 1, 2005)

Name - ‘ o Age . , ‘ Position Period

David W.Joos ............... 51 '-'Pre51dent and Chlef Executive Officer of CMS - : S
Energy - 2004-Present
-~ Chairman of the Board, Chief Executive Officer of
. CMS Enterprises 2003-Present
- President,: Chief Operating Officer of CMS Energy  2001-2004
" Chief Executive Officer of Consumers 2004-Present

o ' ‘President, Chief Operating Officer of Consumers’  2001-2004
- “President, Chief Operating Officer of CMS

- “Enterprises - 2001-2003
Director of CMS Energy 2001-Present
Director of Consumers 2001-Present
.. Director of CMS Enterprises o .2000-Present
: Executive Vice President, Chief Operating
. . Officer — Electric of CMS Energy 2000-2001
: [Executive Vice President, Chief Operating
., Officer — Electric of CMS Enterprises 2000-2001
Executlve Vice President, President and Chief : -
Executive Oﬂicer— Electric of Consumers 1997-2001
S. Kinnie Smith, Jr. ...........* 74 .:Vice Chairman of the Board of CMS Enterprises 2003-Present
- Vice Chairman of the Board, General Counsel of
". CMS Energy 2002-Present
-Vice Chairman of the Board of Consumers 2002-Present
-; Executive Vice President of CMS Enterprises 2002-2003
Director of CMS Energy 2002-Present
Director of Consumers 2002-Present
Director of CMS Enterprises = . 2003-Present
Vice Chairman of Trans-Elect, Inc. o C2002
Semor Counsel at Skadden, Arps Slate, '
' Meagher, & Flom LLP , C " 1996-2002°
Thomas J. Webb............... 52 Executive Vice President, Chief Financial Officer
: s : : -, of CMS Energy L .~ 2002-Present
- ~ Executive Vice President, Chlef F1nanc1a1 Ofﬁcer ‘
" " of Consumers 2002-Present
"Executive Vice President, Chlef Fmanmal Officer '
of CMS Enterprises i .. 2002-Present
Director of CMS Enterprises S e ?:OOZ-Présent
Sl .~ Executive Vice President, Chief Financial Officer .-
R -of Panhandle Eastern Pipe Line Company - 2002-2003 ,
‘ ' ‘ © ., Executive Vice President, Chief Fmanmal Officer - - :
of Kellogg Company : 1999-2002
Vice President, Chief Financial Ofﬁcer of szteon

a d1v151on of Ford Motor Company - " "1996-1999
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Name Sl Age
Thomas w. Elward ...... . AU 56
John G. Russell* .............. - 47
David G. Mengebier™ ......... 47
John F. Drake................. ?6
Glenn P. Barba...... I '.I . .39

- Position

’Pres1dent Chief Operatmg Ofﬁcer of CMS

Enterpnses
President, Chief Executive Officer of CMS
Generation Co.
Director of CMS Enterprises
Director of CMS Generation Co. o
Senior Vice President of CMS Enterprises

"Senior Vice President of CMS Generation Co.

President and Chief Operating Officer of
Consumers,

Executive Vice President, President and Chief
Executive Officer — Electric of Consumers

Senior Vice President of Consumers

-Vice President of Consumers

Senior Vice President of CMS Enterprises
Senior Vice President: of CMS Energy
Senior Vice President of Consumers

-Vice President of CMS Energy

Vice President of Consumers

Senior Vice President of CMS Enterprises
Senior Vice President of CMS Energy
Senior Vice President of Consumers

Vice President of CMS Energy

Vice President of Consumers

" 'Vice President, Chief Accounting Officer of CMS

Enterprises

* Vice President, Controller and Chief Accounting

Officer of CMS Energy

Vice President, Controller and Chief Accounting

* Officer of Consumers
Vice President and Controller of Consumers

* Controller of CMS Generation

Period .

2003-Present
3 .

2002- Present
2003-Present
2002-Present
2002-2003
1998-2001

2004-Present

2001-2004
2000-2001
1999-2000
2003-Present
2001-Present
2001-Present
1999-2001
1999-2001

2003-Present
2002-Present
2002-Present
1997-2002
1998-2002

2003-Present
2003-Present
2003-Present

2001-2003
1997-2001

* From_July 1997 until October 1999, Mr. Rixséell served as':Manager—Elcctric Customer Operations of

Consumers.

** From 1997 to 1999, Mr. Mengebier served as Executive Director of Federal Governmental Affairs for CMS

Enterprises.

There are no family relationships among executive officers and directors of CMS Energy.

The present term of office of each of the ékécﬁtive_ officers extends to the first meeting of the Board of
Directors after the next annual election of Directors of CMS Energy (scheduled to be held on May 20, 2005).

AVAILABLE INFORMATION

Vo

CMS Energy’s intérnet address is: http://www.cmsenergy.com. You can access free of charge on our website
all of our annual reports on. Form 10-K, ‘quarterly reports on Form 10-Q, current reports on Form 8-K, and
amendments to those reports filed pursuant to-Section 13(a) or 15(d) of the Exchange Act. Such reports are
available-as soon as practical after they are electromcally filed thh the SEC. Also on our website are our:

® Corporate Governance Pnn01ples L

* Code of Conduct (Code of Busmess Conduct and Ethxcs), and
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. ¢ Board Committee Charters (mc]udmg the Audit Commmee and the Governance and Public Responsrbrlny
. Committee). : :

We will provide this information in print to any shareholder who requests it.

\TEM 2. PROPERTIES.-

Descnptrons of CMS Energy’s propertles are found in the following sectlons of Item 1 all of which are
incorporated by reference herein:

¢ BUSINESS — GENERAL — Consumers — Consumers Properties — General;

. BUSINESS—BUSINESS SEGMENTS——Consumers Electnc Utility Operatrons——Electnc Utility
Propernes '

. BUSINESS — BUSINESS SEGMENTS — Consumers Gas Utility Operatnons — Gas Utility Properties;

J BUSINESS——BUSINESS SEGMENTS—Natural Gas Transmlssmn—Natural Gas ' Transmission
Properties; -

* BUSINESS — BUSINESS SEGMENTS—Independent Power Production’l— Independent Power
Production Properties; and - : . ;

» BUSINESS — BUSINESS SEGMENTS — In_ternational Energy Distribution. ‘

ITEM 3. LEGAL PROCEEDINGS.

CMS Energy and some of its subsidiaries and affiliates are parties to certain routine lawsuits and
administrative proceedings incidental to their businesses involving, for example, claims for personal injury and
property damage, contractual matters, various taxes, and rates and licensing. For additional information regarding
various pending administrative and judicial proceedings involving regulatory, operating and environmental
matters, see ITEM [. BUSINESS — REGULATION, ITEM.7. MANAGEMENT’S DISCUSSION AND
ANALYSIS and ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA — NOTES TO
CONSOLIDATED FINANCIAL STATEMENTS.-

SEC REQUEST .

On August 5, 2004, CMS Energy received a request from the SEC that CMS Energy voluntanly produce ‘all
documents and data relating to the SEC’s inquiry into payments made to the government and officials of the
government of Equatorial Guinea. On August 17,2004, CMS Energy submitted its response, advising the SEC of
the information and documentation it had available. On March 8, 2005, CMS Energy recelved a request from the
SEC that CMS Energy \oluntarrly produce certain of such documents

From 1991 through January 3, 2002 subsidiaries of CMS Energy held interest in, and. begmmng in 1995
operated, hydrocarbon production and processing facilities and a methanol plant in Equatorial Guinea. On
January 3, 2002, CMS Energy sold all its Equatorial Guinea holdings. The SEC’s inquiry follows an investigation
and public hearing conducted by the United States Senate Permanént Subcommittee on investigations, which
reviewed the U.S. banking transactions of various foreign governments, including that of Equatorial Guinea. The
investigation and hearing also reviewed the operations of certain U.S. oil compariies in Equatorial Guinea. There
were no findings of violations of the U.S. Foreign Corrupt Practices Act by the U.S. oil companies in the report of
the Minority Staff of the Subcommittee, the only report ‘issued to date as a result of the hearing. The
Subcommittee did find that oil compames operatmg in Equatorlal Guinea may have contnbuted to corrupt
practices in that country : : ,

DEMAND FOR ACTIONS AGAINST OFFICERS AND DIRECTORS

In May 2002, the Board of Directors of CMS Energy received a demand, on behalf of a shareholder of CMS
Energy Common Stock, that it commence civil actions (i) to remedy -alleged :breaches of fiduciary duties by
certain CMS Energy officers and directors in connection with round-trip trading by CMS MST, and (ii) to recover
damages sustained by CMS Energy as a result of alleged insider trades alleged to have been made by certain
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current and former officers of CMS Energy and its subsidiaries. In December 2002, two new directors were
appointed to the Board. The Board formed a special litigation committee in January 2003 to determine whether it
is in CMS Energy’s best interest to bring the action demanded by the shareholder. The disinterested members of
the Board appointed the two new directors to serve on the special litigation committee.

In December 2003, during the continuing review by the special litigation committee, CMS Energy was
served with a derivative complaint filed on behalf of the shareholder in the Circuit Court of Jackson County,
Michigan in furtherance of his demands. CMS Energy cannot predict the outcome of this matter.

GAS INDEX PRICE REPORTING LITIGATION

In August 2003, Cornerstone Propahe Partners, L.P. (Cornerstone) filed a putative class action complaint in
the United States District Court for the Southern District of New York against CMS Energy and dozens of other
energy companies. The court ordered the Cornerstone complaint to be consolidated with similar complaints filed
by Dominick Viola and Roberto Calle Gracey. The plaintiffs filed a consolidated complaint on January 20, 2004.
The consolidated complaint alleges that false natural gas price reporting by the defendants manipulated the prices
of NYMEX natural gas futures and options. The complaint contains two counts under the Commodity Exchange
Act, one for manipulation and one for aiding and abetting violations. Plaintiffs are seeking to have a class
certified and to have the class recover actual damages and costs, including attorneys fees. CMS Energy is no
longer a defendant, however, CMS MST and CMS Field Services are named as defendants. (CMS Energy sold
CMS Field Services to Cantera Natural Gas, LLC, which changed the name from CMS Field Services to Cantera
Gas Company. CMS Energy is required to indemnify Cantera Natural Gas, LLC with respect to this action.)

In a similar but unrelated matter, Texas-Ohio Energy, Inc. filed a putative class action lawsuit in the United
States District Court for the Eastern District of California in November 2003 against' a number of energy
companies engaged in the sale of natural gas in the United States. CMS Energy is named as a defendant. The
complaint alleges defendants entered into a price-fixing scheme by engaging in activities to manipulate the price
of natural gas in California. The complaint contains counts alleging violations of the federal Sherman Act, the
California Cartwright Act; and the California Business and Professions Code relating to unlawful, unfair and
deceptive business practices. The complaint seeks both actual and exemplary damages for alleged overcharges,
attorneys fees and injunctive relief regulating defendants’ future conduct relating to pricing and price reporting.
In April 2004, a Nevada multi district court litigation (MDL) panel decided to transfer the Texas-Ohio case to a
pending MDL matter in the Nevada federal district court that at the time involved seven complaints originally
filed in various state courts in California. These complaints make allegations similar to those in the Texas-Ohio
case regarding price reporting, although none contain a federal Sherman Act claim. In November 2004, those
seven complaints, as well as a number of others that were originally filed in various state courts in California and
subsequently transferred to the MDL proceeding, were remanded back to California state court. The Texas-Ohio
case remains in Nevada federal district court, and defendants, with CMS Energy joining, filed a motion to
dismiss, which remains pending. '

Three federal putative class actions, Fairhaven Power Company v. Encana Corp. et al., Utility Savings &
Refund Services LLP v. Reliant Energy Resources Inc. et al., and Abelman Art Glass v. Encana Corp. et al., all
of which make allegations similar to those in the Texas-Ohio case regarding price manipulation and seek similar
relief, were originally filed in the United States District Court for the Eastern District of California in September
2004, November 2004 and December 2004, respectively. The Fairhaven and Abelman Art Glass cases also
include claims for unjust enrichment and a constructive trust. The three complaints were filed against CMS
Energy and many of the other defendants named in the Texas-Ohio case. In addition, the Utility Savings case
names CMS MST and Cantera Resources Inc. (Cantera Resources Inc. is the parent of Cantera Natural Gas, LLC,
and CMS Energy is required to indemnify Cantera Natural Gas, LLC and Cantera Resources Inc. with respect to
these actions.) :

Both the Fairhaven and Utility Savings cases have been transferred to the MDL proceeding, where the Texas-
Ohio case is pending. Pursuant to stipulation by.the parties and court order, defendants are not required to
respond to the Fairhaven and Utility Savings complaints until the court rules on defendants” Motion to Dismiss,
which is pending in the Texas-Ohio case. Should the court grant defendants’ motion without leave to amend, any
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remaining cases in the MDL proceeding shall be refiled as a consolidated complaint within 20 days of such
ruling. If the motion is denied, or granted with leave to amend, the Texas-Ohio case and any others pending in the
MDL proceeding shall be refiled as a consolidated complaint within 20 days of the court’s ruling. In February
2005, the Abelman Art Glass case was conditionally transferred to the MDL proceeding. Abelman Art Glass has
until March 10, 2005 to oppose the conditional transfer order. .

Commencing in or about February 2004, 15 state law complaints containing allegations similar to those
made in the Texas-Ohio case, but generally limited to the California Cartwright Act and unjust enrichment, were
filed in"vdrious California state courts against many ‘of the same defendants named in the federal price
manipulation cases discussed above. In addition to CMS Energy, CMS MST is named in all of the 15 state law
complaints. Cantera Gas Company and Cantera Natural Gas, LLC (erroneously sued as Cantera Natural Gas,
Inc.) are named in all but the Benscheidt complaint. Two of these cases are styled as class actions, Benscheidt v.
AEP Energy Services, Inc., et al. and Older v.'Sempra Energy, et al., and include a claim for violation of the
California Business and Professions Code relating to unlawful, unfalr and deceptive business practices. Two
others, City and County of San Francisco and the People of the State of California, ex rel. Dennis J. Herrera, in
his official capacity as City Attorney for the City and County of San Francisco v. Sempra Energy, et al. and
Owens-Brockway Glass Container Inc. v. Sempra Energy et al., also include such a claim under the Cahfomla
Business and Professions Code and are styled as representative actions. : g

In February 2005, these 15 separate actions, as well as nine other similar actions that were filed in California
state court but do not name CMS Energy or-any of its former or current subsidiaries, were ordered coordinated
with pending coordinated proceedings in the San Diego Superior Court. The pending coordinated proceedings,
Natural Gas Antitrust Cases I-1V, involve an alleged 1990’s conspiracy by major gas pipeline companies not to
build a new pipeline into Southern California, and a conspiracy to limit gas transmission over an existing
pipeline. The 24 state court complaints mvo]vmg price reporting were coordinated as Natural Gas Antitrust Cases
V. Plaintiffs in Natural Gas Antitrust Cases V have been ordered to file a consolidated complaint.

Samuel D. Leggett, et al v. Duke Energy Corporation, et al, a class action complaint brought on behalf of
retail and business purchasers of natural gas in Tennéssee, was filed in the Chancery Court of Fayette County,
Tennessee in January 2005. The complaint contains claims for violations of the Tennessee Trade Practices Act
based upon allegations of false reporting of price information by defendants to publications that compile and
publish indices of natural gas prices for various natural gas hubs. The complaint seeks statutory full consideration
damages and attorneys fees and injunctive relief regulatmg defendants” future conduct. The defendants include
CMS Energy, CMS MST and CMS Field Serv1ces :

CMS Energy and the other CMS defendants will defend themselves v1gorously against these matters but
cannot predict their outcome.

ROUND-TRIP TRADING INVESTIGATIONS

“During the period of May 2000 through January 2002, CMS MST engaged in simultaneous, prearranged
commodity trading transactions in which energy commodities were sold and repurchased at the same price. These
so called round-trip trades had no impact on previously reported consolidated net income, earnings per share, or
cash flows, but had the effect of increasing operatmg revenues, operating expenses accounts recervable accounts
payable, and reported trading volumes. : .

CMS Energy is cooperating with an 1nvest1gat10n by the DOJ concerning round-trip trading, which the DOJ
commenced in May 2002. CMS Energy is unable to predict the outcome of this matter and what effect, if any, this
investigation will have on its business. In March 2004, the SEC approved a cease-and-desist order settling an

administrative action against CMS Energy related to round- -trip trading. The order d1d not assess a fine and CMS
Energy neither admitted to nor. denied the order’s findings. The settlement resolved the SEC mvestlgatmn
involving CMS Energy and CMS MST.
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EMPLOYMENT RETIREMENT INCOME SECURITY ACT CLASS ACTION LAWSUITS .

" CMS Energy is a named defendant, along with Consumers, CMS MST, and certain named and unnamed
officers’ and directors, in two lawsuits brought as purported class actions on behalf of participants and
beneficiaries of the CMS Employees’ Savings and Incentive Plan (the ‘‘Plan’’). The two cases, filed in July 2002
in United States District Court for the Eastern District of Michigan, were consolidated by the trial judge and an
amended consolidated complaint was filed. Plaintiffs allege breaches of fiduciary duties under ERISA and seek
restitution on behalf of the Plan with respect to a decline in value of the shares of CMS Energy Common Stock
held in the Plan. Plaintiffs also seek other equitable relief and legal fees. The judge issued an opinion and order
dated March 31, 2004 in connection with the motions to dismiss filed by CMS Energy, Consumers and the
individuals. The judge dismissed certain of the amended counts in the plaintiffs’ complaint and denied CMS
Energy’s motion to dismiss the other claims in the complaint. CMS Energy, Consumers and the individual
defendants filed answers to the amended complaint on May, 14, 2004. The judge issued an opinion and order
dated December 27, 2004, condltlonally granting plaintiffs’ motion for class certification. A trial date has not
been set, but is expected to be no earlier than late in 2005. CMS Energy and Consumers will defend themselves
vigorously but cannot predict the outcome of this litigation.

SECURITIES CLASS ACTION LAWSUITS

Beginning on May 17, 2002, a number of securities class action complaints were filed against CMS Energy,
Consumers, and certain officers and directors of CMS Energy and its affiliates. The complaints were filed as
purported class actions in the United States District Court for the Eastern District of Michigan, by shareholders
who allege that they purchased CMS Energy’s securities during a purported class period. The cases were
consolidated into a single lawsuit and an amended and consolidated class action complaint was filed on May 1,
2003. The consolidated complaint contains a purported class period beginning on May 1, 2000 and running
through March 31, 2003. It generally seeks unspecified damages based on allegations that the defendants violated
United States securities laws and regulations by making allegedly false and misleading statements about CMS
Energy’s business and financial condition, particularly with respect to revenues and expenses recorded in
connection with round-trip trading by CMS MST. The judge issued an opinion and order dated March 31, 2004 in
connection with various pending motions, including plamtlffs motion to amend the complaint and the motions to
dismiss the complaint filed by CMS Energy, Consumers and other defendants. The judge directed plaintiffs to file
an amended complaint under seal and ordered an expedlted hearmg on the motion to amend, which was held on
May 12, 2004. At the hearing, the judge ordered plaintiffs to file a Second Amended Consolidated Class Action
complaint deleting Counts 111 and 1V relating to purchasers of CMS PEPS, which the judge ordered dismissed
with prejudice. Plaintiffs filed this complaint on May 26, 2004, CMS Energy, Consumers, and the individual
defendants filed new motions to dismiss on June 21, 2004. The judge issued an opinion and order dated
January 7, 2005, granting the motion to dismiss for Consumers and three of the individual defendants, but
denying the motions to dismiss for CMS Energy and the 13 remaining individual defendants. CMS Energy and
the individual defendants will defend themselves vigorously but cannot predict the outcome of this litigation.

ENVIRONMENTAL MATTERS - -

CMS Energy and its subsidiaries and affiliates are subject to various federal, state and local laws and
regulatlons relating to the environment. Several of these companies have been named parties to various actions
involving environmental 1ssues Based on’ their present knowledge and subject to future legal and factual
developments, they believe it is unlikely that these actions, individually or in total, will have a material adverse
éffect on their financial condition or future results of operations. For additional information, see ITEM 7.
MANAGEMENT’S DISCUSSION ‘AND ANALYSIS and ITEM 8. FINANCIAL STATEMENTS AND
SUPPLEMENTARY DATA — NOTES TO CONSOLIDATED FINANCIAL STATEMENTS.

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS.

During the fourth quarter of 2004, CMS Energy did not submit any matters to a vote of security holders.
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S PART I
ITEM 5. MARKET FOR COMMON EQUITY AND RELATED STOCKHOLDER MATTERS.

-Market prices for CMS Energy’s Common Stock and related security holder matters are contained in
ITEM 7. CMS ENERGY’S MANAGEMENT’S DISCUSSION AND ANALYSIS and ITEM 8. FINANCIAL
STATEMENTS AND SUPPLEMENTARY DATA —NOTE 17 OF. CMS ENERGY’S NOTES TO
CONSOLIDATED FINANCIAL STATEMENTS  (QUARTERLY FINANCIAL AND COMMON STOCK
INFORMATION), which is incorporated by reference herein. At March 7, 2005, the number of registered holders
of CMS Energy Common Stock totaled 57,787. In January 2003, CMS Energy suspended the payment of
dividends on its common stock. Information regarding securities authorized for issuance under equity
compensatlon plans is included in our definitive proxy statement, which is incorporated by reference herein.

" ITEM 6. SELECTED FINANCIAL DATA. .

Selected financial information is. Contained in ITEM 8. FINANCIAL STATEMENTS AND
SUPPLEMENTARY DATA — CMS ENERGY’S .SELECTED FINANCIAL INFORMATION,  which is
mcorporated by reference herein.

ITEM'7. MANAGEMENT’S DISCUSSION AND ANALYSIS OF =~
FINANCIAL CONDITION AND RESULTS OF OPERATIONS.

Management’s discussion and analysis of financial condition and réSults of operations is coritained in ITEM 8.
FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA —CMS' ENERGY’S MANAGEMENT’S
DISCUSSION AND ANALYSIS Wthh is 1ncorporated by reference herein. ©

ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK.

Quantltatlve and Qualltatlve Dlsclosures About Market Risk is contained in ITEM 8. FINANCIAL
STATEMENTS. AND SUPPLEMENTARY DATA — CMS ENERGY’S MANAGEMENT’S DISCUSSION
AND ANALYSIS — CRITICAL ACCOUNTING .POLICIES — ACCOUNTING . FOR FINANCIAL AND
DERIVATIVE INSTRUMENTS, TRADING ACTIVITIES, AND MARKET RISK INFORMATION Wthh is
mcorporated by reference herein.

t
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ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA.

Index to Financial Statements:

Page
Selected Financial Information ... ..........uniiiniiiiiiier e inrneeeanannennnns 30
Management’s Dlscussmn and’ Analy51s ’ ' s
Executive Overview'....... T P AU A AP <31
Consolidation of Variable Interest Entities ........ P O ' 32
Forward-Looking Statements and Risk Factors ................. .. c.oo..s. e 32
Results of Operations. .. ..ottt ittt iiniiaeeaanann et 34
Critical Accounting Policies ...... e e [P SO 41
Capital Resources and Liquidity . ........uieirnt ittt it e it i eeeaaeans 51
U0k . et e e et e e e 55
New Accounting Standards .................. e e e 66
Management’s Report on Internal Control Over Fmancwl Reporting ....... ..ot 67
Report of Independent Registered Public Accounting Firm — Internal Control ............... 68
MCV Management’s Report on Internal Control Over Financial Reporting .................. 69
Consolidated Financial Statements .
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SELECTED FINANCIAL INFORMATION
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Net income (loss) available to common stockholders
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Net income (loss) from continuing operations per average
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CMS Energy — Basic. : creaens SR e, .
—Diluted ...

Cumulative effect of change in accounting per average
common share

CMS Energy—Basic.......cooviivinieeanennn...
—Diluted ........... . i

Income (loss) per average common share

CMS Energy—Basic.........cooeviineiin ...
—Diluted ....... ...
Cash provided by (used in) operations (in millions)........

Capital expenditures, excluding acquisitions, capital lease

additions and DSM (in millions) .. ...................
Total assets (in millions)(a) ........ it
Long-term debt, excluding current portion (in millions)(a) . .

Long-term debt-related parties, excluding current portion

(in millions}(b) ......oviriiii e e
Non-current portion of capital leases (in millions).........
Total preferred stock (in millions) . ... .................
Total Trust Preferred Securities (in millions)(b)...........
Cash dividends declared per common share ..............
Market price of common stock at year-end ..............
Book value per common share at year-end . ..............
Number of employees at year-end (full-time equivalents) . ..

Electric Utility Statistics

Sales (billions of kWh) ......... .. ... ... ... ......
Customers (in thousands) .. ......c.vvveiivininenn.
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Gas Utility Statistics
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2004

5,472
115
127

@)
121

110
168,553

0.68°
0.67

(0.01)
(0.01)

0.65
0.64
398

525
15,872
6,444

504
315
305

10.45
10.62
8,660

40
1,772
6.88

385
1,601
8.04

2003

5,513
164
“2)
@49
(43)

@“¢4
150,434

(0.30)
(0.30)

(0.16)
(0.16)

(0.30)
(0.30)
(250)

535
13,838
6,020

684
58
305

8.52
9.84
8,411

39
1,754
6.91

380
1,671
6.72

2002

8,673

92
(394)

18
(650)

(650)
139,047

(2.834)
(2.84)

0.13
0.13

(4.68)
(4.68)
614

747
14,781
5,357

116
44
883
1.09
9.44
7.48
10,477

39
1,734
6.88

376
1,652
5.67

2001

8,006
172
(327)
4
(459)

(459)
130,758

(2.50)
(2.50)

(0.03)
(0.03)

(3.51)
(3.51)
372

1,239
17,633
5,842

71
44
1,214
1.46
24.03
14.98
11,510

40
1,712
6.65

367
1,630
5.34

2000

6,623
213
(85)

5

5
113,128

(0.76)
(0.76)

0.04
0.04
600

1,032
17,801
6,052

49
44
1,088
1.46
31.69
19.62
11,652

41
1,691
6.56

410
1,611 -
4.39

(a) Under revised FASB Interpretation No. 46, we are the primary beneficiary of the MCV Partnership and the
FMLP. As a result, we have consolidated their assets, liabilities and activities into our financial statements as
of and for the year ended December 31, 2004. These partnerships had third party obligations totaling
$582 million at December 31, 2004. Property, plant and equipment serving as collateral for these obligations
had a carrying value of $1.426 billion at December 31, 2004.

(b) Effective December 31, 2003, Trust Preferred Sccurities are classified on the balance sheet as long-term

debt-related parties.

(c) Excludes off-system transportation customers.
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- CMS Energy Corporation

Management’s Discussion and Analysis

EXECUTIVE OVERVIEW

CMS Energy is an integrated energy company with a business strategy focused primarily in Michigan. We
are the parent holding company of Consumers and .Enterprises. Consumers is a combination electric and gas
utility company serving Michigan’s Lower' Peninsula. Enterprises, -through various subsidiaries and equity
investments, is engaged in domestic and international diversified energy businesses including independent power
production and natural gas transmission, storage, and processing. We manage our businesses by the nature of
services each provides. We operate prmc1pa11y in three business segments: electric utxhty, gas utility, and
enterprises. : :

We earn our revenue and generate cash from operations by providing electric and natural gas utility services,
electric power generation, gas transmission, storage, and processing. Our businesses are affected primarily by:

¢ weather, especially during the traditional heating and cooling seasons,

* economic conditions primarily in chhlgan

. regulatlon and regulatory issues that affect our gas and electric utility operatlons
* interest rates, ’

* our debt credit rating, and

* energy commodity prices.

Our busmess strategy mvolves improving our balance sheet and maintaining focus on our core strength:
superior utility operation and service. Our primary focus with respect to our non-utility businesses has been to
optimize cash flow and further reduce our business risk and leverage through the sale of non-strategic assets, and
to improve earnings and cash flow from the businesses we plan to retain. Although much of our asset sales
program is complete, we still may sell certain remaining businesses that are not strategic to us. Over the next few.
years, we expect that this strategy will result in reduced parent company debt, improved credit ratings, earnings
growth, restoration of a common stock dividend, and a company positioned to make new investments consistent
with our strengths. In the near term, our new investments will focus principally on the utility.

We face important challenges in the future. We continue to lose industrial and commercial customers to
alternative electric suppliers as a result of Michigan’s Customer Choice Act. As of March 2005, we have lost
900 MW, or 12 percent, of our electric load to these alternative electric supphers Based on current trends, we
predict total load loss by the end of 2005 to be in the range of 1,000 MW to 1,200 MW, However, no assurance
can be made that the actual load loss will fall within that range. Existing state legislation encourages competition
and provides for recovery of Stranded Costs caused by the lost sales. In fact, in November 2004, the MPSC
ordered Consumers to recover 2002 and 2003 Stranded Costs in the amount of $63 million. In 2004, several bills
were introduced into the Michigan Senate that could’ change Michigan’s Customer ‘Choice Act.

Another important challenge relates to the economics of the MCV Partnership. The MCV Partnership’s
costs of producing electricity are tied to the cost of natural gas. Because natural gas prices have increased
substantially in recent years and the price the MCV. Partnershlp can charge us for energy has not, the
MCV Partnershlp s financial performance has ‘been impacted negatively. In January 2005, the MPSC issued an
order approving the RCP to change the way the facility is used. The purpose of the RCP is to conserve natural gas
through a change in the dispatch of the MCV Facility and thereby improve the financial performance of the
MCYV Partnership without increased costs to customers. The approved plan will:

* allow for dispatching the MCV Facility based on natural gas market prices, which is expected to reduce
gas consumption by an estimated 30 to 40 bef per year,

31



* allocate 50 percent of Consumers’ direct savings to customers in 2005 and 70 percent of Consumers’
direct savings to customers thereafter, and

* fund $5 million annually for renewable energy sources such as wind power projects.

Our business plan is targeted at predictable earnings growth and debt reduction. Between 2001 and 2003, we
reduced parent debt (ie: excluding Consumers’ and other subsidiaries” debt) by 50 percent. We are now in the
second year of a five-year plan to reduce further, by about half, the debt of CMS Energy. In 2004, we issued
32.8 million shares of our common stock. We also issued over $1 billion in FMBs and $288 million of convertible
senior notes. Proceeds from these transactions were used to retire higher-interest rate long-term debt and to make
capital infusions of $250 million into Consumers, providing additional liquidity and flexibility for our utility
operations. In January 2005, we continued to retire higher-interest rate debt through the use of proceeds from the
issuance of $150 million of CMS Energy senior notes and $250 million of Consumers’ FMBs. We also infused an
additional $200 million into Consumers in January 2005. These efforts, and others, are designed to lead us to be a
strong, reliable energy company that will be poised to take advantage of opportunities for further growth,

CONSOLIDATION OF VARIABLE INTEREST ENTITIES

Under Revised FASB Interpretation No. 46, we are the primary beneficiary of several entities, most notably
the MCV Partnership and the FMLP. As a result, we have consolidated the assets, liabilities, and activities of
these entities into our financial statements as of and for the year ended December 31, 2004. These entities are
reported as equity method investments in our financial statements for all periods prior to January 1, 2004. For
additional details, see Note 16, Implementation of New Accounting Standards.

FORWARD-LOOKING STATEMENTS AND RISK FACTORS

This Form 10-K and other written and oral statements that we make contain forward-looking statements as
defined in Rule 3b-6 of the Securities Exchange Act of 1934, as amended, Rule 175 of the Securities Exchange
Act of 1933, as amended, and relevant legal decisions. Our intention with the use of such words as ‘‘may,”’
“‘could,” ‘‘anticipates,”” ‘‘believes,”” *‘estimates,”” ‘‘expects,”” “‘intends,”” *‘plans,’”” and other similar words is
to identify forward-looking statements-that involve risk and uncertainty. We designed this discussion of potential
risks and uncertainties to highlight important factors that may impact our business and financial outlook. We have
no obligation to update or revise forward-looking statements regardless of whether new information, future
events, or any other factors affect the information contained in the statements. These forward-looking statements
are subject to various factors that could cause our actual results to differ materially from the results anticipated in
these statements. Such factors include our inability to predict and/or control:

LE I3 1y 6

* « capital and financial market conditions, including the price of CMS Energy Common Stock and the effect
of such market conditions on the Pension Plan, interest rates, and access to thé capital markets as well as
availability of financing to CMS: Energy, Consumers, or any of their affiliates, and the energy industry,

* market perception of the energy industry, CMS Energy, Consumers, or any of their affiliates, -
* credit ratings of CMS Energy, Consumers, or any of their affiliates,
¢ currency fluctuations, transfer restrictions, and exchange controls,

~» factors affecting utility and diversified energy operations such as unusual weather conditions, catastrophic
weather-related damage, ' unscheduled ' generation outages, maintenance or repairs, environmental
* incidents, or electric transmission or gas pipeline system constraints, '

*- international, national, regional, and local economic, competitive, and regulatory policies, conditions and
developments, , ~

+ adverse regulatory or legal decisions, including those related to environmental laws and regulations, and
potential environmental remediation costs associated with such decisions,
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_ potentially adverse regulatory treatment and/or regulatory lag concerning a number of significant
questions presently before the MPSC relating to the Customer Choice Act including:

* recovery of future Stranded Costs incurred due to customers choosing alternative energy suppliers,
* recovery of Clean Air Act costs and other environmental and safety-related expenditures,

* power supply and natural gas supply costs when oil prices and other fuel prices are rapldly
.. increasing, . S

* timely recognition’ m rates of addmonal equ1ty 1nvestments in Consumers and
¢ adequate and timely recovery of addrtronal electric and gas rate-based expenditures,

. the impact of adverse natural gas prrces on the MCV Partnershrp investment, and regulatory decisions that
limit our recovery of capacity and fixed energy payments,

federal regulation of electric sales and transmission of electricity including periodic re-examination by
federal regulators of the market-based sales authorizations under which our subsidiaries partrcrpate in
wholesale power markets without price restrictions,

.

'energy markets, including the timing and extent of changes in commodity prices for oil, coal, natural gas,
natural gas liquids, electricity, and certain related products due to lower or hxgher demand, shortages
transportanon problems or other developments,

potential for the Mrdwest Energy Market to develop into an active energy market in the state of Mrchrgan
which may lead us to account for electric capacity and energy contracts with the MCV Partnershlp and
~# other independent power producers ‘as derivatives,

the GAAP requirement that we utilize mark-to-market accounting on certain of our energy commodity
contracts and interest rate swaps, which may have, in any given period, a ‘significant positive or negative
effect on earnings, which could change dramatrcally or be eliminated in subsequent periods and could add
to earnings volatility,

potential disruption, expropriation or interruption of facilities or operations due to accidents, war,
terrorism, or changing political conditions and the ability to obtain or maintain insurance coverage for
such events, oL : !

« nuclear power plant performance, ‘decommissioning, policies, procedures, incidents, and regulation,
mcludmg the avarlabrllty of spent nuclear fuel storage

* technological developments in energy productron delrvery, and usage
R achrevement of caprtal expendrture and’ operatmg expense goals,
. changes in ﬁnancral or regulatory accountmg pnncrples or policies,

* outcome, Cost, and other effects of legal and admrmstratrve proceedmgs settlements, mvestrgatlons ‘and
claims, including part1cularly claims, damages and fines resulting from round-trip trading and inaccurate
commodity price reporting, including 1nvest1gatrons by the DOJ regarding round-trip trading and price
reporting, N L ] - DL .

* limitations on our ability to control the. development or operation of pro_lects in which our subsidiaries
have a mmonty 1nterest

* disruptions in the normal commerc1al insurance and surety bond markets that may increase costs or
reduce traditional insurance coverage, particularly terrorism and sabotage insurance and performance
bonds,

* the efficient sale of non-strategic or under-performrng domestic or mternatronal assets and drscontmuatron
- of certain operations, ' PO s
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¢ other business or investment considerations that may be disclosed from time to time in CMS Energy’s or
Consumers’ SEC filings or in other publicly issued written documents, and

» other uncertainties that are difficult to predict, and many of which are beyond our control.

RESULTS OF OPERATIONS

Our business strategy involves improving our balance sheet and maintaining focus on our core strength:
superior utility operation and service. Our primary focus with respect to our non-utility businesses has been to
optimize cash flow and further reduce our business risk and leverage through the sale of non-strategic assets, and
to improve earnings and cash flow from the businesses we plan to retain. The level of inflation in the U.S. and in
other countries in which we have busmesses or investments has not had a 51gmﬁcant effect on our consolxdated
results of operations.

CMS EnerGY ConsoLIDATED ResuLts oF OPERATIONS

Years Ended December 31 : e 2004 2003 2002

In Millions (Except for Per
Share Amounts)

Net Income (Loss) Available to Common Stockholders&. . ............. ..., s1l0 8 (44) $(650)

Basic Earnings (Loss) Per Share ...........c..oiiiiiiieinninaann... ... 8065 $(0.30)  $(4.68)
Diluted Eammgs (Loss) Per Share .......................... e e $0.64 - $(0.30) $(4.68)
Years Ended December 31 - ‘ - % w 'Change 2003 w . Change
In Millions
Electric Utility ........... PO IR $223 S167 $56 $167 $264 S (97)
Gas Utility e e 71 38 33 38 46 (8)
ENterprises . ......cooovvnniiiiinn... AR 19 8 1" 8 @9 427
Corporate Interest and Other.................... (197)  (256) 59 (256) © (285) 29
Discontinued. Operations .............covvun..n. @ .23 . 2D 23, (2714 297
Accounting Changes ...... e e - (2), 0 (24) 22 . () 18 (42)
Net Income (Loss) Available to Common E
Stockholders .. ........... e S110  § (44 S154 § (44 3(650) S 606

2004 Compared to 2003: For the year ended December 31, 2004, our net income available to common
stockholders was $110 million, compared to a net loss available to common' stockholders of $44 million for the
year ended December 31, 2003. The improvement reflects the increased earnings from our utility due in large part
to rulings from the MPSC. The increase also reflects our continued commitment to cost management, the
continued reduction of debt at our parent company, lower interest expense from refinanced debt, and benefits
from recent tax legislation. This improvement was offset partially by increased impairment charges as we
continued to dispose of certain businesses that are not strategic to us. Net mcome was also reduced by an
environmental remediation charge related to our involvement i in Bay Harbor.

Specific increases to net income available to common stockholders are:

* a'$56 million increase in net income at our electric’ utlllty as favorable treatment of deprematlon and
interest under the Customer Choice Act and reduced pension and benefit costs moré than offset the effects
of milder weather, reduced tariff revenues equivalent to the Big Rock nuclear decomm1ssnomng surcharge,
and customers choosing alternative electric suppliers; :

* a 856 million net reduction in corporate mterest expense,

¢ a 835 million net gain from the 2004 sales of our Parmelia busmess and our interest in Goldﬁelds
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a $33.million increase in net income. at our gas utility resulting from favorable impacts of MPSC rate
orders, reduced pension and benefit costs-outpacing increased interest costs, and the eﬁ‘ects of milder
weather,

* a $21 million income tax benefit recorded at Enterprises resultmg from the Amencan Jobs Creatlon Act of
2004, : -

*'a $20 million net reductron in operatmg and maintenance expenses at Enterpnses resultmg from a
reduction in expenses at CMS ERM, which sold its non-essential business segments and moved its
~ headquarters from Houston, Texas to Jackson, Michigan in 2003,

* a $5 million net rcduction in debt retirement charges,
. a $22 million redoction in charges related to changes in accounting, and )
* the absence in 2004 of a $34 million deferred tax asset valuation reserve established in 2003.
These increases were offset partially by: |

. * a $36 million increase in net asset impairment charges,
* a $29 million net envrronmental remediation charge associated with our involvement in Bay Harbor
* a $10 million i mcrease in the declaration and payment of CMS Energy preferred d1v1dends
* the absence in 2004 of $30 million of MSBT refunds recelved in 2003, and
. the absence in 2004 of $23 million’in garns 1n Dlscontmued Operatlons recorded in 2003.

2003 Compared to 2002: For the year ended December .31, 2003, our net loss ‘available to common
stockholders was $44 million, compared to a net loss available to common stockholders of $650 million for the
year ended December 31, 2002. The improvement reflects the absence of impairment charges from businesses
that were not strategic to us; reduced corporate debt, and-increased earnings from equity method investments.
These improvements were offset partially by lower earnings at our electric utility, a net settlement and curtailment
loss related to our employee benefit plans, and changes in accounting,.

Specific increases to net income available to common stockholders are:

“« the absence in 2003 of $379 million of net goodwill 1mpa1rments associated wrth dlscontrnued opcratrons
recorded in 2002,

a $427 million increase in net income at Enterpnses primarily due to a significant reduction in asset
1mpa1rment charges and increased eammgs from equrty mvestments

. $30 mrlllon of MSBT refunds, and
"« a $25 million net reduction 1n-corporate'lnterestl_ .
These increases were offset partially by ‘

* a $97 million reductron in net income from our electrrc utility due to the impact of mllder weather on
" electric deliveries, hxgher pension expense greater deprec1atlon and amortization expense, and customers
choosing alternatrve electnc supphers iy

a $48 million net settlement and curtallment charge related toa large number of employees retiring and
exiting our employee benefit plans, ‘ :

* a $44 million net loss on the sale of .Panhandle,
¢ a'$34 million deferred tax asset valuatlon reserve establrshed in 2003,

*a $24 million charge related to changes in accountlng primarily due to energy tradmg contracts that did
not meet the definition of a derivative, and
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. an $8 million decrease in net income. at our gas utility primarily due to increased pension and benefit
expense, greater depreciation expense and higher:average debt levels, offset partially by the favorable
impact of a MPSC rate order.

1

ELectric UniLiTy RESULTS OF OPERATIONS

Years Ended December 31 ) o 2004 2003 . Change 2003 2002 Change
' o ‘ ‘ ‘ In Millions

Netincome ........ccouunnnnenvinnnn. e $223 8167 $56 S$167 $264 - $(97)

Reasons for the change: . _— : . .

Electric deliveries ........... 0o iiiiinnien..n. PR $(34) 341

Power supply costs and related revenue.......... e Lo ‘ - @3h ‘ 26

Other operating expenses, other income and non-commodity .

TEVENUE . ... ..oovrnn.. e P L 86 (80)
Regulatory return on capital expenditures ................ ‘ o 113 =
Gainonassetsales .........cooiiiiiiiiiiinniia, v — (38)
General tAXeS .. ..ottt (8 10
Fixed charges...... e e RPN G - (40) (22)
INCOME taXES . .t i vt iee i et eieaneenneeenanean _(30) 48
Total change .......... el B e o $ 56 $97)

Electric Deliveries: For the year 2004 electric_deliveries including transactions with other wholesale
marketers, other electric utilities, and customers choosmg alternative electric supphers increased 1.3 billion kWh
or 3.3 percent versus 2003. Despite the increase in electric deliveries, electric delivery revenue decreased due to
the milder summer temperatures’ negative impact on higher margin residential customer air conditioning usage,
customers choosing, alternative electric suppliers, and tariff revenue reductions. The tariff revenue reductions
began on January .1, 2004, and were equivalent to the Big Rock nuclear decommissioning surcharge in effect
when our electric retail rates were frozen from June 2000 through December 31 2003. The tarlff revenue
reductions decreased electric delivery revenue by $35 million.

Surcharges related to the recovery of costs incurred in the transition to customer choice offset partially the
reductions to electric delivery revenue. Recovery of these costs began on July 1, 2004 and increased electric
delivery revenue by $10 million.

For the year 2003, clectric delivery.revenue decreased, reflecting:lower deliveries versus 2002. Most
significantly, sales volumes to commercial and industrial customers were lower than in 2002, a result of these
sectors’ continued migration to alternative electric suppliers as allowed by the Customer Choice Act. Milder
summer temperatures reduced air conditioning usage by the higher-margin residential customers further
decreasing electric delivery revenue. Overall, electric deliveries, including transactions with other wholesale
marketers and other electric utilities, decreased 0.4 billion kWh or 1.1 percent

Power Supply Costs and Related Revenue: For the year 2004, our recovery of power supply costs was
capped for the residential and small commercml customer classes. Operatmg income decreased $31 million in
2004 versus 2003 primarily due to power supply-related costs exceeding power supply related revenue charged to
capped customers. Power supply-related costs increased in 2004 primarily due to higher priced purchased power
necessary to replace the generation loss from an extended refueling outage at our Pallsades nuclear- generatmg
plant and higher coal prices.

For the year 2003, our recovery of power supply costs was fixed for all customers, as required under the
Customer Choice Act. Therefore, power supply-related revenue in excess of actual power supply costs increased
operating income. By contrast, if power supply-related revenue had been less than actual power supply costs, the
impact would have decreased operating income. For the year 2003, power supply-related revenue in excess of
actual power supply costs benefited operating income by $26 million versus 2002. This increase was primarily the
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result of increased intersystem revenue, efficient operation of our generating plants, and.lower priced purchased
power L . . i
Other Operatmg Expenses, Other Income and Non-Commodity Revenue: For the year 2004, other
income increased ‘$7 million, other operating expenses decreased $82 million, and non-commodity revenue
decreased $3 million versus 2003. Other income increased primarily due to $7 million of interest income related
to our 2002 and 2003 Stranded Cost recovery as authorized by the MPSC. Our recognition of this recovery
decreased operating expense $57 million in 2004, and along with decreased depreciation, pension, and benefit
costs contributed to the reduction in other operating expenses. The decrease in depreciation expense reflects our
ability to defer depreciation expense on the excess of capital expenditures over our depreciation base as
authorized by the Customer Choice Act. The decrease in pension expense reflects fewer current year. retirees
choosing to receive a single lump sum distribution and increased plan earnings from higher average plan assets.
The reduction in benefit expense is due to the subsidy provided under Part D of the Medicare Prescription Drug,
Improvement and Modernization Act. :
" For the year 2003, net other operating expenses, other income and non-commodity revenue decre‘as_ed‘
operating income versus' 2002. The decrease related to increased pension and other benefit costs, a‘scheduled
refueling outage at Palisades, and hlgher transmrssron costs. In addition, depreciation and amortization expense
increased, reﬂectlng hrgher levéls of plant in servrce and h1gher amortization of securmztd assets. Hrgher
non-commodity ‘revenue associated with other mcome oﬁ‘set shghtly the 1ncreased operatmg expenses

. Regulatory Return on Capital Expenditures:. As allowed by Section 10d(4) of the Customer Choice Act,
on January. 1, 2004, we began recording the.2004 portlon of the return on certain capltal exp =ndrtures incurred
during the rate freeze . period of June, 2000 through December 2003. This increased income by $41 million in
2004, Based on an .interpretation of the Customer Chorce ‘Act by the MPSC in a rate order involving Detroit
Edison, in November 2004 we recorded an addmonal $72 million return on Clean Air Act costs mcurred dunng
the perrod of June 2000 through December 2003 ) :

Gam on Asset Sales The reductron in: operatmg income from asset sales for 2003 VErsus 2002 reflected the
331 million pretax gain associated with the 2002 sale of our electric transmission system and the $7 million
pretax gain associated with the 2002 sale of nuclear le‘quipme_nt from the cancelled Midland project.

General Taxes: For the year 2004, gefieral taxes increased primarily due to incréases in property tax
expense and the absence of a MSBT credit received.in 2003. The 2003 MSBT, credit ‘was associated with the
construct1on of our corporate headquarters ona qualrfymg Brownﬁeld site. For the year 2003, this MSBT credit
decreased general taxes versus 2002. . - ..o . :

“Fixed Charges: -Fixed charges increased. for the -year 2004 versus 2003 due to highet average -debt levels,
offset partially by a 46 basis point reduction in the average rate of interest. Additionally, to recognize a recently
issued interpretation of the Customer Choice Act by the MPSC; we expensed $31 million of capitalized interest
in November related to Clean Air Act costs incurred during the period of June 2000 through December 2003.

© For the year 2003 ﬁxed charges 1ncreased versus 2002 due to higher average debt levels and hrgher average
mterest rates S
* Income Taxes: For the year 2004, income taxés increased dus to increased earnings from the electric utility
versus 2003. The increase in income taxes from the tax treatment of items related to-plant, property and
equipment as_required by past MPSC orders was offset by Part D of the Medicare. Prescription Drug,
Improvement and Modemlzatmn Act Wthh provrdes a subsrdy that is exempt from federal taxation. For the year
2003 mcome tax expense decreased versus 2002 pnmarrly due to lower earnmgs by the electric utility.
: i’ . : : ,
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Gas UTiLity RESULTS OF OPERATIONS

Years Ended December 31 2004 2003 Change 2003 2002 Change
. . ] In Millions
Net income... ... ... PP e ~§71 $38 $33 838 846 $.(8)

Reasons for the chanoe -
Gas deliveries. .. ... I PP U e S $ (1)
Gas rate increase ......... e e el 28 ‘ 39
Gas wholesale and retail services, other gas revenue and S ' E ’ '

3

11

“)

16

otherincome ...... .0 .. .. i i il il 2
Operation and maintenance . . . ..... e 34)
General taxes V. ......... 0. .... e -3
Depreciation.. . . .... P e e (10)
Fixedcharges . ...... .o i e (14) &)
Income taxes ....... I ‘ ) _ 2
Total change......... T e PR A $33 | A S ®

Gas Deliveries: For the year 2004 gas del1ver1es, 1ncludmg transportanon to end- use customers decreased
15.5 bef or 4.6 percent due to milder weather versus 2003. Most srgmﬁcantly, temperatures in the ﬁrst quarter of
the year were 12.1 percent warmer than in the same penod in 2003.

For the year 2003, gas deliveries, mcludmg miscellaneous transpOrtahdn increased due to colder weather
during ‘the’ first quarter of 2003 versus 2002: Increased dellverles to the residential and commercial sectors’
resulted in a $6 million increasé in gas revenue. This revenue increase was offset by a $7 million reduction to gas
revenue assocrated with our analysrs of gas losses related to the gas transmlssmn and distribution system.

Gas Rate Increase: In December 2003, the MPSC 1ssued an 1nter1m gas rate order authorxzmg a
$19 million annual increase to gas tariff rates. In October 2004, the MPSC issued a final order authorizing an
increase of $58 million in each of the next two years. As a result of these orders, gas revenues increased
$28 million for the year. 2004, versus 2003. :

In November 2002, the MPSC issued a final gas rate order authorizing a $56 million annual increase to'glas
tariff rates. As a result of this order, gas revenue increased $39 million for the year 2003 versus 2002.

Gas Wholesale and Retail Senfcés, Otheér Gas Revenue and Other Income: In 2004, gas wholesale and
retail services and other gas revenue increased primarily due to the absence of certain 2003 reductions to revenue
In 2003, gas revenue was reduced primarily due to an $11 million 2002-2003 GCR disallowance.

For the year 2003, gas wholesale and retail services and- other gas revenue increased versus 2002. This
increase was primarily due to increased gas title tracking services and miscellaneous revenue in 2003. The.
increased revenue was offset partially by a disallowance for the 2002-2003 GCR year.

Operation and Maintenance: For the year 2004 versus 2003, operation and maintenance expenses
decreased versus 2003 primarily due to reduced pension and benefit expense of $23 million. The decrease in
pension expense reflects fewer current year retirees choosing to receive a smgle lump sum dxsmbutlon and
increased plan earnings from higher average plan assets. The reduction in benefit expense is due to the subsidy
provided under Part D of the Medicare Prescription Drug, Improvement and Modernization Act. These reductions
were offset partially by additional expenditures on safety, reliability, and customer service.

For the year 2003, operat1on and maintenance expenses increased versus 2002 due to increases in pen51on
and other benefit costs of $27 million and addmonal expendltures on safety, relrablllty, and customer serv1ce

General Taxes: For the year 2004, general taxes increased due to the absence of a MSBT credit received in
2003. The 2003 MSBT credit received from the State of Michigan was associated with the construction of our
corporate headquarters on a qualifying Brownfield site. For the year 2003, this MSBT credit decreased general
taxes versus 2002.
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" “Depreciation: For the year:2004 versus.2003, depreciation expense decreased -primarily due to reduced
rates authorized by the MPSC’s December 2003 interim rate order and the MPSC’s October 2004 order, as
modified by its December 2004 order granting rehearing. For the year 2003, depreciation expense increased
because of increased plant in service versus 2002,

" Fixed Charges: Fixed charges increased for the year 2004 versus 2003 due to higher average debt levels,
offset partially by a 46 basis point reduction ‘in the average rate of interest. For the year 2003, fixed charges
mcreased yersus 2002 due to higher average debt levels and hlgher average mterest rates.

‘Income Taxes: For the year 2004, income taxes increased due to increased earnings from the 'gas utlllty
versus 2003. The increase in income taxes was offset partially by reductions from the tax treatment of items
related to plant, property and equipment as required by past MPSC orders, and by Part D of the Medicare
Prescription Drug, Improvement and Modermzatlon Act which provides a subsidy that is exempt from federal
taxatlon

ser T
§ et

For the year 2003 versus 2002, income tax expense increased primarily due‘to the tax treatment of items
related to plant, property and equipment as required by past MPSC orders.

ENTERPRISES RESULTS OF OPERATIONS EA

Year Ended December 31 e e . 2004 2003 Change = 2003 2002 Change

5 }v o i o ’ . . In Millions ‘

Net Income (Loss) .................. e e 819 S8 § 11  $8 §(419) § 427

Reasons for the change: . . - S ,
Results of FASB Interpretatlon No. 46 Entmes e _§ (40) 5 —

Reasons for change excluding FASB lnterpretatlon No. 46: o ' S
Operating reVenuUeSs . ... ovuvuraernrivenenentneaaenaann (334) ‘ (3,498)
Cost of gas and purchased power ....... P T S 375 o 3,399
Earnings from equity method investees ... ... e ' : o (8) " A
Operation and maintenance ............... e FE 31 93
General taxes, depreciation, ‘and other i mcome Ceeeieee. " (22) 40
Gain (loss) on sale of assets ............... e o 53 h 3)

.- Asset impairment charges ........ T T ' (75) 508
Environmental remediation.................c.c.iiun... 45 . —
Fixedcharges ........ ... ...l 16 (14
Income taxes ™. ... .0 i L L Lo ') 60 (169)
Total change .............. ... $ 11 $ 427

Results of FASB Interpretation No. 46: Due to the implementation of FASB Interpretation No. 46, certain
equity investments, determined to be variable interest entities under this interpretation, which were previously
included in equity earnings are now' included as fully consolidated subsidiaries in the results of operations. The

MCV Partnership and the FMLP were determined to be variable interest entities under this interpretation, and are
included as fully consolidated subsidiaries in the results of operations in 2004. Three electric generating plants in
Michigan, T.E.S. Filer Clty Station Limited Partnership, Grayling Generatmg Station Limiited Partnership, and
Genesee Power Station Limited Partnership, were determined to be variable interest entities under this
interpretation and were included in the results of operations beginning in 2003. For comparability purposes the
change in net earnings of these entities is presented separately. :

For 2004, earnings decreased versus 2003 primarily due to mark-to-market losses related to gas contracts
and increased fuel and dispatch costs at the MCV Partnersh1p These decreases were offset pamally by dxspatch
and variable energy rate vanance revenue. o

For 2003 versus 2002 consohdatlon of the three electric generating plants in Michigan had no 1mpact on
earnings.
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Operating Revenues and Cost of Gas and Purchased Power: For 2004, operating revenues, net of the
related cost of gas and purchased power, increased versus 2003. This increase was primarily due to higher
margins from South American subsidiaries, offset partially by the sale of wholesale gas and power contracts at
CMS ERM.

For 2003, operating revenues, net of the related cost of gas and purchased power, decreased versus 2002
primarily due to the sale of wholesale gas and power contracts at CMS ERM.

Earnings from Equity Method Investees: Earnings lrom equity method investées decreased for 2004
versus 2003 due to a reduction in earnings from Goldfields, which was sold in August 2004, and losses on the
settlement of derivative contracts. .‘These decreases were offset partially by earnings. from Shuweihat, which
became partially operational during the fourth quarter of 2004,

Equity earnings increased for 2003 Versus 2002 due to impairment losses in 2002 and an iﬁcreés_e in
mark-to-market valuation adjustments on interest rate swaps and power contracts in 2003. Lower earnings offset
these increases partially in 2003-due to sales of equity investments in 2002. =

Operation and Maintenance: Operating and maintenance decreased for 2004 versus 2003 and for 2003
versus 2002. These decreases were the result of a reduction in expenses at CMS ERM, which sold its
non-essential business segments and moved its headquarters from Houston, Texas to Jackson, Michigan in 2003.

General Taxes, Depreciation and Other Income: For 2004, the net of general tax expense, depreciation
and other income decreased income versus 2003. The change was due to foreign exchange losses offset partlally
by lower depreciation due to the sale of non-essential assets at ERM-in 2003.

For 2003, the net of general tax expense, depreciation and other income increased income versus 2002. The
change was due to lower depreciation from assets 1mpa1red in 2002 higher interest mcome and foreign exchange
gains offset partially by hrgher general taxes.

Gain (Loss) on Sale of Assets: Gains on asset sales 1ncreased in 2004 versus 2003. This is prrmanly due to
the gains on the sales of Goldfields and land in Moapa, Nevada in 2004, -

For 2003, loss on asset sales increased versus 2002. This is primarily due to the losses on the sales of
CMS ERM Wholesale Gas contracts and Guardian Pipeline in 2003. ’

For additional details, see Note 2, Discontinued Operations, Other Asset Sales Impairments, and
Restructuring. ‘ .

Asset Impairment Charges: Asset impairment charges increased in 2004 versus 2003. Impairments
recorded in 2004 included a reduction in the fair value of Loy Yang and impairments related to the sales of our
interests in SLAP and GVK. In February 2005, we completed the sale of our interest in GVK. We expect to
complete the sale of SLAP in 2005

Asset impairment charges decreased in 2003 versus 2002 In 2003 the impairments of our equrty
investments at CMS Generation and: our investment in CMS Electric and Gas’ Venezuelan distribution utility
were significantly lower than our 2002 asset impairments that were related primarily to DIG and Michigan‘Power

_ For additional details, see Note 2, Discontinued Operations, Other Asset Sales, lmparrmente and
Restructuring,

Environmental Remediation: For 2004, we recorded estimated environmental remedrauon costs for
indemnification claims related to our involvement in Bay Harbor.

For additional details, see Note 3, Contingencies.

Fnred Chargcs For 2004, fixed charges decreased versus 2003 due to lo“er average debt levels and lower
average interest rates primarily resulting from the payoff of a short-term revolvmg credit line held by Enterprises
during 2003, offset partially by the payment of preferred dividends to the investor in our Michigan gas assets in
2004 and higher letter of credit fees. '
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For 2003, fixed charges increased versus 2002 due to higher average debt levels and higher average interest
rates primarily due to a short-term revolving credit line held by Enterprises during part of 2003.

Income Taxes: For 2004, income taxes decreased as compared to 2003 primarily. due to the foreign
earnings repatriation tax benefit arising from the American Jobs Creation Act of 2004, and a decrease in tax
reserves. ‘ S

For 2003, income taxes increased as compared to 2002 due to the absence in 2003, of the tax benefit related
to the 2002 impairment charges.

CORPORATE INTEREST AND OTHER RESULTS OF OPERATIONS

Year Ended December 31 ‘ N RSN Qgi - 2003 ¢ Change 2003 2002 Change
T ; T In Millions - :
Net Loss .......... e TS9N 8(256)  $59 - $(256)  $(285) $29

For the year ended December 31, 2004, corporate interest and other net expenses were $197 million, a
decrease of $59 million versus the same period in 2003. The decrease reflects $56 million of lower interest due to
lower average debt levels and a 58 basis point reduction in the average rate of interest,.a S5 million reduction in
debt retirement charges, and the absence in 2004 of a $34 million deferred tax asset valuation reserve established
in 2003. These decreases were offset partially by a-$24 million increase in general taxes primarily due to the
absence of MSBT refunds received in 2003, a-$10 million increase in -the declaration and payment of CMS
Energy preferred dividends and a $2 million increase in other various expenses.

Our 2003 corporate interest and other net expenses decreased $29 million from 2002 primarily due to
reduced restructuring costs and reduced taxes, offset partially by an increase in mterest allocated to contmumg
operations.

Discontinued Operations: For the year ended December 31, 2004, our net loss from Discontinued
Operations was $4 million, a decrease of $27 million versus the same period in 2003. The net loss for.2004 was
related primarily to income tax adjustments offset partially by gains on asset sales. Income from 2003 primarily
reflects an increase to net income due to the réclassification of our international energy distribution business from
discontinued operations to continuing operations. The reclassification resulted in a reversal of a previously
recognized impairment loss. This increase was offset partially by an 1mpa1rment of Parmella mterest allocated to
d1scontmued operatlons and a loss on the dlsposal of CMS Viron.

* For additional detanls see Note 2, D1scontmued Operations, Other Asset Sales, Impairments, and
Restructuring. . ‘ T . _ » TR

Accountmg ChangeS' In 2004 we recorded a $2 mllllon loss for the cumulative effect of a change in
accountmg principle. The loss was the result of a change in the measurement date on our benefit plans. For
additional details, see Note, 7 Ret1rement Beneﬁts '

..~ A $24 million loss for the cumulative effect of changes in accounting principle was recognized in.the first
quarter of 2003, of whlch $23 m11110n was related to energy trading contracts and $1 million was related to asset
retirement obllgatlons

CRITICAL ACCOUNTING POLICIES . .

" The following accounting policies are- 1mportant ‘to'an understandmg of our results of operatxons and
financial condition and should be consxdered an integral part of our MD&A: -

* use of estimates and assumptxons in accountmg for lono-llved assets, contingencies, and equxty method
investments, e

. accountmg for the effects of 1ndustry regulatlon

* accounting for ﬁnanc1al and denvatlve instruments, trading activities, and market risk information,-.
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* accounting for international operations and foreign currency,
. accountmg for pen51on and OPEB,

* accounting for asset retirement obligations, and

* accounting for nuclear décommissioning costs.

For additional accounting policies, see Note 1, Corporate Structure and Accounting Policies.

Use oF ESTIMATES AND ASSUMPTIONS

In preparing our financial statements, we use estimates and assumptions that may affect réported ‘amounts
and disclosures. Accounting estimates are used for asset valuations, depreciation, amortization, financial and
derivative instruments, employee benefits, and contingencies. For example, we estimate the rate of return on plan
assets and the cost of future health-care benefits to determine our annual pension and other postretirement benefit
costs. There are risks and uncertainties that may cause actual results to differ from estimated results, such as
changes in the regulatory environment, competition, foreign exchange, regulatory decisions, and lawsuits,

Long-Lived Assets and Equity Method Investments: Qur assessment of the recoverability of long-lived
assets and equity method investments involves critical accounting estimates. Tests of impairment are performed
periodically if certain conditions that are other than temporary exist that may indicate the carrying value may not
be recoverable. Of our total assets; recorded at $15.872 billion at December 31, 2004, 59 percent represent long-
lived assets and equity method investments that-are subject to this: type of analysis. We base our evaluatrons of
impairment on such indicators as:

* the nature of the assets,

* projected future economic béneﬁts, |

* domestic and foreign regulatory and political environments,

* state and federal regulatory and political environments, -

"'_ historical and futurevcas‘h flow and profitability measurentc;nts,':and
* other external market conditions or factors.

If an event occurs or circumstances change in a manner that indicates the recoverabrllty ofa long-hved asset
should be assessed, we evaluate the asset for impairment. An asset held-in-use is evaluated for impairment by
calculating the undiscounted future cash flows expected to result from the use of the asset and its eventual
disposition. If the undiscounted future cash flows are less than the carrying amount, we recognize an impairment
loss. The impairment loss recognized is the amount by which the carrying amount exceeds the fair value. We
estimate the fair marketAvalue of the asset utilizing the best information available. This information includes
quoted market prices, market prices of similar assets, and dxscounted future cash flow analyses An asset
considered held-for-sale is recorded at the lower of its carrying amount or fair value, less cost to sell.’

We also assess our ability to recover the carrying amounts of our equity method investments. This
assessment requires us to determine the fair values of our equity method investments, The determination of fair
value is based on valuation methodologies including discounted cash flows and the ability of the investee to
sustain an earnings capacity that justifies the carrying amount of the investment. We also consider the existence
of CMS Energy guarantees on obligations of the investee or other commitments to prov1de further financial
support. If the fair value is less than the carrying value and the decline in value is considered to be other than
temporary, an appropriate write-down is recorded.

Our assessments of fair value using these valuation methodologies represent our best estimates at the time of
the reviews and are consistent with our internal planning. The estimates we use can change over time. If fair
values were estimated differently, they could have a material impact on our financial statements.

Contingencies: We are involved in various regulatory and legal proceedings that arise in thébrdinary
course of our business. We record a liability for contingencies based upon our assessment that the occurrence of

42



loss is probable and the amount of loss can be reasonably estimated. The recording of estimated liabilities for
contingencies is guided by the principles in SFAS*No. 5. We consider many factors in tnaking these asséssments,
including history and the specifics of each matter. The most significant of these contingencies are our pending
class actions arising out of round-trip trading'and gas price reporting, our electric and :gas environmental
estimates, our ‘ indemnity " and ‘ environmental remediation obligations' at Bay Harbor and the potent1a1
underrecoveries from our power purchase contract with the MCV Partnership. R T

The amount of income taxes we pay is subject to ongoing audits by federal,-state, foreign tax’authorities,
which can result in proposed assessments. Qur estimate for the potential outcome for any uncertain tax issue is
highly judgmental. We believe we have adequately provided for any likely outcome related to these matters.
However, our future results may include favorable or unfavorable adjustments to our estimated tax liabilities in
the period the assessments are made or resolved or when statutes of limitation on potentlal assessments explre As
a result our effective tax rate may ﬂuctuate 51gmﬁcantly on a quarterly basrs :

MCV Underrecoveries: The MCV Partnershrp, whrch Ieases and operates the MCV Facrhty, contracted to
sell electricity to Consumers for a 35-year period beginning in 1990 and to supply electricity and steam to Dow.
We hold a 49 percent pannershrp mterest m the MCV Partnershrp, and a 35 percent lessor mterest in the
MCV Fac1hty R : ~

The cost that we incur under the MCV Partnershlp PPA exceeds the recovery amount allowed by the MPSC
As a result, we estimate that cash underrecoveries of capacity and fixed energy. payments will aggregate
$150 million from 2005 through 2007. After September 15, 2007, we expect to claim relief under the regulatory
out provision in the PPA, thereby limiting our capacity and fixed energy payments to the MCV Partnershlp to the
amounts collected from our customers. Thé effect of any such action would be to:

» reduce cash flow to the MCV Partnership, which could have an adverse effect on our investment, and
~« eliminate our underrecoveries of capacity and fixed energy payments.

* The MCV Partnership has indicated that it may take issue with our exercise of the regulatory out clause after
September 2007. We believe that the clausé is valid and fully effective, but cannot assure that it will prevail in the
event of a dispute. The MPSC’s future actions on the capacity and fixed energy payments recoverable from
customers subsequent-to Septembér 2007 may affect negatively the- earmngs of the MCV Partnershrp and the
value of our mvestment in the MCV Partnershrp ST

Further, under the PPA, var1ab1e energy payments to the MCV Partnershrp are based on the cost of coal
burned at our coal plants and our operation’and maintenance expenses. However, the MCV Partnership’s costs of
producing electricity are tied to the cost of natural gas. Because natural gas prices have increased substantially in
recent years and the price the MCV Partnership can charge us for energy has not, the MCV Partnership’s
financial performance has been 1mpacted negatrvely Even with the. approved RCP if gas prices continue at
present levels or increase, “the economrcs of operatmg the MCV Facrhty may be adverse’ enough to requrre us to
recogmze an 1mparrment ’

- In January 2005, the MPSC 1ssued an order approving the RCP with modifications. The RCP allows us to
recover the same amount of capacity and fixed energy charges from customers as approved in prior MPSC orders.
However, we are able to dispatch the MCV Facility on the basis of natural gas market prices, which will reduce
the MCV Facility’s annual production of electricity and, as a result, reduce the MCV Facility’s consumption of
natural gas by an estimated 30 to 40 bef annually This decrease in the quantity of high-priced natural gas
consumed by the MCV Facrllty wrll beneﬁt our ownershrp mterest m the MCV Partnershrp

The substantial MCV Facility fuel cost savmgs w111 :be used first to offset fully the cost of rep]acement
power. Second, $5 million annually will be used to fund a renewable energy program. Remaining savings will be
split between the MCV Partnership and Consumers. Consumers’ direct savings will be shared 50 percent with its
customers in 2005 and 70 percent in 2006 and beyond. Consumers’ direct savings from the RCP, after a portion is
allocated to customers, will be used to offset our capacity and fixed energy underrecoveries expense. Since the
MPSC has excluded these underrecoveries from the rate making process, we antrclpate that our savings from the
RCP will not affect our return on equity used in our base rate filings. . ST
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In January 2005, Consumers and the MCV Partnership’s general partners accepted the terms of the order
and implemented the RCP. The underlying agreement for the RCP between Consumers-and the MCV. Partnership
extends through the term of the: PPA. However, either' party may terminate. that agreement under certain
conditions.. In February 2005, a group of intervenors in the RCP case filed an application for rehearing of the
MPSC order. The Attorney General also filed a clarm of appeal with the Mrchrgan Court of Appeals We cannot
predict the outcome of these appeals. - : R . R .

For additional details on the MCV Partnership, see Note 3, Contingencies, ‘‘Other. Consumers’ Electrlc
Utility Contmgencres—— The Mrdland Cogeneratron Venture e BRIV T

‘

ACCOUNTING FOR THE- EFFECTS OF INDUSTRY REGULATION N ot o S

Because we are mvolved in a regulated mdustry, regulatory declsrons affect the tlmmg and recogmuon of
revenues and expenses. We use SFAS No. 71 to account for the effects of these regulatory decisions. As a result,
we may defer or recogmze revenues and expenses drfferently than a non- regulated entlty B -

‘- e,

For example we may record as regulatory assets items that a non—regulated entrty normally would expense if
the actions of the regulator indicate such expenses will be recovered in future rates. Conversely, we may record as
regulatory liabilities items that non-regulated entities may normally recognize as revenues if the actions of the
regulator indicate they will require such revenues be refunded to customers. Judgmet is required to determine
the recoverability of items recorded as regulatory assets and liabilities. As of December 31, 2004, we had
$1.696 billion récorded as regulatory assets and $1. 574 bllllon recorded as regulatory habxlmes -

For addmonal detalls on mdustry regulatron see Note 1, Corporate Structure and Accountmg Pohcres,
**Utility Regulation.”

ACCOUNTING FOR FINANCIAL AND DERIVATIVE INSTRUMENTS, TRADING ACTIVITIES, AND MARKET RiSK INFORMATION

Financial Instruments:~ We. account for investments in debt- and equity securities using SFAS No. 115.
Debt and equity securities classified as available-for-sale, are. reported at fair value determined from quoted
market prices. Debt and equity securities classified as held-to-maturity are reported at cost. Unrealized gains or
losses resulting from changes in fair value of certain available-for-sale debt and equity securities are reported, net
of tax, in equity as part of accumulated other comprehensive income.,Unrealized gains or losses are. excluded
from earnings unless the related changes in fair value are determmed to be other than temporary

@t RS
Unreallzed gains or, losses on our nuclear decommrssronmg mvestments are reﬂected as regulatory habrlmes
on our Consolidated Balance Sheets. Realized gains or losses: would not affect our earnings or cash flows:

Derrvatwe Instruments. ,We use the criteria in SFAS No 133 to determme if certam contracts must be
accounted for as der1vat1ve instruménts: Thxs criteria’ is complex and srgmﬁcant Judgment is often requlred in
applying the criteria to specrﬁc contracts. If a contract is accotinted for as a derivative mstrument it is recorded in
the financial statements as an asset or a liability at the fair value of the contract. The recorded fair value is then
adjusted quarterly to. reflect any. change in the market: value of.the contract, a practice known as marking the
contract to market. Changes in fair value (that is; gains or losses) are reported either in earnings or accumulated
other comprehensive income, dependmg on, whether, the derivative quallﬁes for cash flow hedge accountmg
treatment. . - P o Lo !

The types of contracts we typrcally classrfy as denvatrve mstruments are. mterest rate swaps forergn
currency exchange contracts, electric call options, gas supply call and put options, gas fuel futures and swaps, gas
fuel options, certain gas fuel contracts, and.certain gas and electric forward contracts. The:majority of our
contracts are not subject to derivative accounting under SFAS No. 133 because they qualify for. the normal
purchases and sales exception, or because there is not an active market for the commodity. Certain of our electric
capacity and energy contracts are not accounted for as derivatives due to the lack of an active energy market in
the state of Michigan and the significant transportation costs that would be incurred to deliver the power under the
contracts to the closest active energy market at the Cinergy hub in Ohio. Similarly, our coal purchase contracts
are not accounted for as derivatives due to thé lack of an active market for the coal that we. purchase. If active
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markets for these commodities develop in the future, we may be required to account for. these contracts ‘as
derivatives, and the resulting mark-to-market-impact on earnings could be material to our financial statements.

The MISO is scheduled to begin the Midwest Energy Market on April 1, 2005, which will include day-ahead
and real-time energy market information and centralized dispatch for market participants. At this time, we believe
that the commencement of this market will not constitute the development of an active energy market in the state
of Michigan. However, after having adequate experience with the Midwest Energy Market, we will reevaluate
whether or not the activity level within this market leads to the conclusion that an active energy market exists. For
additional mformatron see “‘Electric Utility Business Uncertamtres — Competrtron and Regulatory
Restructurmg — Transmrssron Market Developments” w1thm thls MD&A. :

The MCV Partnershlp uses natural gas fuel contracts to buy gas as fuel for generatlon and to manage gas
fuel costs. The MCV Partnership believes that certain of its long-term gas contracts qualify as normal purchases
under SFAS No. 133 and therefore, these contracts are not recognized at fair value on the balance sheet. Due to
the implementation of the RCP in January 2005, the MCV Partnership has determined that a significant portion

of its gas fuel contracts no longer qualify as normal purchases because the contracted gas will not be consumed as
fuel for electric production. Accordingly, these contracts will be treated as derivatives and will be marked-to-

market through earnings each quarter, which could increase earnings volatility. Based on market prices for
natural gas as of January 31,2005, the accounting for'the MCV ‘Partnership’s long-term ‘gas contracts, including
those affected by the implementation of the RCP, could result in an estimated $100 million - (pretax -before
minority interest) gain recorded to earnings in the first quarter of.2005. This estimated gain will reverse .in
subsequent quarters as the contracts settle. For further details on the RCP, see *‘Critical Accounting Policies —
Use of Estimates and Assumptions — MCV Underrecoveries’” within this MD&A. If there are further changes in
the level of planned electric production or gas consumption, the MCV Partnership may be required to account for
additional long-term gas contracts as derivatives, which could add to earnings volatility.

To determine the fair value of our deérivative contracts, we use a combination of quoted market prices, prices
obtained from external sources, such as brokers, and mathematical valuation models. Valuation models require
various inputs, including forward prices, strike prices, volatilities, interest rates, and maturity dates. Changes in
forward prices or volatilities could change significantly the calculated " fair*value of certain contracts. 'At
December 31, 2004, we assumed a market-based ‘interest rate of 2.75 percent and monthly volatility rates ranging
between 38 percent and 73 percent to calculate the fair value of our gas options. Also, at December 31, 2004, we
assumed a market-based interest rate of 2.75 percent and daily volatility rates ranging between 80 percent and
157 percent to calculate the fair value of our electric options. At December 31, 2004, we assumed market-based
interest rates ranging between 2.40 percent and 4.48 percent (depending on the term of the contract) and monthly
volatlhty rates ranging between 25 percent and 68 percent to calculate the fair value of the gas fuel derivative
contracts held by the MCV Partnership. - .. S e

In certain contracts,vlong-term commitments may extend beyond the period in which market quotations for
such contracts are available. Mathematical models are developed to determine various inputs into the fair value
calculation including price and other variables that may be required to calculate fair valué. Realized cash returns
on these commitments may vary, either positively or negatively, from the results estimated through application of
the mathematical model.” In connection with the market. valuation of our.derivative contracts, we maintain
reserves if necessary, for credit risks based on the ﬁnanc1a1 condmon of counterpames

' CMS ERM Contracts. CMS ERM enters mto and owns energy contracts that are re]ated to actmnes
considered to be an integral part of CMS Energy s ongoing operatrons CMS ERM holds certain, forward
contracts for the purchase and sale of. electncrty and natural gas that result in physrcal delivery of the underlymg
commodrty at contractual prrces These contracts are- generally long-term in nature and are classrﬁed as non-
trading. CMS ERM also uses various financial mstruments including swaps, optxons and futures, to manage the
commodity price risks assomated with its forward purchase and sales contracts as well as generatlon assets owned
by CMS Energy or its subsidiaries. These financial contracts are classified as trading activities. Non-trading and
trading contracts that meet the definition of a derivative under SFAS No. 133 are recorded as assets or liabilities
in the financial statements at the fair value of the contracts.-Gains or losses arising from changes in fair value of
these contracts are recognized into earnings in the period in which the changes occur. Gains and losses on trading
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contracts are recorded net in accordance with EITF Issue No. 02-03. Contracts that do not meet the definition of a
derivative are accounted for as executorycontracts. (i.e., on an accrual basis). "~ ‘ ‘

The fair value of the derivative contracts held by CMS ERM is included incither Price risk management
assets or Price risk management liabilities on our Consolidated Balance Sheets. The followmg tables provxde a
summary of these contracts as of December 31, 2004 . " :
' . ‘N'en-Trading " Trading  Total
. o ) _ In Millions
Fair value of contracts outstanding as of December 31,2003 .. e e . $(18D) $196 815

Fair value of new contracts when entered into during the period(a)........... 3) 3) (6)
Changes in fair value attributable to changes in valuation techmques and

- assumptions..... A 1 PR .o — N —
Contracts realized or otherwise settled during the penod ............ e 49 69 (20)
Other changes in fair value(b) ... ... 0. ... oo ine. AP ‘ (64) 77 . 13
Fair value of contracts outstandmg as of December 31, 2004 ................ $(199) $201 § 2

(a) .Reflects only the initial premium payments/(receipts) for new contracts. No unrealized gains or losses were
recognized at the inception of any new contracts. :

(b)  Reflects changes in price and net 1ncrease/(decrease) of forward posmons as well as changes to mark to-
market and credit reserves.

Falr Valuc of Non-Trading Contracts at
December 31, 2004

Total Maturity (in years)
Source of Fair Value . L Fair Value' Lessthanl .1to3 4to5 Greater than 5
' . o In Millions _
Pnces actively quoted ............ e e s — $—- $— $— $— .
Prices obtained from externa] sources or based on- K :
models and other valuation methods ............. (199) (52). 389 (49 )
Total's........ e e e 3(199) $(52) $(89) 349 $(9)
Fair Value of Trading Contracts at '
December 31, 2004
Total ’ Maturity (in years)
Source of Fair Value Fair Value Lessthanl 1to3 . 4to5 Greater than§
v ‘ In Millions
Prices actively quoted ... ..................... . $5@3) s sU7) sUs) . S—
Pnces obtained from external sources or based on . ' .
' “models and other valuahon methods ............. 244 64 111 61 8
B T0] ) v $201 $ 53 S 949 §$46 $8

Market Risk Informatnon’ We are exposed to market risks including, but not llmlted to, changes in interest
rates, commodxty prices, currency exchange rates, and equity secunry pnces We manage these risks using
estabhshed policies and procedures, under the direction of both an executive oversight committee con51stmg of
senior management representatives and a'risk committee con51stmg of business-unit managers. We may use
various derivative contracts to manage these risks, including swaps, options, futures, and forward contracts. We
intend that gams or losses on these contracts will be offset by an opposite movement in the value of the item at
risk. Rlsk management contracts are c1a551ﬁed as either non tradmg or tradmg

These contracts ‘contain credit risk if the counterparties, including financial institutions and energy
marketers, fail to perform under the agreements. We minimize such risk through established credit policies that
include performing financial credit reviews of our counterparties. Determination of our counterparties’ credit
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‘quality is based upon a number of factors, including credit ratings, disclosed financial condition, and collateral
requirements.. Where contractual terms permit, we employ standard agreements that allow for netting of positive
and negative exposures associated with a single counterparty. Based on these policies, our current exposures, and
our credit reserves, we do not anticipate a materlal adverse effect on our financial position or earmngs asa result
of counterparty nonperformance R : :

The followmg risk sensmvrtles 1nd1cate the potentlal loss in fair value, cash flows, or future earnings from
our derivative contracts and other financial instruments based upon a hypothetical 10 percent adverse change in
market rates or prices. Changes in excess of the amounts shown in the sensitivity analyses could occur if market
rates or prices exceed the 10 percent shift used for the analyses

Interest Rate Risk: We are exposed to interest rate risk resulting from issuing fixed-rate and variable-rate
financing instruments, and from interest rate swap agreements. We use a combination of these instruments to
manage this risk as deemed appropriate, based upon market conditions. These strategies are designed to provide
and maintain a balance between risk and the lowest cost of capital.

Interest Rate Risk Sensitivity Analysrs (assummg a 10 percent adverse change in market 1nterest rates):

As of December 31 2004 2003
) ) e . . . ) ..,. Jn Millions
Variable-rate financing -— before-tax annual earnings exposure . . ... P PP $ 2.5 1

Fixed-rate financing — potentlal loss in fair value(a) P e . 216 242

. N e
s P Py

(a) “Fair value exposure could only be- reahzed 1f we repurchased all of our ﬁxed rate ﬁnancmg

Certain equity method investees have entered into interest rate swaps. These instruments aré not Tequired to
be included in the sensitivity analysis, but can have an impact on financial results.

Commodity Price Risk: For purposes other than trading, we enter into electric call options and gas supply
call and put options. Electric call options are purchased to protect against the risk of fluctuations in the market
price of electricity, and to ensure a reliable source of capacity to meet our customers’ electric needs. Purchased
electric call options give us the right, but not the obligation, to purchase electricity at predetermined fixed prices.
Our gas supply call and put options are used to purchase reasonably priced gas supply. Purchases of gas supply
call options give us the right, but not the obligation, to purchase gas supply at predetermined fixed prices. Gas
supply put options sold give third-party suppliers the right, but not the obligation, to sell gas supply to us at
predetermined fixed prices. At December 31, 2004, we held gas supply call options and had sold gas supply put
options. Also, at December 31, 2004, CMS ERM held certain non-trading derivative contracts for the purchase
and sale of electnmty and natural gas as further explained under “CMS ERM Contracts’’ within this section.

The MCV Partnership uses natural gas fuel contracts to buy gas as fuel for generation, and to manage gas
fuel costs. Some of these contracts are treated as derivative instruments. The MCV Partnership also enters into
natural gas futures contracts, option contracts, and over-the-counter swap transactrons in order to hedge against
unfavorable changes in the market price of natural gas in future months when gas is expected to be needed. These
financial instruments are being used principally to secure anticipated natural gas requirements necessary for
prOJected electric and steam sales, and to lock in sales prices of natural gas previously obtained in order to
optimize the MCV Partnership’s existing gas supply, storage, and transportation arrangements.

Commodxty Pnce Rrsk Sensmvrty Analysrs (assummg a 10 percent adverse change in market pnces)

As of December 31 D : 2004 2003

e R In Millions

Potential reduction in fair value:: :-~.- * . t?;’g TS . :
Gas supply option contracts ... ... .0 0., AT e e e e, S1. § 1

CMS ERM electric and gas forward contracts. ........ ...t iiiiiiieinnennnnn. 10 9
Derivative contracts assaciated with Consumers investment in the MCV Partnership:
-Gag fuel contracts ...... i e SVl S 17 N/A
Gas fuel futures and SWaps . .. ..ottt e e 41 N/A



We did not perform a sensitivity analysis for the derivative contracts held by the MCV . Partnership as. of
December 31, 2003, because the MCV Partnership was not consolidated into our financial statements until 2004,
as discussed in Note 16, Implementation of New Accounting Standards. . :

Trading Activity Commodity Price Risk: CMS ERM uses various financial - instruments, including swaps,
options, and futures, to manage the commodity price risks associated with its forward purchase and sales
contracts as well as generation assets owned by CMS Energy or its sub51d1ar1es ’

Trading Activity Commodity Price Risk Sensrtmty Analy51s (assummg a 10 percent adverse change in
market prices): -

As of December 31 ) o o ' 2004 2003
.In Millions

Potential reduction in fair value:

Electricity-related option contracts ......0........... A PR $— 'S1
Gas-related option contracts. .. ........c.cvvvenuns. et Lo 3 —
Gas-related swaps and futures ... ... i e e .. 7 11

Currency Exchange Risk: We are exposed to currency exchange risk arising from investments in foreign
operations as well as various international projects in.which we have an equity interest and which have debt
denominated in U.S. dollars. We may use forward exchange contracts and other risk mitigating instruments to
hedge currency exchange rates. The purpose of our foreign currency hedging activities is to protect the company
from the risk associated with adverse changes in currency exchange rates that could affect cash flow materially.
As of December 31, 2004, we had no outstanding foreign exchange contracts.

Investment Securities Price Risk: Our investments in debt and equity securities are exposed to changes in
interest rates and price fluctuations in equity markets. The following table shows the potential effect of adverse
changes in interest rates and fluctuations in equity prices on our available-for-sale investments.

Investment Securities Price Risk Sensitivity Analysis:

As of December 31 : - C - 2004 2003
’ ' ' - In Millions

Potential reduction in fair value:
Available-for-sale investments(a): _ . .
Equity Securities(b) ........ e e $5 84
Diebt SECUMHES(C) . . v v vt ettt et et e ettt et et e e e e e e — 1

(a) Primarily SERP Investments.
(b) Assprﬁes a 10 percent adverse change in market :prices.

(c) Assumes a 50 basis point increase in the yield to maturity of the 10-year Treasury Note wh1ch approx1mates
a 10 percent change in market yields.

Consumers maintains trust funds, as required by the NRC, which may only be used to fund certain costs of
nuclear plant decommissioning. As of December 31, 2004 and 2003, these funds were invested primarily in
equity securities, fixed-rate, fixed-income debt securities, and cash and cash equivalents, and are recorded at fair
value on our Consolidated Balance Sheets. Those investments are exposed to price fluctuations in equity markets
and changes in interest rates. Because the accounting for nuclear plant decommissioning recognizes that costs are
recovered through Consumers’ electric rates, fluctuations in equity prrces or interest rates do not affect earnings
or cash flows.

For additional details on market risk and derivative activities, see Note 6, Financial and Derivative
Instruments.
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INTERNATIONAL OPERATIONS AND FOREIGN CURRENCY . . : iy

We have investments in energy related prOJects in selected markets around the world. As a result ofa change
in business strategy, we have been selling certain foreign investments. For additional details on the divestiture of
foreign investments, see Note 2, Discontinued Operations, Other Asset Sales, Impairments, and Restructuring.

Balance Sheet: Our subsidiaries and affiliates whose functional currency is other than the U.S. dollar
translate their assets and lrabrlmes into U.S. dollars at the exchange rates in effect at the end of the fiscal period.
Gains or losses that result from this translation and gains or losses on long-term mtercompany forelgn currency
transactions are reflected as a component of stockholders’ equity on our Consolidated Balance Sheets as
“‘Accumulated Other Comprehensive Loss.”” As of December 31, 2004, cumulative foreign currency translation
decreased stockholders’ equity by $319 million. We translate the revenue and expense accounts of these
subsidiaries and affiliates into U.S. dollars at the average exchange rate during the perlod

Australia: The Foreign Currency Translation component of stockholders’ equrty at Deceriiber 31, 72003
included an approximate $110 million unrealized net foreign currency translation loss related to our investment in
Loy Yang and an approximate $6 million unrealized net foreign currency translation gain related to our
investments in SCP and Parmelia. In March 2004, we recognized the Loy Yang foreign currency translation loss
in earnings as a component of the Loy Yang impairment of -approximately $81 million, net of tax, recorded as a
result of the sale of Loy Yang that was completed in April 2004. In August 2004, we sold our investments in SCP
and Parmelia and recognized the $6 million foreign currency translat1on gam As of December 31 2004 we no
longer have any investmerits in Australia. - T : “

Argentina: In January 2002, the Republic of Argentina enacted the Public Emergency and Foreign
Exchange Systém Reform Act. This law repealed the fixed exchange rate of one U.S. dollar to one Argentine
peso, converted all dollar-denominated utility tariffs and energy contract obligations into pesos at the same
one-to-one exchange rate, and drrected the President of Argentina to renegotiate such tariffs. :

. Effective Aprrl 30, 2002,.we adopted the Argentme peso as the functional currency for our Argentme
investments. We had used prevrously the U.S. dollar as the functional currency. As a result, we translated the
assets and liabilities of our Argentine entities ‘into Us. ‘dollars "using an’exchange rate of 3 45 pesos per
U.S. dollar, and recorded an initial charge to the Foreign Currency Translation component of stockholders’ equity
of $400 million. v :

- As of December 31 2004, the net foreign currency loss due to the unfavorable exchange rate of the
Argentine peso’ recorded in the Foreign' Currency Translation component of stockholders’ equity ‘using’ an
exchange rate of 2.976 pesos per U.S. dollar was $264 million. This amount also reflects the effect of recording,
at December 31, 2002, U.S. income taxes on temporary differences between the book and tax bases of foreign
investments, including the foreign currency translation associated with our Argentine investments.

Income Statement: We use the U.S. dollar as the functional ‘¢urrency of subsidiaries operating in highly
inflationary economies and of subsidiaries that meet the U.S. dollar functional currency criteria in SFAS No. 52.
Gains and losses that arise from transactions denommated in a currency other than the. U. S. dollar except those
that are hedged, are included in determmmg net income.

" Hedging Strategy' We may use forward exchange ‘and optton contracts to hedge certain receivables,
payables long-term debt, and equity value relating‘to forexgn investments. The purpose of our foreign currency
hedging activities is to protect the company from the risk associated with adverse changes in currency exchange
rates that could affect cash flow materially. These contracts would limit the.risk from exchange rate movements
because gains and losses on such contracts offset losses and gams respectively, on assets and liabilities being
hedged. . o . e A v .

ACCOUNTING FOR PENSION AND OPEB

Penszon We have establrshed external trust funds to provrde retirement pension beneﬁts to our. employees
under -a non-contributory, defined benefit Pension Plan. We have implemented a cash balance plan for certain
employees hired after June 30, 2003. We use SFAS No. 87 to account for pension costs.
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401(k): In our efforts to reduce costs, the employer’s match for the 401(k) plan was suspended effective
September 1, 2002. The emp]oyer’s match for the 401(k) plan resumed on January 1, 2005.

i
OPEB: We prov1de postretirement health and life benefits under our- OPEB plan to substantially all our
retired employees. We use SFAS No. 106 to account for other postretirement benefit costs. ,

' Liabilities for both pension and OPEB are recorded on the balance sheet at the present value of their future
obhganons net of any plan assets. The calculation of the liabilities and assocrated expenses requ1res the expertise
of actuanes -‘Many assumptrons are made 1ncludmg : : B

. llfe expectanc1es L . . . o L
'* present-value ¢ dlscount rates,
. expected long.-term rate of return on plan assets
; e.rate of compensanon-mcrcases and co 4 at
", antrcrpated hea]th care costs o L ,; o v_ F'VE" L o

Any change in these assumptlons ¢an srgmﬁcantly change the lrabrlrty and assocrated expenses recogmzed in
any gnen year. - e : a

The followmg table provrdes an estlmate of our pension cost OPEB cost and cash contnbutlons for the next
three years:

Expected Costs . ‘ 1 o . - ' i .i"ension Cost OPEB tCost Contri‘butions
o " ) ' " ‘ . _ ‘.‘ ln Mllllons o :

2005 . I . $52 . . S$38.. . $63

2006 .. e e e 73 34 80

2007 .0 Aol L ol 85T 30 114

~ Actual future pen51on cost and contributions will depend on future mvestment performance chanoes in
future discount rates, and various other factors related to the. populatrons participating in the Pension Plan

Lowering the expected long-term rate of return on the Pension Plan assets by 0.25 percent (from
8.75 percent to 8.50 percent) would increase estimated pension cost for 2005 by $3 million. Lowering the
discount rate by 0.25 percent (from 6.00 percent to 5.75 percent) would increase estimated pensron cost for 2005
by $4 million. . : :

For additional details on postretirement benefits, see Note' 7, Retirement Benefits. - -

ACCOUNTING FOR AsSET RETIREMENT OBLIGATIONS . o e

SFAS No. 143 became effective January 2003. It requires compani¢s to record the fair value of the cost to
remove’ assets at the end of their useful lives; if there is'a legal obligation  to remove them. We have légal
obligations to remove some of our assets, including our nuclear plants, at theé end’ of their useful lives. For our
regulated utility, as required by SFAS No. 71, we account for the implementation of this standard by recording
regulatory assets and liabilities instead of a cumulatlve effect of a change in accountmg prmcrple C e

- The fair value:of ARO lrabrlmes has been calculated using an ‘expected present ‘value techmque This
techmque reflects assumptions, such as ‘costs, inflation, and profit margin-that third parties would consider to
assume the settlement of the obligation! Fair value, to the extent possible, should include a market risk preriium
for unforeseeable circumstances. No market risk premium was included in our ARO fair value estimate since a
reasonable estimate could not be made.

If a reasonable estimate of fair value cannot be made in the period in which the ARO is incurred, such as for
assets with indeterminate lives, the liability is recognized when'a reasonable éstimate of fair value can be‘made.
Generally, electric and:gas transmission and distribution assets -have indeterminate lives. Retirement cash flows
cannot be determined and there is a low probability of a retirement date. Therefore, no liability has been recorded
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for these assets. Also, no liability has been recorded for assets that have insignificant cumulative. disposal costs,
such as substation batteries. The measurement ‘of:the ARO liabilities for Palisades and Big Rock are based on
decommissioning studies that largely utilize third-party cost estimates. For additional details on ARO, see Note 8,
Asset Retirement Obligations.

Accoumms FOR NUCLEAR DECOMMISSIONING Cosrs

The MPSC and the FERC :regulate the recovery: of costs to decomm1ssron .our Brg Rock.and Palisades
nuclear plants. We have established external trust funds to finance the decommissioning of both plants We record
the trust fund balances as a non-current asset on’ our. Consolrdated Balance Sheets :

Our decommrssromng cost estimates for the B1g Rock and Palisades plants assume:

. each plant site will be restored to conform to the adjacent landscape _

« . all contaminated equipment and material will be removed and disposed of in a lrcensed burral fac1lrty, and
* the site will be released for unrestricted use. ‘

Independent contractors with expertise in decommissioning have helped us develop decommissioning cost
estimates. Various inflation rates for labor, non-labor, and contaminated equipment disposal costs are used to
escalate these cost estimates to the future decommissioning cost. A portion of future decommissioning cost will
result from the failure of the DOE to remove fuel from the sites, as required by the Nuclear Waste Policy Act of
1982

- The decommissioning trust funds include equities and fixed income investments. Equities will be converted

to fixed income investments during decommissioning, and fixed income investments are converted to cash as
.needed. The funds provided by the trusts, additional customer surcharges, and potentlal funds from the DOE
litigation are all required to cover fully the decommrssronmg costs. The costs of decommlssronmg these sites and
the adequacy of the trust funds could be affected by

o

* variances from expected trust earnings,
* a Jower recovery of costs from the DOE and lower rate recovery from customers, and .-
. changes in decommrssromng technology, regulauons -estimates, or assumptrons

Based on current pro_|ect|ons the current level of funds provrded by the trusts is not adequate fo fund fully
the decommlssromng of Big Rock or Palrsades)Thts is due in part to the DOE’ s failure to ‘accept the spent
nuclear fuel on schedule and lower returns on the trust funds ,We are attemptmg to recover our additional costs
for storing spent nuclear fuel through lltrgatron We are also seekmg addmonal relief from the MPSC. For
additional details on nuclear decommissioning, see Note 3 Contmgencres “Other Consumers Electnc Utlhty
Contmgenc1es —Nuclear Plant Decommrssromng and “Nuclear Matters

\)t

CAPITAL RESOURCES AND LIQUIDITY : oo T

- Our quurdrty and _capital requrrements are a functton of our. results of operatrons caprtal expendrtures
contractual obligations, debt maturities, workmg caprtal needs, and collateral requirements. During the summer
months, we purchase natural gas and store it for resale primarily during the winter heating season. The market
price for natural gas has increased. Although our natural gas purchases are recoverable from our customers, the
amount paid for natural gas stored as inventory could require additional liquidity due to the timing of the cost
recoveries. In addition, a few ‘of our- commodity suppliers have requested nonstandard payment terms or other
forms of assurances, 1nclud1ng margm calls, in connection wrth mamtenance of ongomg deliveries of gas and
electricity." Jtr e L AL R - :
¥

Our current ﬁnancral plan mcIudes controllmg our operatmg expenses ‘and capttal expend1tures and
evaluating market conditions for financing opportumtles We believe our current level of cash and access to
borrowing capacity ‘in the capital martkets; ‘along with anticipated cash flows from operating and investing

activities, will be sufficient:to meet our liquidity needs through 2006. We have not made a specific determination
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concerning the reinstatement of common stock dividends. The Board of Directors may reconsider or revise its
dividend policy based upon certain conditions, including our: results of operatlons ﬁnanc1al condition, and capltal
requirements, as well as other relevant factors. : : :

CasH PosiTION, INVESTING, AND FINANCING

Our operating, investing, and financing activities meet ‘consolidated cash needs. At December 31, 2004,
$725 million consolidated cash was on hand, which includes $56 million of restricted cash and $128 million from
the effect of Revised FASB Interpretation No. 46 consolidation.. For additional details on cash equivalents and
restricted cash, see Note 1, Corporate Structure and Accounting Policies.  For additional details- on FASB
Interpretation No. 46, see Note 16, Implementatlon of New Accountmg Standards.

Our primary ongoing source of cash is dlv1dends and other distributions from our subsxdnanes, 1nc1udmg
proceeds from asset sales. For the year ended Décember 31, 2004, Consuriers paid $190 million in"common
stock dividends and Enterprises paid $336 million in common stock dividends and other distributions to CMS
Energy.

e o . . .

Summary. of Cash Flows: - : S L

R o . S - o Lo In Millions

Net cash provided by (used in): » -
Operating activities .. ... .ot $ 398 $(250) $ o614
- Investing ‘activities . ... ... ...... e S T Aoormn o (392) 0 203 0 829

Net cash prov1ded by (used in) operatmg and mvestmg actlvmes ..... Coeenin 6 (47) 1,443
Fmancmg activities . . 5.0 L. L . LS (@3 229 (1,223

Effect’of exchange rates on cash S — (n 8

Net increase (decrease) in cash and cash equivalents . . ... U $"(37') $181 $ 228

Operating Activities:. - - , I T

2004: Net cash provided by. operating activities. was $398 million in 2004 -compared to. net cash used in
operating activities of $250 million in 2003. The increase of $648 million primarily represents the absence, in
2004 of’ 8560 million ifl pensxon contnbutlons made in 2003 and the reduced effect of nsmg gas prices on
mventory These changés were offset partlally by mcreases m accounts receivable due to higher gas prices and the
tiet éffect of the sale of CMS ERM’s ‘wholesale gas and power contracts 1n 2003 resultmg from our contmued
focus to optlmlze cash ﬂow through the sale of non strateglc assets

2003 Net cash used in operatmg act1v1t1es was $250 mllhon in 2003 compared to net cash prov1ded by
operating activities of $614 million in 2002, The change of $864 million was primarily due to an increase in
pension plan contributions of $496 million, an increase in inventories of $428 million due to higher gas purchases
at hlgher prices by our gas utility operations, and the net effect of the sale of CMS ERM’s wholesale gas and
power contracts resultmg from our focus on optlmlzmg cash ﬂow through the sale of 1 hon- strategxc assets
Investmg Actlvmes .\ . " ‘ o _

: 2004 Net cash used in investing actrvmes mcreased $595 mllhon pnmarlly due to a decrease in asset sale
proceeds of $720 million and an increase in investments in unconsolidated subsidiaries of $71 million. In 2003,
we: sold Panhandle, Field Services, and CMS ERM’s wholesale gas-and power contracts. Our 2004 S$71 million
investment was primarily for our equity interest in Shuweihat. These changes were offset partially by a decrease
in the amount of cash restricted of $308 million resulting from our improved financial condition. In 2004,
$l45 mllhon in restncted cash was no longer requlred to be held as collateral for Ietters of credlt

2003 ‘Net cash provrded by mvestmg activities decreased $626 mxlhon pnmanly due to a decrease in asset
salesproceeds from Equatorial Guinea, Powder River, and GMS Oil & Gas of $720 million in 2002. This. was
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offset by a decrease in 2003 capital expendrtures of $212 million as a result of our strategrc plan to reduce caprtal
expenditures. S L AR TV ST R P R . o

Financing Activities: . SRITE N RS S S s

2004: Net cash used in ﬁnancmg actrvmes 1ncreased $272 m1llron prlmanly due to a decrease of
5232 mrlhon in net proceeds from borrowmgs K : , :
_ , T P PR . PR - ey .

2003 Net cash provrded by ﬁnancmg actrvrtres increased $1.452 b1lllon pnmarrly due to an increase in net
proceeds from borrowings of $988 million and net proceeds from preferred securities issuances of $272 million.

* For'additional details on long-term débt ‘activity, ‘'see Note 4, Financings and Capitalization.’ 7 ™
. T B I L P N I TS A

Subsequent Financing Activities: In January 2005, we redeemed $103 million of general term notes. In January
2005, we issued $150 million of 6.30 percent Senior Notes due 2012, We used the net proceeds of $147 million to
redeem the remaining general term notes and for other corporate purposes

In January 2005, Consumers issued $250 million of 5.15 percent FMBs due 2017 Consumers used the net
proceeds of $247 million to pay off its $60 million long-term bank loan, to redeem the $73 million 8.36 percent
subordinated . deferrable interest notes, and to rédeem.the $124 million 8:20 percent subordinated - deferrable
interest notes. The subordinated deferrable interest notes are cla551ﬁed as Long-term debt — related partles on
our accompanymg Consolrdated Balance Sheets S : - g ;

i S e AR o

OBLIGATIONS AND COMMITMENTS : _ .
e R T

.. Contractual Obligations: The following table summarizes our. contractual cash oblrgatlons for each of the
periods presented. The table shows the tlmmg and effect that such obhgatrons are expected to have on our
liquidity and cash flow in future periods. The table excludes all amounts classified as current liabilities on our
Consolidated Balance Sheets, other than the current portion of long -term debt and capltal and ﬂnance leases The

maJorrty of current lrabrlrtles wrll be pard i’ cash in 2005 SR Sl
Contractual Obltgatrons I o “_:1;, ' : "Payments Due ' _
as of December 31, 2004 ‘ S ~* ' Total 2005 2006~ '2007- © '"2008° 2009 Beyond
R P Y S R T TN 2 2. In Miilions ! o It
Contractual Obligations - - S e el T T e T
Long-term debt . ... . ... DU $J6 711 "$ 267 '$°554 :$7555°.§7973 § 877 $3,485
Long-term debt —- related parties -. .~ i 684 180 - e e e 504
Interest payments on long-term'debt : ... .. 3 S11-- 438 - 424 390 ¢ 326 7 - 262 1,671
Capital-and finance leases .... ... 0! “344 .0 29 28 28 27000 2700 205
Interest payments on caprtal),and,ﬁnance. e o L
leases ... FPPE SRR TR R TR TS i%2r4,-~ 30 28_:, 27 .25 023 9]
Operating leases ., ................. e 92, 16: oS3 12 8 28
Purchase obligations ... .. ... PR L. 1,726 1918’ 1063: 707. 587 1 526 2,925
Long-term service agreements.. . .. .... ..o 207 16 17 117 117 12 140
Total contractual obligations ..%. .. $19 499" 82, 894 '$2,129 .-31,731 $1 961" sr 735 $9,049

" Long-Term Debt: The amounts in the table above represent the principal amouints due on’outstanding debt
obligations, current and long-term, as of December 31,2004. For addrtronal detalls on long term debt see Note 4
Fmancmgs and Capltalrzatron : R H I o

RPN :f"-‘, TR . .. - .
Interest Payments on Long-term Debt:The amounts in the table above represent the currently scheduled
interest payments on both variable and fixed raté long-term  debt and long-term' debt — related parties, current

and long-term. Variable interest payments.are.based ‘on contractual rates. in effect at Decémber 31, 2004.
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Capital and Finance Leases: The amounts in the table above represent the minimum lease payments payable
under our capital and finance leases. They are comprised mainly of the leased portion of the MCV Partnership
facility, leased service vehicles, and leased office furniture.

Interest Payments on Capital and Finance Leases: The amounts in the table represent imputed. interest in
the capital leases and currently scheduled mterest payments on the finance leases

Operating Leases: The amounts in the table above represent the minimum noncancelable lease payments
under our leases of railroad cars, certain vehlcles and mlscellaneous office burldmgs and equipment, which are
accounted for as operating leases. fes ‘

Purchase Obligations Long-term contraets for 'purchase of commodities and Sservices are purchase
obligations. These obligations include operating contracts used.to assure adequate:supply with generating
facilities that meet PURPA requirements. The commodities and services include:

* natural gas, . , .
* ‘electricity,  * ‘
* coal and associated transportatlon and

. electnc transmlssmn

Qur purchase obligations mclude long-term power purchase agreements with various generatmg plants,
which require us to make monthly capacity payments. based on the plants’ availability or. deliverability. These
payments will approximate $10 million per month during 2005. If a plant is not available to deliver electricity, we
are not obligated to make the capacity payments to the plant for that period of time. For additional details on
power supply costs, see *‘Electric Utility Results of Opetations’” within this MD&A and Note 3, Contingencies,
““‘Consumers’ Electric Utility Rate Matters — Power Supply Costs.” ’

Long-term Service Agreements These obhgatrons of the MCV Partnershrp represent the cost of the current
MCV Fac1hty maintenance servrce agreements and cost of spare parts

Revolving Credit Facrhtles. At December 31 2004 CMS Energy had $194 mrlhon avallable Consumers
had $475 million available, and the MCV Partnership had $48 million available in secured revolving credit
facilities. The facilities are available for general corporate purposes, working capital, and letters of credxt For
additional details on revolvmg credlt facilities, see Note 4, Financings and Capitalization.

Off-Balance Sheet Arrangements: CMS Energy and certain of its subsidiaries enter into guarantee
arrangements in the normal course of business to facilitate commercial transactions with third parties. These
arrangements include financial and performance guarantees, letters of credit, debt guarantees, surety bonds and
indemnifications. For additional details on guarantee arrangements, see Note 4, Financings and Capitalization,
““FASB Interpretation No. 45, Guarantor’s Accounting and, Disclosure Requirements for Guarantees, Including
Indirect Guarantees of Indebtedness of Others,”” and in ‘‘Commercial Commitments’” within this section.

Non-recourse Debt: Our share of unconsolidated debt associated with partnerships and joint ventures in
which we have a minority interest is non-recourse and totals $1.368 billion at December 31, 2004. The ummg of
the payments of non-recourse debt only affects the cash flow and liquidity of the partnerships and joint ventures.
For additional detalls see Note 12, Equlty Method Investments.

Sale of Accounts Receivable: Under a.revolving accounts receivable sales program, Consumers may sell up
to $325 million of cértain accounts receivable. For additional details, see Note 4, Financings and Capitalization.

:© Commercial Commitments: Our contingent commercial commitments include guarantees, indemnities,
and letters of credit. Guarantees represent our guarantees of performance, commitments, and liabilities of our
consolidated and unconsolidated subsidiaries, partnerships, and joint ventures. Indemnities are agreements to
reimburse other companies, such as an insurance company, if those companies have to complete our contractual
performance in a third-party contract. Banks, on our behalf, issue letters of credit guaranteeing payment to a third
party. Letters of credit substitute the bank’s credit for ours and reduce credit risk for the third-party. beneficiary.
We monitor these obligations and believe it is unlikely that we would be required to perform or otherwise incur
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any material losses associated with these guarantees.. Our off-balance sheet commitments at December 31, 2004,
expire as follows:

L P A : ... Commitment Expiration *
’ . - 2010 and
.. Total 2005 2006 2007 2008 2009, Keyond
' ' In Miltions
Commercial Commitments
Off-balance sheet: -
GUATANEEES .+ oottt s e iee e cee et ctiereanennns $210 $37 $5 §— S— $9 S159
Surety bonds and other: mdemmﬁcatlons(a) ..... . 0250 — — 0 — — — 25
Lettersof credit........ ... ... . it i, oo 1650 1296 - 5 5 13 1
$11 $5 §5 $22 - §191

H
II
ll

Total .......... e $400  $166°

(a) The surety bonds are continuous in nature. The need for the bonds is determined on an annual basis.

,' Dividend Restrictions: Our amended"a'n'd ‘restated $300 million secured revolving credit facility restricts
payments of dividends on our common stock durmg a 12-month period to $75 million, dependent on the
aggregate amounts of unrestrlcted cash and unused commltments under the facility. '

Under the provisions of i 1ts artlcles of mcorporatxon at December 31,2004, Consumers had $456 million of
unrestricted retained earnings available to pay common stock dividends. However, covenants in Consumers’ debt
facilities cap common stock dividend payments at $300 million in a calendar year. In October 2004, the MPSC
rescinded its December 2003 interim gas rate order, which included a $190 million annual dividend cap imposed
on Consumers. For the year ended December 31, 2004, we received $190 million of common stock dividends
from Consumers

Capltal E\pend:tures We estimate that we wrll rhake the following capital expendltures including new
lease commitments, by business segments during 2005 through 2007. We prepare these estimates for planning
purposes and may revise them.

Years Ending December 31 . o . . o , 2005 2006 2007
S ! o o N ln Millions

Electric utility operations(@)(b) ........... ceees i ... $370  S525  $490

Gas utility operations. ... ..o, oo ATV TU Lo L L e, 165 205 185

L o) T 10 5 S
' e e © - §545° © $735  $680

(2) These amounts include a portion of Consumers’ anticipated capital expenditures for plant and equipment
attributable to both the electric and gas utlhty businesses.

(b) These amounts include estimates for capltal cxpendltures that may be required by recent revisions to the
Clean Air Act’s national air quality standards. . .

OUTLOOK
CorpPoRATE QuTLOOK

B R [ X IH

* During 2004 we have continued to 1mplement a business strategy that mvolves improving our balance sheet
and providing superior utility operations and service. This strategy is designed to generate cash to pay down debt
and provide for more predictable future operating revenues and earnings. :

Our primary focus with respect.to our non-utility businesses has been to optimize cash flow and further
reduce our business risk and leverage through the sale of non-strategic assets, and to improve earnings and cash
flow from businesses we plan to retain. A]though much of our asset sales program is complete, we still may sell
certain remaining businesses that are not strategic to us. As this continues, the percentage of our future earnings
relating to our larger equity method investments, including Jorf Lasfar, may increase and our total future earnings
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may depend more significantly upon the performance of those investments. For additional details, see Note 12,
Equity Method Investments.

Over the next few years, we expect our business strategy to reduce parent company debt substantially,
improve our credit ratings, grow earnings, restore a common stock dividend, and position the company to make
new investments con51stent with our strengths. In the near term, our new investments will focus principally on the
utility.

ELECTRIC UTILITY BUSINESS OUTLOOK

Growth: In 2004, we experienced cooler than normal summer weather. As a result, our electric deliveries in
2004, including deliveries to customers who chose to buy generation service from alternative electric suppliers,
increased less than one-half of one percent over the levels experienced in 2003. In 2005, we project electric
deliveries to grow almost three percent. This short-term outlook for 2005 assumes a stronger economy than in
2004 and normal weather conditions throughout the year.

Over the next five years, we expect electric deliveries to grow at an average rate of approximately two
percent per year, based primarily on a steadily growing customer base and economy. This growth rate includes
both full-service sales and delivery service to customers who choose to buy generation service from an alternative
electric supplier, but excludes transactions with other wholesale market participants and other electric utilities.
This growth rate reflects a long-range expected trend of growth. Growth from year to year may vary from this
trend due to customer response to fluctuations in' weather conditions and changes in economic- condmons
including utilization and expansion of' manufacturing fac111t1es »

ELECTRIC UTILITY BUSINESS UNCERTAINTIES ,

Several electric business trends or uncertainties may affect our financial results and condition. These trends
or uncertainties have, or we reasonably expect could have, a material impact on revenues or income from
continuing electric operations. Such trends and uncertainties include:

Environmental

* increasing capital expenditures and operating expenses for Clean Air Act compliance and/or Clear Skies
legislation compliance,

¢ compliance with legisiative proposals that would require reductions in emissions of greenhouse gases, and

* potential environmental liabilities arising from various environmental laws and regulations, including
potential liability or expenses relating to the Michigan Natural Resources and Environmental Protection
Acts and Superfund.

Restructuring ‘

* response of the MPSC and Michigan legislature to electric industfy restructuring issues,

* ability to meet peak electric demand requirements at a reasonable cost, without market disruption,
* recovery of our Section 10d(4) Regulatory Assets,

¢ effects of lost electric supply load to alternative electric suppliers, and

* status as an electric transmission customer instead of an electric transmission owner and the impact of the
evolving RTO infrastructure.

Regulatory : L » o S

* financial and operating effects of regulatory requirements imposed by the MISO, the FERC, state and
federal regulators, or others, seeking to improve reliability of national and state transmission systems,

* inadequate regulatory response to applications for requested rate increases,

* responses from regulators regarding the storage and ultimate disposal of spent nuclear fuel

56



* recovery of nuclear decommissioning- costs. For addrtronal details, see ‘‘Accounting for Nuclear
S Decommrssromng Costs’” ‘within this MD&A, and - : :

. potentral for the Mrdwest Energy Market to develop mto an actrve energy market in the state of Mrchlgan
and the potent1a1 derivative accounting’ impact. For additional details, see **Accounting for Frnancral and
Derivative Instruments, Trading Activities, and Market Risk Inforrn_atron > within this MD&A.

: ,Other _ . o .
g effects of’ commodrty fuel pr1ces such as natural gas, oil, and coal,
. pendmg lrtrgatron ﬁled by PURPA qnalrfgllng facilities, and - v, “ - '-.r:‘:
* other pending litigation. e A
For addrtronal details about these trends or uncertarntres see Note 3, Contrngencres

: Electrrc Emlronmental Estimates: Our operatrons are subject to environmental laws’ and regulat1ons
Costs to operate our facilities in compliance with these laws and regulatlons generally have been recovered in
customer rates. : e R S

" Clean Air: Compliance with the federal Clean Air Act and resulting regulations has been; and will continue
to'be, .a significant focus for us. The Title I provisions of the Clean Air Act require significant reductions in
nitrogen oxide emissions. To comply with the regulations, we expect'to incur capital expendrtures totalmg
$802 million. The key assumptions included in the capital expenditure estimate include: :

& construction commodity prices, especially construction material and labor,
¢ project completion schedules,
* cost escalation factdr used to estimatevftiture ‘years’ costs, and
* allowance for funds’ used durmg constructron (AFUDC) rate. : R B

Our current capital cost estrmates mclude an escalatron rate of 2.6 percent and an AFUDC caprtalrzatron rate
of 8.06 percent. As of December 31, 2004, we have incurred $525 million in capital expenditures to comply with
these regulations and anticipate that the remaining-$277 million of capital expenditures will be made between
2005 and 2011. These expenditures include installing selective catalytic reduction technology at four of our coal-
fired electric plants. In addition to modrfyrng the coal-fired electric plants, we expect to utilize hitrogen oxide
emissions allowances for years 2005 through' 2009, .most ‘of which have ‘been purchaséd. The cost of the
allowances is estimated to average $8 million per year for 2005-2006. The need for allowances will decrease after
year 2006 with the installation of emissions control technology. The cost of the allowances is accounted for as
inventory. The allowance inventory is expensed as the coal-fired electric generating units emit nitrogen oxide.

The EPA has alleged that some utilities ‘have incorrectly classified plant modifications as: “‘routine
maintenance”’ rather than seek modification permits ;from the EPA. We have received and responded to
information requests from the EPA on this subject. We believe that we have properly interpreted the requirements
of “‘routine maintenance.’’ If our interpretation is ‘found to be incorrect, we may be required to install additional
pollution controls at some or all of our coal-fired electric plants and potentially pay fines. Additionally, the
viability of certain plants remammg in operatron could be called into questron

The EPA has proposed a Clean Air Interstate Rule that would Tequire addmonal coal ﬁred electnc plant
emission controls for nitrogen oxides and sulfur dioxide. If 1mplemented this rule ‘potentially would require
expenditures equivalent to those efforts in progress to reduce nitrogen oxide emissions as required under the
Title I provisions of the Clean Air Act. The rule proposes a two-phase program to reduce emissions of sulfur
dioxide by 70 percent and nitrogen oxides by 65 percent by 2015. Additionally, the EPA also proposed two
alternative sets of rules to reduce emissions of mercury from coal-fired electric plants:and nickel from oil-fired
electric plants. Until the proposed environmental rules are finalized, an accurate cost of complrance cannot be
determined. : o
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Our switch to western coal as'a primary fuel source has resulted in reduced plant emissions and increased
our flexibility in meeting future regulatory compliance requirements. Excess sulfur dioxide allowances optimize
our overall cost of regulatory compliance by delaying capital expendrtures and minimizing regulatory uncertainty.
Additionally, the excess sulfur dioxide allowances can be used to trade for nitrogen oxide allowances
supplementing our nitrogen oxide allowance bank. Western coal has reduced our overall cost of fuel and reduced
the economic impact from the recent increases in eastern coal prices. '

Several legislative proposals have been introduced in the United States Congress that would require
reductions in emissions of greenhouse gases, however, none have yet been enacted. We cannot predict whether
any federal mandatory greenhouse gas emission reductlon rules ultimately will be enacted, or the specific
requirements of any such rules. : ' '

To the extent that greenhouse gas emission reduction rules come into effect, such mandatory emissions
reduction requirements could have far-reaching and significant implications for the energy sectors. We cannot
estimate the potential effect of federal or state level greenhouse gas policy on our future consolidated results of
operations, cash flows, or financial position due to the speculative nature of the policies at this time. However, we
stay abreast of and engage in the greenhduse gas policy developments and will continue to assess and respond to
their potential implications on our business operations.

Water: In March 2004, the EPA issued rules that govern generating plant cooling water intake systems. The
new rules require significant reduction 'in fish killed by operating equipment. Some of our facilities will be
required to comply with the new rules by 2006. We are currently studymg the rules to determine the most cost-
effective solutions for compliance. r

For additional details on electric environmental matters, see Note 3, Contingencies, ‘‘Consumers’ Electric
Utility Contingencies — Electric Environmental Matters,””

Competition and Regulatory Restructuring: Michigan’s Customer Choice Act and other developments
will continue to result in increased competition in the electric business. The Customer Choice Act allows all of
our electric customers to buy electric generation service from us or from an alternative electric supplier. As of
March 2005, alternative electric suppliers are providing 900 MW of generation supply to ROA customers. This
amount represents 12 percent of our distribution load ‘and an increase of 23 percent compared to March 2004.
Based on current trends, we predict total load loss by the end of 2005 to be in the range of 1,000 MW to
1,200 MW However, no assurance can’ be made that the actual load loss will fall within that range.

In July 2004, as a result of legrslatrve hearmgs several blllS were 1ntroduced into the Michigan Senate that
could change Michigan’s Customer Choice Act. The proposals include:

. requlrmg that all rate classes of regulated utllrtles be based on cost of service,
. establlshmg a deﬁned Stranded Cost calculatlon method,

* allowing customers who stay with or switch to alternative electric suppliers after December 31, 2005 to
. return to ut111ty services, and requiring them to: pay current markét rates upon return, : '

. estabhshmg rel1ab1llty standards that all electric’ suppllers must follow,
* requiring utilities and alternative electrxc supphers to maintain a 15 percent power reserve margin,
. creatlng a service charge to fund the Low lncome and Energy Efﬁcrency Fund, .

. ngmg kmdergarten through twelfth grade schools a discount of 10 percent to 20 percent on electnc
rates, and

e authonzmg a serv1ce charge payable by all customers for meetmg Clean Air Act requrrements

ThlS leglslatron was not enacted before the end of the: 2003 2004 leglslatlve session. We anticipate that some
or all of the bills may be reintroduced in the 2005-2006 legislative session. We cannot predict the outcome of
these legislative proceedings. »
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Admplementation Costs: .Applications forrrecovery. of $7 million of .implementation costs:for 2002 .and
$1 million for 2003 are pending. MPSC approval In September 2004 the ALJ issued a Proposal for Decision
recommending full recovery of these costs.i+ .- - T Lo ih . P

- We are also pursuing authorization at the FERC for the MISO to reimburse us for approximately $8 million
of Alhance RTO development costs. Included in thrs amount is $5 million pending approval by the MPSC as part
of our 2002 1mplementat10n costs applrcatron The FERC has denied our.request for reimbursement and we are
appealmg the FERC ruling at the United States Court of Appeals for the District of Columbra Although we
believe these implementation costs are fully recoverable in accordance with the Customer Choice Act, we cannot
predict the amount, if any, the MPSC or the FERC will- approve as recoverable.

Section 10d(4) Regulatory “Assets: Sectron lOd(4) of the' Customer Chorce Act allows US to recover certain
regulatory assets through deferred recovery of annual capital expenditures in excess of depreciation levels and
certain other expenses incurred prior to and throughout the rate freeze and rate cap periods, including the cost of
money. In October 2004, we filed an application with the MPSC seeking recovery of $628 million of
Section 10d(4) Regulatory Assets for the period June 2000 through December.2005 consisting of:

= capital expenditures in excess of depreciation,

* Clean Air Act costs, e i

.. other expenses related to changes in- ]aw or govemmental act1on incurred durmg the rate freeze and rate
cap periods, and - - P TETE = T " , .

, . ' the assocrated cost of money through the perrod of collectlon

"Of the $628 m1llron $152 million relates to 'the cost of money: In March 2005 the MPSC Staff ﬁled
testimony ‘recommending the MPSC approve recovery of approximately $323 million.- We cannot predrct the
amount, if any, the MPSC will approve as recoverable.

Rate Caps: The Customer Choice Act imposes certain limitations on electric rates that could result in our
inability to collect our full cost of conductmg business from electnc customers. Rate caps are effective through
December 31, 2005 for residential customers. As a result we may be unable to maintain our profit margins in our
electric utility business durmg the rate cap perrod_,In parttcular if we need,to purchase power supply from
wholesale suppliers while retail rates are capped, the rate restrictions may preclude full recovery of purchased

power and associated transmission costs. e

Power Supply Costs: To reduce the risk of high electric prices during peak demand periods and to achieve
our reserve margin target, we employ a strategy of purchasmg electric capacity and energy contracts for the
physical delivery of electrrcrty prrmarlly in the summer months and to a lesser degree in the winter months. We
are currently planning for a resérve margm of approxrmately 11 percent : for summer 2005, or supply resources
equal to 111"percent of projected summer peak load. Of the 2005 supply resources farget of 111 percent we
expect to meet approximately 102 percent from ¢ our electrrc generatmg plants and long-term power purchase
contracts, and approximately 9 percent from short term contracts optrons for physrcal deliveries, and other
agreements. We have purchased capacrty and ' energy contracts partrally covering the estimated reserve margin
requirements for 2005 through 2007, As a result, we have recognized an asset of $12 million for unexpired
capacity and energy.contracts as of, December 31 2004

PSCR: The PSCR process assures recovery of all réasonable and prudent power supply - costs actually
incurred by us. In September 2004, we submitted our 2005 PSCR filing to the MPSC. The proposéd PSCR charge
would "allow us to recover a porfion of our increased’ power supply costs from"commercial and industrial
customers and, subject to the overall rate ¢aps,:from other customers. We self-implemented thé proposed 2005
PSCR charge in January 2005. The revenues from the PSCR charges are subject to reconciliation at the end of the
year after actual costs have. been rev1ewed for reasonableness and prudence We cannot pred1ct the outcome of
these PSCR proceedmgs ‘

Speczal LContracts: We entered mto multr-year electnc supply contracts :with certain 1ndustnal and
commercial customers. The contracts provide electricity at specially négotiated prices that are at a discount from
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tariff prices, but above our incremental cost of service.. As of February 2005, special contracts for approximately
630 MW of load are in place, most of which are in effect through 2005. We cannot predict the amount of electric
load from these customers that will continue with our electric service after their contracts expire. '

" Transmission Costs!* In May 2002, we sold our electric transmlssron system for $290 million to MTH. We
are in arbitration w1th MTH regarding property tax items used in establishing the selling price of our electric
transmission system.’ An unfavorable outcome could result 1n a reductron of sale proceeds prevrously recoomzed

by approxrmately $2 mllhon to $3 m11110n B!
SE o

There are multlple proceedmgs and a proposed rulemakmg pendmg before the FERC regardmg transmission
pricing mechanisms and standard market design for electric bulk power markets and transmission. The results of
these proceedings and proposed rulemakmg could aﬂ‘ect srgnlﬁcantly

i v g

* transmission cost trends, '

* delivered power costs to us, and- - . e Lo e i

H) wid g

* delivered power costs to our retail electric customers.

In November 2004, the FERC ruled on MISO and PJM RTO *‘through and out’’ rates. Through and out rates
are applied to transmission transactions when a’transmission customer purchases electricity: that travels through
multiple transmission pricing zones. Effective December 1, 2004, regional through and out rates for transactions
between the PJM RTO and the MISO were ellmmated by the FERC. In that November 2004 order, the FERC
conditionally accepted, for a period begmnmg December 1, 2004 and endmg January 31, 2008, 'a “license plate”’
pricing structure. License plate: pricing provides for access to the combined regional transmission systems of the
PJM RTO and the MISO at a single rate, although the rate may vary based on where the customer’s load is
located. RO ‘ :

The order also adopts a transitional charge from December-1, 2004 through March 31, 2006, intended to
mitigate abrupt cost shifts between transmission ‘'ownérs and customers'as a result of the pricing structure change
The manner in which these transitional charges are calculated ‘and’ implemented is currently the subject of
multiple disputes pendmg at the FERC. Based on the’ compliance filings with the FERC made by the MISO and
PJM RTO transmission owners, the: new’ ‘transitional charges will not have a 51gmﬁcant 1mpact on our electric
results of operations. However, we cannot predrct the outcome of the disputes concerning these transitional
charges pending at the FERC.

RO . : - T
‘ i . AN . .

Transmission Market Developments “The MISO is schedu]ed to begm the Mldwest Energy Market on’
April 1, 2005. ‘At that time, the MISO wxl] 1mplement A day -ahead and real- time energy arket and centralized
dispatch for the MISO’s market part1c1pants .These changes are antrcrpated to ensure that load requlrements in
the region are met rehably and efﬁcrently, to better manage congestxon 'on the grid, and to produce consumer
savings through the centralized drspatch of' generatlon throughout ‘the reg1on The MISO 1s expected to provide
other functions, mcludmg long term regronal plannmg and market momtormg

In addition; we are evaluatmg whetheT or ot there may be impacts on “electric rehablllty associated with
changes in the composition of transmission markets. For example,’ Commonwealth Edison’ Company joined the
PJM RTO in May, 2004 and American Electric Power Service Corporation joined the PJM RTO in October 2004.
These 1ntegrat10ns may | be creating drfferent patterns of power flow within the Midwest area and could affect
adversely our ability to provxde rehable service.to our: customers. We are. presently evaluatmg what financial
impacts, if any, these market developments are, havmg on our operations. .

August 1 4 2003 Blackout "The NERC and the U S and Canadlan Power System Outage Task Force have
released electric operatrons recommendations resultmg from their investigation "into the August 14, 2003
blackout. Few of the recommendations apply directly to us, since we are not a transmission owner. However, the
recommendations:could result in increased transmission costs to us and require upgrades to our drstnbutron
system. We cannot quantify-the financial impactiof these recommmendations at this time.
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For additional details and material ‘changes relating to the restructuring of the electric utility- industry and
electrrc rate ‘matters, see Note 3, Contmgencres “Consumers Electnc Utrhty Restructurmg Matters and
“Consumers Electnc Utlllty Rate ‘Matters.”’ s, 5 1 e : Coh Cr FIREEE

Electrlc Rate Case In December 2004 we filed an applxcatlon wrth the MPSC to 1ncrease our retall
electrrc base rates.. The electrlc rate case ﬁlmg requests an annual increase in revenues of approxrmately‘
$320 mllllon The primary reasons for the request are ‘increased system mamtenance and 1mprovement costs,
Clean Air Act related expenditures, and employee pension costs. A final order from the MPSC on our electric rate_
case is expected in late 2005. If approved as requested, the rate increase would go into effect in January 2006 and
would apply to all retail electric customers. We cannot predict the amount or tlmmg of the Tate mcrease 1f any,
which the MPSC will approve. e

Burral of Overhead Power Lmes In September 2004 the Mrchrgan Court of Appeals upheld a lower court
decision that requ1res Detroit Edison to obey a munlcrpal ordinance enacted by the City of Taylor, Mlchrgan The
ordinance requires Detroit Edison to bury a section of its overhead power lines at its own expense. Detroit Edison
has filed an appeal with the Michigan Supreme Court. Uniess overturned by the Michigan Supreme Court, the
decision could encourage other municipalities to adopt similar ordinances, as has occurred or is being discussed
in a few municipalities in Consumers’ service territory. If incurred, we would seek recovery of these costs from
our customers, subject to MPSC approval. This case has potentially broad ramifications for the electrlc utility
industry in Michigan; however, at this time, we cannot predict the outcome ‘of this ‘matter. ~ °

Sy

OTHER ELECTRIC UTILITY BUSINESS UNCERTAINTIES

Nuclear Matters

Bzg Rock Dlsmantlement of plant systems is essentlally complete and demolmon of the remammg plant
structures has begun ,The_ restoration project,is on schedule to return approximately 530 acres.of the site,
including the area formerly occupied by the nuclear plant, to a natural setting for unrestricted use in mid-2006.
An additional 30 acres, the area where seven transportable dry casks loaded with spent nuclear fuel and an eighth,
cask loaded with high-level radioactive waste material are stored, will be returned toa natural state by the end of
2012 1f the DOE begms removing the spent nuclear fuel by 201() ‘

. Pa[zsades In August 2004 the NRC completed its mrd cycle plant performance assessment of Palrsades
The assessment for Palisades covered the first half of 2004. The NRC determined that Pallsades was operated in a
manner that preserved public health and safety and fully met all cornerstone objectives. As of December 2004, all.
inspection findings were classified as having very low safety significance and all performance indicators show
performance at a level requiring no additional oversight. Based on the plant’s performance, only:regularly
scheduled 1nspectlons are planned through Mareh 2006

. The amount of spent nuclear fuel at Pahsades exceeds the plant’s temporary onsrte storage pool capacrty We.
are using dry casks for temporary onsite storage. As of December 31, 2004, we have loaded 22 dry casks wrth;
spent nuclear fuel. For additional information on disposal of spent nuclear fuel, see Note 3, Contmgencres

1

““Other Consumers’ Electric Utility Contingencies — Nuclear Matters.”’ S

In September 2004, we announced that wé will se¢k a license renewal for the Palisades plant: The plant’s
current license from the NRC expires in 2011. NMC, which operates the facility, will apply for a 20-year license
renewal for the plant on behalf of Consumers. The Palisades renewal application is scheduled to be filed by the
end of the first quarter of 200S.

PO v~,:{;;. L '.'»--':",‘__"“," ',:7{ it o
We have authorized the purchase of a replacement reactor vessel closure head. The replacement head is
being manufactured and scheduled to be installed in 2007. Palisades, like many other nuclear.plants, has
experienced cracking in reactor head nozzle penetratlons Repairs to two nozzles were made in 2004. The
replacement head nozzles will bé manufactured from matefials less susceptlble to crackmg and should mlmmrze
inspection and repair costs after replacement.

Spent nuclear fiel complaint: In March 2003, the Michigan Environmental Council, the Public Tnterest
Research Group in Michigan, and the Michigan Consumer Federation filed a complaint with the MPSC, which
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was served on us by the MPSC in April 2003. The complaint asks the MPSC to initiate a generic investigation
and contested case to review all facts and issues concerning costs associated with spent nuclear fuel storage and
disposal. The complaint seeks a variety of relief with respect to Consumers, Detroit Edison, Indiana & Michigan
Electric Company, Wisconsin Electric Power Company, and Wisconsin Public Service Corporation. The
complaint states that amounts collected from customers for spent nuclear fuel storage and drsposal should be
placed in an independent trust ‘The complaint also asks ihe MPSC to take additional actions. In May 2003
Consumers and other named ut111t1es each filed motrons to dlsmlss the complamt We are unable to predlct the
outcome of thrs matter ‘

GAS UTILITY BUSINESS OUTLOOK .

Growth: Over the next five years, we expect 828 ¢ deliveries to grow at an average rate of less than one
percent per year. Actual gas dehverles in future perlods may be affected by:

-.'¢ fluctuations. in weather patterns,
) ,f use by 1ndependent power producers,
. competmon in sales and dellvery, ’ T
. Mlchrgan economlc condmons - )
* gas consumption per customer, and
* increases in gas commodity prices.

In February 2004, we filed an application with the MPSC for a Certificate of Public Convenience and
Necessity to construct a 25-mile gas transmission pipelirie in northern Oakland County: The project is necessary
to meet estimated peak load beginning in the winter of 2005 through 2006. In December 2004, the MPSC
approved a settlement agreement authorlzmg us to construct and operate the prpelme Constructron is expected to
begm late 'spring of 2005 : - : - , :

In October 2004 we ﬁled an apphcatlon w1th the MPSC for a Certificate of Publlc Convemence and
Necessity to construct a 10.8-mile gas transmission prpehne in northwestern Wayne County. The project is
necessary to meet the projected capacity demands béginning in the winter of 2007. If we are unable to construct
the pipeline, we w1ll need to pursue more costly alternatlves or curta11 servmg the system s load growth in that
area. : ; : S

GAS UTILITY BUSINESS UNCERTAINTIES ~

Several gas business trends or uncertainties may aﬁ"ect our ﬁnancral results and condmons These trends or
uncertainties could have a matenal 1mpact on revenues or mcome from gas operatrons The trends and
uncertainties mclude -

Regu[atory
* inadequate regulatory response to applications for requested rate increases,

e response’ to increases in gas costs, mcludmg adverse regulatory response and reduced gas use by
* customers, and

o proposed drstnbutron prpelme mtegnty rules and mandates

v
a >

‘Envzronmental T

~ . {

. potentral envrronmental remediation costs at a number of sites, including sites formerly - housmg
manufactured gas plant facilities.
Other ) : ‘ -

* transmission pipeline integrity mandates, maintenance and remediation costs, and
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- -« other pendrng litigation. R L T E S R LI S

Gas Tltle Trackmg Fees and Servrces On February 14 2005 the FERC 1ssued its latest order 1nvolv1ng
Consumers’ Gas Title Transfer Trackmg Fees and Services. In doing so, the FERC agreed with us that such
orders only apply to a title transfer tracking fee charged and collected in connection with the Consumers’ FERC
blanket transportation service. Because of the newly stated limits-on what fees are subject to refund we belreve
that if any such refunds are ultimately required, they will not be material.: :

© Gas Cost Recovery: The GCR process is designed to allow us to recover all of our purchased natural gas
costs if incurred under reasonable and prudent policies and practices. The MPSC reviews these costs for prudency
in an annual reconcrllatron proceedmg

The following table summarizes our GCR reconcrhatxon filings with the MPSC. For addmonal deta1ls see
Note 3, Contingencies, ‘‘Consumers’ Gas Utility Rate Matters — Gas Cost Recovery.”’

PRI
LT

Gas Cost Recovery Reconciliation

Net Over- : .
GCR Year Date Filed Order Date 7 Reco\er) ; Status
2001-2002  June 2002 May 2004 $ 3 mrlhon $2 m11110n has been refunded
o Pt B ‘r, - $1 million-is included in’our 2003- 2004
T T ! SO it i-.’w..‘- et GCR reconcrllatlon filing ' :
2002-2003 -~ " June 2003 - March 2004 - $ 5'million Net over-recovery includes interest =
et it PP .. ... accrued through.March 2003 and an
S S P IV $11 mllllon disallowance. settlement

S ... agreement _
2_003,-2004 - June 2004 . ,Fehruary,ZQO_S,.,, - $31 million = Fllmg includes the S1 mrlllon and the - -

. B S T TI L ar oo e o 85 m1lllon GCR et over- recovery above

+-Net over-recovery amounts included in the table aboye mclude refunds that we received from our suppliers
that are requrred to be refunded to our customers e C o »

GCR year 2003-2004: In February 2005, the MPSC approyed a settlement agreement that resulted in a
credit. to our GCR customersfor a ,$28 million .over-recovery, plus $3:million interest, using a.roll-in refund
methodology The roll-m methodology incorporates a GCR over/under—recovery in the next GCR plan year.

" GCR plan for year ' 2004-2005: In Decémber 2003, we filed an application with the MPSC seekirig approval
ofa GCR plan for the 12-month period of April 2004 through March 2005. In June 2004 the MPSC issued a final
Order i in our GCR plan’: approvmg a settlement The séttlement included a quarterly mechanism for setting a GCR
ceiling price: “The current: cerlmg price is $6 57 per mcf Actual gas ‘costs and revenues w111 be subject to an
annual reconciliation proceedmg s S

GCR plan for year 2005-2006: In December 2004, we filed an application with the MPSC seeking approval
of a GCR plan for the 12-month per1od of Apr1l 2005 through March 2006 Our request proposes usmg a GCR
factor con51stm0 of SR

LT TS SO

. abase GCR factor of$698 per. mcf plus C . o — - N
*a quarterly GCR cellmg prrce adjustment contmgent upon future events i ) -

The GCR factor can be adjusted monthly, prov1ded it remains at or below the current cellmg price. The
quarterly adjustment mechanism allows an increase in.the GCR ceiling price to reflect a portlon of cost increases
if the average NYMEX price for.a specified perjodis greater than that used in calculating the base GCR factor.
Actual gas costs and revenues will be subject to an annual reconciliation proceeding.

2003 Gas Rate Case: In March.2003, we filed-an application with the MPSC for a gas rate increase in the
annual amount of $156 million. In December.2003, the-MPSC granted an interim rate increase in the amount of
$19 ‘million annually.: The MPSC also-ordered -an annual $34 mllhon reduction in our annual deprec1at10n
expense and related taxes.- R B A BPTLE ISR ' S ;
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On October 14, 2004, the MPSC issued its Opinion and Order on final rate relief. In the order, the MPSC
authorized us to place into effect surcharges that would increase annual gas revenues by $58 million. Further, the
MPSC ‘rescinded the $19 mllhon annual mtenm rate mcrease The ﬁna] rate rehef was contmgent upon our
agreement to

* achieve a common equity level of at least $2 3 bllllon by year-end 2005 and propose a plan to improve the
common equity level thereafter until our target capital structure is-reached, :

* make certain safety-related operation and maintenance, pension, retiree health-care, employee health-care,
and storage working capital expenditures for which the surcharge is granted, - :

* refund surcharge revenues \xhen our rate of return on common equity exceeds its authorized 11.4 percent
rate, < s :

* prepare and file annual reports' that address certain issues identified in the order, and

+ file a general rate case on or before the date that the surcharge expires (which is two years after the
surcharge goes into effect).

On October 15, 2004 we agreed to these commltments

. 2001 Gas. Deprecxatlon Case In December 2003 we filed an update to our gas utility plant deprec1at10n
case originally filed in June 2001. On December 18, 2003, the MPSC ordered an annual $34 million reduction in
our depreciation expense and related taxes in an interim rate order issued in our 2003 gas rate case.

In October and December 2004, the MPSC issued Opinions and Orders in our gas depreciation case. The
October 2004 order requires us to file an application for new depreciation accrual rates for our natural gas utility
plant on, or no earlier than three months prior to, the date we file our next natural gas general rate case. The
MPSC also directed us to undertake 'study to deterrine why our removal costs are in excess of those of other
regulated Michigan natural gas’ ‘utilities and file a report with the MPSC Staff on or before December 31, 2005.

In February 2005, we requested a delay in the filing date for the next depreciation case until after the MPSC
considers the removal cost study, and after the MPSC issues an'order in a pending case relating to asset
retirement obligation accounting. :

Gas Environmental Estimates: We expéct to'incur investigation'and remedial action costs at a number of
sites, including 23 former manufactured gas plant sites. We expect our remaining remedial action costs to be
between $37 million and $90 million.. We expect to fund most of these costs through insurance proceeds and
through the MPSC approved rates charged to our customers. Any. s1gmﬁeant change in assumptions, such as an
increase in the number of sites, different remedlanon techniques, nature and extent of contamination, and legal
and regulatory requirements, could affect our estimate of remedial action costs. For additional details, see Note 3,
Contingencies, *‘Consumers’ Gas Utility Contmgencres —- Gas Environmental Matters

OTHER CONSUMERS' OUTLOOK

MCYV Partnershlp Propertv Taxes: In January 2004 the Mlchlgan Tax Tribunal 1ssued its dec1sron in the
MCV Partnership’s tax appeal against the City of Midland for tax years 1997 through 2000. The MCV
Partnership estimates that the decision will result in a refund to the MCV Partnership of approximately
$35 million in taxes plus $10 million of interest. The Michigan Tax Tribunal decision has been appealed to the
Michigan Court of Appeals by the City of Midland and the MCV ‘Partnership has filed a cross-appeal at the
Michigan Court of Appeals. The MCV Partnership also has a pending case with the Michigan' Tax Tribunal for
tax years 2001 through 2004. The MCV Partnership cannot predict the outcome of these proceedings therefore,
the above refund (net of approx1mately $16 million of deferred expenses) has not: been recogmzed in 2004
earnings. L . ,

Collective Bargaining Agreements:: Approximately 46 percent of our employees are represented by the
Utility Workers of America Union.. The Union represéents Consumers’ operating, maintenance, and construction
employees and our call center employees. The collective bargaining agreement with the Union for our operating,
maintenance, and construction employees will expire on June 1, 2005 and negotiations for a new agreement is
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underway currently. The collective bargaining agreement with the Union for our call center employees w1ll expire
on August 1, 2005. : o AN

ENTERPRISES OUTLOOK

Independent Power Production: We plan to continue the restructuring of our IPP business with the
objectlve of narrowing the focus of our operatlons to pnmarrly North America, South America, and the Middle
East/N orth Africa, We will continue to sell desrgnated assets and investments that are under-performing or are not
con51stent with this focus In February 2005 we sold our interest in GVK for $20 million.

' CMS ERM: CMS ERM has streamlined its portfolio in order to reduce business risk’ and outstanding credit
guarantees. Our future activities will be centered on fuel procurement activities and merchant power marketmg in
such a way as to optimize the earnings from our IPP generation assets. o

CMS Gas Transmission: CMS Gas Transmission has- completed -its plan to sell the majority of its
international assets and businesses. Future operations will be conducted mainly in Michigan and South America.

GasAtacama: On March 24, 2004, the Argentine Government authorized the restriction of exports of
natural gas to Chile, glvmg priority to domestic demand in Argentina. This restriction could have a detrimental
effect on GasAtacama’s earnings since GasAtacama’s ‘gas-fired electric generation plant is located in Chile and
uses Argentine gas for fuel. From April through December 2004, Bolivia agreed to export 4 million cubic meters
of gas per day to Argentina, which allowed Argentina to minimize its curtallments to Chlle

Argentina and Bolivia extended the term of that agreement through December 31 2005 Wrth the Bolrv1an
gas supply, Argentina relaxed its export restrictions to GasAtacama, currently allowing GasAtacama to receive
approximately 50 percent of its contracted gas quantities at its electric generation plant. At this point in time, it is
not possible to predict the ‘outcome of these events and their effect on the earnings of GasAtacama. '

" Other: In July 2003, CMS Gas Transmission completed the sale of CMS Field Services to Cantera Natural
Gas, Inc. for gross cash proceeds of approximately. $113 million, subject to post closing adjustments, and a
$50 million face value contingent:note of :Cantera Natural Gas, Inc., which is not included in our consolidated
financial statements. The contingent note is payable to CMS Energy for up to $50 million, subject to the financial
performance of the Fort Union and Bighorn natural gas gathering systems from 2004 through 2008. The financial
performance is dependent primarily on the number of new wells connected, transportation volumes, and revenue
with certain EBITDA thresholds required to be achieved in order for us to receive payments on the contingent
note. It has not been determined for 2004 results whether we will receive a payment on the note in 2005.

Uncertainties: The results of operations and the financial position of our diversified energy businesses may
be affected by a number of trends or uncertainties. Those that could have a material impact on our income, cash
flows, or balance sheet and credit improvement include:

* our ability to sell or to improve the performance of assets and businesses in accordance with our business
plan,

* changes in exchange rates or in local economic or political conditions, particularly in Argentina,
Venezuela, Brazil, and the Middle East,

» changes in foreign laws or in governmental or regulatory policies that could reduce significantly the tariffs
charged and revenues recognized by certain foreign subsidiaries, or increase expenses,

* imposition of stamp taxes on South American contracts that could increase project expenses substantially,
+ impact of any future rate cases, FERC actions, or orders on regulated businesses,
» impact of ratings downgrades on our liquidity, operating costs, and cost of capital,

¢ impact of changes in commodity prices and interest rates on certain derivative contracts that do not
qualify for hedge accounting and must be marked to market through earnings, and
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* changes in available- gas supplies or Argentine government regulations that could restnct natural- gas
exports to our GasAtacama generating plant.

OTHER OUTLOOK .

ngatlon and’ Regulatory Investigation: We are the subject of an mvestlgatlon by the DOJ regardmg
round-trip trading tranisactions by CMS MST. Addltlona]ly, we are named as a party in various'litigation matters
including, but not limited to, a shareholder derivative lawsuit, 'a securities class action lawsmt a class actlon
lawsuit alleging ERISA' violations, and several lawsuits regarding alleged false natural gas price reporting and
price manipulation. For additional details regarding these investigations and litigation, see Note 3, Contingencies.

NEW ACCOUNTING STANDARDS

For a discussion of new pronouncéments, see Note 16, Implementation of New Accounting Standards.

New AccoUNTING STANDARDS. NoT YET EFFECTIVE

SFAS No. 123R, Share-Based Payment The Statement requires companies to expense the grant date fair
value of employee stock options and similar awards. The Statement also clarifies and expands SFAS No. 123’s
guidance in several areas, mcludmg measuring fair value, classnfylng an award as equity or as a llabllxty, and
attrlbutmg compensatlon cost to reportmg periods.

In addmon this Statement amends SFAS No. 95, Statement of Cash Flows to requlre that excess tax beneﬁts
related to the excess of the tax deductible amount over the compensation cost recognized be classified as a
financing cash inflow rather than as a reduction of taxes paid in operating cash flows.. - ;.

This Statement is effective for us as of the beginning of the third quarter of 2005. We adopted the fair. value
method of accounting for share-based awards effective December 2002, and therefore, expect this Statement to
have an insignificant impact on our results of operations when it becomes effective. .
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1 CMS ENERGY CORPORATION
MANAGEMENT'S REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING

. CMS Energy’s management is respons1ble for,estabhshmg and marntammg adequate internal control over
financial reporting, as such term is.defined in Rule:13a-15(f) under the Exchange Act. Under the supervision and
with the participation of management, including its CEO and CFO, CMS Energy conducted an evaluation of the
effectiveness of its ‘internal control over financial reporting based on the framework in.Internal Control =
Integrated Framework issued by ‘the ‘Committee ‘of Sponsoring Organizations of ‘the Treadway Commission:
Based on such evaluation, CMS Energy’s management concluded that 1ts mternal control over ﬁnanc1al control
reportmg was effective as of December 31 2004

N

_Because of its “inherent l1m1tat10ns mternal control ‘over ﬁnancral reportmg may not prevent or. detect
misstatements. Also, projections of any evaluation of effectiveness to future periods are subject to the riskthat
controls may become inadequate because “of- changes in condmons or that the degree of comphance w1th the
pollcres or procedures may deterrorate Lo o o P

CMS Energy s management S assessment of the effectrveness of CMS Energy s 1ntemal control over
ﬁnancml reporting as of December 31, 2004 has been audited by Ernst & Young LLP, an independent registered
public accounting firm, who audited the consolidated:financial statements of CMS Energy 'included. in this
Form 10-K. Ernst & Young LLP’s attestation report on CMS Energy s management s assessment ‘of ‘internal
control over financial reportmg follows ﬂ’llS report : T H

H
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

The Board of Directors and Shareholders of CMS Energy Corﬁbratiéh b

We have audited management’s assessment, included in Management’s Report on Internal Control Over
Financial Reporting, that CMS Energy Corporation (a-Michigan: Corporation) and' subsidiaries maintained
effective internal control ‘over financial reporting as: of December.- 31, 2004, based. on criteria: established: in
Internal Control — Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway
Commission (the COSO criteria). CMS Energy Corporation’s management. is responsible for maintaining
effective. internal control over financial reporting and for its, assessment,of the effectiveness of internal control
over financial reporting. Our responsibility is to express an opinion on management’s assessment and an opinion
on the effectiveness of the company’s internal control over financial reporting based on our audit. We did ot
examine the effectiveness of internal control over: financial reporting of Midland Cogeneration Venture.Limited
Partnership, a 49% owned variable interest entity which has been consolidated pursuant to Revised Financial
Accounting Standards . Board  Interpretation No.. 46, ‘‘Consolidation. of Variable Interest Entities’’, whose
financial statements reflect total assets and revenues constituting 12% and. 12%, respectively, of the related
consolidated financial statement amounts as of and for the year ended December 31, 2004, The effectiveness of
Midland’ Cogeneration Venture Limited Partnership’s’ internal control over . financial reporting was audited by
other auditors whose report has been furnished to'us, and our opinion, insofar as it relates to the effectiveness of
Midland Cogeneration Venture Limited Partnership’s internal control over ﬁnanc1al reporting, 15 based solely on
the report of the other auditors. . : o Co |

We conducted our audit in accordance with the standards of the Pubhc Company Accountmg Over51ght
Board (United States). Those standards require that we plan and perform the audit to obtain reasonable assurance
about whether effective internal control over financial reporting was maintained in all material respects. Our audit
included obtaining an understanding of internal control over financial reporting, evaluating management’s
assessment, testing and evaluating the design and operating effectiveness of internal control, and performing such
other procedures as we considered necessary in the circumstances. We believe that our audit and the report of the
other auditors provide a reasonable basis for our opinion.

A company’s internal control over financial reporting is a process designed to provide reasonable assurance
regarding the reliability of financial reporting and the preparation of financial statements for external purposes in
accordance with generally accepted accounting principles. A company’s internal control over financial reporting
includes those policies and procedures that (1) pertain to the maintenance of records that, in reasonable detail,
accurately and fairly reflect the transactions and dispositions of the assets of the company; (2) provide reasonable
assurance that transactions are recorded as necessary to permit preparation of financial statements in accordance
with generally accepted accounting principles, and that receipts and expenditures of the company are being made
only in accordance with authorizations of management and directors of the company; and (3) provide reasonable
assurance regarding prevention or timely detection of unauthorized acquisition, use, or disposition of the
company’s assets that could have a material effect on the financial statements.

Because of its inherent limitations, internal control over financial reporting may not prevent or detect
misstatements. Also, projections of any evaluation of effectiveness to future periods are subject to the risk that
controls may become inadequate because of changes in conditions, or that the degree of compliance with the
policies or procedures may deteriorate.

In our opinion, based on our audit and the report of the other auditors, management’s assessment that CMS
Energy Corporation maintained effective internal control over financial reporting as of December 31, 2004, is
fairly stated, in all material respects, based on the COSO criteria. Also, in our opinion, based on our audit and the
report of the other auditors, CMS Energy Corporation maintained, in all material respects, effective internal
control over financial reporting as of December 31, 2004, based on the COSO criteria.

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board
(United States), the consolidated balance sheets of CMS Energy Corporation and subsidiaries as of December 31,
2004 and 2003, and the related consolidated statements of income (loss), common stockholders’ equity, and cash
flows for each of the three years in the period ended December 31, 2004 and our report dated March 7, 2005
expressed an unqualified opinion thereon.

o Ennet + LLP
Detroit, Michigan
March 7, 2005
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MCV MANAGEMENT'S REPORT ON INTERNAL'CONTROL OVER FINANCIAL REPORTING

MCV’s management is responsible for €stablishing 'and maintaining an adequate system of internal control
over financial reporting of MCV. This system is designed to provide reasonable assurance regarding the reliability
of ﬁnanc1a1 reporting .and the preparation of financial statements for external purposes in accordance with
accountmg “principles generally accepted in the United States of America.

MCV s infernal control over financial reporting includes those policies and _procedures that (i) pertain to the
maintenance of records that, in reasonable detail, accurately and fairly reflect the transactions and dlsposmons of
the assets of MCV; (11) provide reasonable assurance that transactlons are recorded as necessary to perrmt

and expendltures of MCV are being made only in accordance with authorizations of management and the
Management Committee of MCV; and (iii) provide reasonable assurance regarding prevention or timely detection
of unauthorized acqulsmon use, or disposition of MCV’s assets that could have a material effect on the ﬁnanclal

statements - e
X 1

. Because of 1ts,1nherent'hmrtat10ns 'asy‘stem of internal_control over ﬁnanc1a1 reportmg can provrde only
reasonable assurance and may not prevent or detect misstatements. Further, because of changes in conditions,

effectlvcness of mternal controls over financial reporting may vary over tlme Our system contains self-

MCV management conducted an evaluation of the effectrveness of the system ‘of 'internal control ‘over
financial” reporting, based on the framéwork "in " ““Internal” Control — Integrated Framewor/t’”issued by the
Committee of Sponsormg Orgamzatrons of the Treadway Commrssmn Based on thrs evaluatron management

.MCV management’ s assessment of the effectiveness of MCV’s internal control over ﬁnanc1a1 reportmg has been
audited by.PricewaterhouseCoopers LLP, an mdependent registered pubhc accountmg firm, as stated in thelr
‘report. whrch is included herein. - -~ ... 4 : \ '

(w,
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CMS ENERGY CORPORATION -~ yvoer-e oo o0 0w T
CONSOLIDATED: STATEMENTS OF INCOME (LOSS)
. o AR Years Ended December 31
2004 ° © 2003 2002

T S S In Millions ™
Operating Revenue . ..................... e e e eeve.. 85472 35513 - $8,673
Earnings from Equlty Method Investees . . . . ... S e, e 115 164 92
Operatmg Expenses . ) o - S L ,
" Fuel for electric generation ................ e 793 405 341
"Purchased and interchange power ............0000. 0o L Vodlidiielas 344 T 5400 2,677
- 'Purchased power — related parties . ... 0. Lol e e = 455 " 564
" Costofgassold ................ R e s 1,786 1,791 02,745
.. Other operating expenses......... e e (R el e . 954 951 915
1% B T 113 o F: ) 11~ AU 256 226 212
Depreciation, depletion and amomzatlon ....... e . 431 428 412
General taxes -..... e e e e 270 - 191 - 222
Asset impairment charges ..... e Wi e ee e e N 160 95 - 602
; S ' S - ‘ 4,994 5,082 -+ 8,690
Operating Income.. ... .. ST e S i e i 593 '595 75
Other Income (Deductlons) ‘ . . o . . ’
ACCTEtion eXpense. ... vveevearevenn.- e e L @3 29 @3n
Gain (loss) on assét sales, net ........ T TP e S 520 3 37
Interest and dividends..}............ PR PN , 27 28 "~ 15
Regulatory return on capital expenditures . _ L SR S 113 — —
Forelgn currency gains (losses) net ........ LA N Y e e e 3y . 15 - )
Other income .........c..... Teeenenns e i P P 27 25 ¢ 13
O X POIISE « o v vttt ittt e tte i ee it et ettt et e e (15) 22) . 27D
178 14 —
Fixed Charges
Interest on tong-term debt . ... ... ... i i i i e e, 502 473 404
Interest on long-term debt — related parties. . ... ...ttt 58 58 —
L0 {1 0153 g 11 (<3 (L AP 44 59 32
Capitalized INEEIESt . . ..o v ittt it it tie ceierieinaeaeeaenaennnanans 25 C)] (16)
Preferred dividends of subsidiaries ............ .ottt 5 2 2
Preferred securities distributions .. .. ... .. i il i e e, — 10 86
634 593 508
Income (Loss) Before Minority Interests. ............. ... .. ... ... . iiaaun., 137 16 (433)
Minority Interests . ... ...t i it i e e e i 15 — 2
Income (Loss) Before Income Taxes .............ciiiiiiiiiiiinnnnnn... 122 16 (435)
Income Tax Expense (Benefit) ......... ..ot ieiininnienniiieeennnennnns (5) 58 (41
Income (Loss) from Continuing Operations . ............... ... ... ... ... ..... 127 (42) (3%4)
Gain (Loss) from Discontinued Operations, Net of $18 Tax Expense in 2004, $50
Tax Expense in 2003 and $118 Tax Benefitin 2002 ........................ 4) 23 (274)
Income (Loss) Before Cumulative Effect of Changes in Accounting ............ 123 19) (668)
Cumulative Effect of Changes in Accounting, Net of $§1 Tax Benefit in 2004, $13
Tax Benefit in 2003 and $10 Tax Expense in 2002
Retirement Benefits .. ....... ... ittt iiiennenaennes 2) — —
Derivatives .. ... e e e — (23) 18
Asset Retirement Obligations, SFAS No. 143 ....... ... .. ... .. i in... — (1) —
(2) (24) 18
Net Tncome (LoSS) . ..o iitet ittt ettt e it eies e e ie s eanraanananeanns 121 43) (650)
Preferred Dividends ........ ... ... . i i 11 1 —
Net Income (Loss) Available to Commeon Stockholders ....................... $ 110 § (44) $ (650)

70



LTI S T I Years Ended December 31
’ o ' 2004 2003 2002

S AT G In Millions,
Except Per Share Amounts

CMS Energy =~
"Net Income (Loss) '

Net Income (Loss) Available to Common Stockholders ............ O 8 110 $-.(44) $(650)
~ Basic Income '(Loés')EPef Average Common Share o o o e T
Income (Loss) from Continuing Operations .'.. ... .......0 cccoo.uiu.... $0.68 $(0.30) $(2.84)
Income (Loss) from Discontinued Operations , . N . (0.02) 0.16. (1.97)
,. Income (Loss) from Changes in Accounting...... e cevenee..(001) (0.16) 0.13
Net Income (Loss) Attributable to Common Stock.................... - 3065 $(0.30) - $(4.68)
Diluted Income (Lbss) Per Averiage‘ C'oAn_mion ‘Share | _ , , ‘ L . E :
Income (Loss) from Continuing Operations ...... e et . $0.67 -.3(0.30) $(2.84)
Income (Loss) from Discontinued Operations . ......0............ e ~.  (0.02)y - 016 (197
Income;_(Loss) from Changes in Accounting......... e PR _(0.01) ~(0.16) _0.13
~ Net Income (Loss) Attributable to Common Stock.,..................... . $0.64..:8(0.30) $(4.68)
Dividends Declared Per Common Share ...... e DS =8 — $1.09

The accompanying notes are an integral part of these statements.
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CMS ENERGY CORPORATION

CONSOLIDATED STATEMENTS OF CASH FLOWS

Years Ended December 31
2004 2003 2002
In Millions

Cash Flows from Operating Activities
Net income (10sS) ... reeeeneeeeee., 28 121 8 (43) § (650)
Adjustments to reconcile net income (loss) to net cash prov1ded by ‘
operating activities
Depreciation, depletion, and amortization (includes nuclear

decommissioning of $6 peryear) ........... ... . i .. . 1431 428 412
Depreciation and amortization of discontinued operations ............ —_ 34 73
Loss on disposal of discontinued operations ....................... 2 46 237
Regulatory return on capital expenditures . .. ... E I P IR ¢ 1 &) I— —
Asset impairment charges .. ..ot e e e e - . 160 95 - 602
Capital lease and debt discount amortization ................... veo 1. 28 25 18
ACCIEHiON EXPEIMSE & o it vttt ittt et aeanensoanetnranas 23 29 31
Baddebtexpense....... ..l 19 28 22
Distributions from related parties- less than earnings ........... el (88) 41 (39
Loss (gain) on sale of assets......................ol,, e (52) .. 3 37
Cumulative effect of changes in accounting ....................... 2 24 (18)
Pension contribution . ........o.iiii i i i e i e — (560) (64)
Changes in assets and liabilities:

Decrease (increase) in accounts receivable and accrued revenue ... .. (144) 200 99

Decrease (increase) in InVENtOIIES . .....c.uuieernreinaannnnnnn (109) (288) 140

Increase (decrease) in accounts payable................ ... ...... 86 (231) (243)

Increase (decrease) in accrued expenses .............ccoveuien... 37 (49) 195

Deferred income taxes and investment tax credit ................. 94 242 (398)

Decrease (increase) in other current and non-current assets......... (98) 10 271)

Increase (decrease) in other current and non-current liabilities ... ... (1) (202) 505
Net cash provided by (used in) operating activities ................. 398 (250) 614

Cash Flows from Investing Activities

Capital expenditures (excludes assets placed under capital lease) .......... (525) (535) (747)
Investments in partnerships and unconsolldated subsidiaries .............. (71 — (55)
COSt t0 TEHIE PrOPEILY . v vttt ittt et ee ettt ie i e e taeeae et eeennenns (3 (72) (66)
Restricted cash. . ... i i e e 145 (163) (34)
Investments in Electric Restructuring Implementation Plan ............... @) &) )
Investments in nuclear decommissioning trust funds .................... 6) (6) (6)
Proceeds from nuclear decommissioning trust funds .................... 36 34 30
Proceeds from short-term investments . ..........ccooeivnnnrennnn. 2,267 — —
Purchase of short-term investments ..............ccciviiinieneennnn. (2,376) — —
Maturity of MCV restricted investment securities held-to-maturity . ........ 675 — —
Purchase of MCV restricted investment securities held-to-maturity......... (674) -— —
Proceeds from sale of @ssets. . ..cooiiii it e e 219 939 1,659
Other INVeStNE. . oottt et it it i it i te it e (2) 14 56

Net cash provided by (used in) investing activities .. ................ (392) 203 829
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Years Ended December 31
2004 2003 2002
In Millions

Cash Flows from Financing Activities

Proceeds from notes, bonds and other long-termdebt ................... 1,392 2,080 725
Issuance of commoOn StOCK .. ... vv it iiei it it e e e 290 — —
Issuance of preferred stock . ......oooi i — 272 - T l—
Retirement of bonds and other long-term debt ......................... (1,631) (1,656) (1,834)
Common stock Tepurchased .. .............lic il - - “(8)
. Payment of common stock dividends . ...........c.oeiiiiiiii i — —. (149)
. Payment of preferred stock dividends ............. ...l an 0] —
Payment of capital and finance lease obligations ....................... (44) (13) (15)
_-Increase (decrease) in notes payable ......... T S e CY[OR 75
. Other ﬁnancmg .................................................. (39 17 {17)
- Net cash provided by (used in) financing activities................. ... S (43) 229 (1,223)
Effect of Exchange RatesonCash ... .. ... .. ... .. ... o Lt — (1 8
Net Increase in Cash and Cash Equivalents ........................... G7 181 228
Cash and Cash Equivalents from Effect of Revised FASB Interpretation . P :
‘No. 46 Consolidation ...............c.ccuveunnn. A L1 — -
Cash and Cash Equivalents, Beginning of Period ...... e, 532 351 123
Cash and Cash Equivalents, End of Period............................ $ 669 § 532 § 351

Other Cash Flow Activities and Non-Cash Investing and Financing . .
Activities 'Were:
Cash Transactions : o S :
Interest paid (net of : amounts capitalized) ... .. e e .. '§ 601 $ sS64 § 409

" Income taxes paid (net of refunds)....... ... .. .. i N ‘ — 33 217)

OPEB cash contribution ............. e PO 63 . 76 . 84
Non-Cash Transactions = o o S R .

Other assets placed under capital JEASE + e v e e e e e - § 3 $:719.°§. 62

The accompanying notes are an integral part of these statements,
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CMS ENERGY CORPORATION
CONSOLIDATED BALANCE SHEETS

December 31
2004 2003
In Millions .

ASSETS |
Plant and Property (at cost) R R ‘ ;
Electric Uity ..ot it it i aae et e et ... $7967 $ 7,600
CGas utility L. e e e i 2,995 2,875
&3 011 o) T © 3,391 - 837
Other e e e e e 28 © 32
' : DR 14,381 - 11,344
+ Less accumulated depreciation, depletion, and amortization ............... el : 6,115 . . 43842
. 1 » , . 8,266 6,502
Construction WOrK-in-progress ..............ooiiuiiiiiiiiiiiiiiiearaunn.. . 370 388
8,636 6,890
Investments ' _ ‘ L S
Enterprises . .. ..oovininni i) i 729 724
Midland Cogeneration Venture Limited Partnershxp ....... R 419
First Midland Limited Partnership ........ ..ottt = 224
~Other ..o e e evevew s 0230 0 23

.. 752, 1390

Current Assets

Cash and cash equivalents at cost, which approximates market..... .. ... ......%.. ~ 669" ° - 532
Restricted cash. ... ... i i i e e e et 2’56 - 201
Short-term investments at cost, which approximates market ...................... 109 —
Accounts receivable, notes recewable and accrued revenue, less allowances of $38 in :

2004 and $40 0 2003+ ..+ e nner s e e . 528 363
Accounts receivable and notes receivable — related parties .. ................. ..o 530 73
Inventories at average cost ‘ '

Gas in underground SEOTAZE . ... ..ttt ittt ettt e = -85% - 741

Materials and Supplies. .. ... .ot e e e SRR 90 . 98

Generating plant fuel stock. ... ..ottt i i 84 52
Assets held forsale. ... ..o i — 24
Price risk management assets . . ...t ittt ittt i et e 91 102
Regulatory assets — postretirement benefits ....... ... ... i il 19 19
Derivative INSIUMENES . . . oottt e ittt e ittt et e e iae e e eaanannn 96 2
Deferred property taXes .. .....voeuutennn et e eeane it 167 146
Prepayments and other . ... ... i e 181 116

2,999 2,469

Non-current Assets
Regulatory Assets

Securitized COSS ..\ttt it e e e 604 648
Additional minimum Pension ... .......uieetinr ettt 372 —
Postretirement benefits . ........ .. . i i e 139 162
Abandoned Midland project . ...... .. . 10 10
115 L1 S O 552 266
Assets held for sale. .. ... i e e e — 2
Price risk management assetS ... ...ttt e et 214 177
Nuclear decommissioning trust funds ... ... ... ... . i i i 575 575
Prepaid pension COSIS .. vv vttt ittt ie it ittt t e et i e, — 388
GoodwWill ... et it e, 23 25
Notes receivable —related parties .. ... ..ottt e 217 242
Notes receivable .. ... o et e 178 150
L0 11 T3 L 601 444
3,485 3,089

Ot A SSOES .o ottt e e e $15,872  $13,338
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CMS ENERGY.CORPORATION

oLt Y DR T T T eI D DU w T December 31
2004 2003
s e In Millions

STOCKHOLDERS’ INVESTMENT AND LIABILITIES
Capitalization -
Common stockholders’ equity

Common stock, authorized 350.0 shares; outstanding 195.0 shares in 2004 and .- .. - T
161.1 shares in 2003 .. ..ottt ittt ittt iaan e eeenrneneanns +$ 2.8 2
* Other paid-in capital ......... AN T e weve. 241400 - 3,846
:Accumulated other comprehensive loss oo il RN [N (336) .. ... (419)
,.Retained deﬁcit e e [P P e, (L,734) - (1,844)
) o RN SR . T 2072 © 1,585
Preferred stock of sub51d1ary e e Tt e e e S 44 44
- Preferréd stock ... ... ...iiiiina.. e e RS 261 o261
-Long-termdebt .................... e e e 6,444 . 6,020
-, Long-term debt — related parties., .. ... N r e P P P wereeee o, 2504 684
* Non-current portion of capital and finance’ lease obhgatlons e eeeeae o315 58
S - 9,640 . 8,652
Minority Interests . ............ ... ittt e e v v 0733050 T3
Current Liabilities : A ol
Current portion of long-term debt, capital and finance leases ............. PRI 296 - 519
Current portion of long-term debt — related parties. .............coiieenina.. 180 —
CAccounts payable. . ... i e e e e e C..391 303
Accounts payable — related parties ..................... e | .40
Accrued Interest. . ...ttt P e 14507130
ACCTUE tAXES "o o T e e vt e ettt FE 312 7 285
- Liabilities held for sale .................................. e T L 2
Price risk management liabilities ......... ..ol i 90 . v 89
" Current portion of purchase power contracts. ................o.u.. eereeeaeas o= 27
Current portion of gas supply contract obligations ............... I o032 -0 29
i .Deferred income taxes ............... .. .. ... N e e . 19 27
15T PSPPI 289 185

. . A . s 1,755 1,636
Non-current Liabilities . oLt

Regulatory Liabilities I ST

" Regulatory liabilities for cost of removal ............................. e 1 044 . 983
Income taxes, Net. . ... vviriiti i e ieiiire e e enenenenn e e, o-357 ., 312

- Other regulatory liabilities ......... .. coiienr i iannaans Geeernen. oo 17300 172
Postretirement benefits . ... .. i e Lo 275 265
Deferred income taxes v......ooveveeeennnnnennnneanns PRI LT en 615

" Deferred investment tax credlt .......................... e P Gaoo 9 85
Asset retirement obligation . . ... ... i i i i e i e + 439 -, 359

. Price risk ' management liabilities ............ ... i P aoe 21300 175
.- Gas supply contract obligations ...........coiiiiiiii it ewewa s 17600 208

OHRET .« 2 e e e e e e e e e e e e e e e e -"317-..v303
- ' 3,744 . 3477

+ .- Commitments and Contingencies (Notes 3, 4, 6, 9, 11) : » - . -
Total Stockholders’ Investment and Liabilities ........................0. .00 $15,872 ~-$13,838

The accompanying notes are an integral part of these statements.
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CMS . ENERGY. CORPORATION
CONSOLIDATED STATEMENTS OF COMMON STOCKHOLDERS® EQUITY
Years Ended December 31
L2004 2003 2002, ;2004 ., 2003, . 2002
Number of Shares in Thousands ln ‘\hlllons :
Common Stock N PR R RS
At beginning and end of period'.iii s L B I L Fate T § 2 $€ ‘ 2 S oo
Other Paid-in Capital. . - . e : 51 8
"At beginning:iof period ........ ... 161,130 144,088 132,989 3, 846 3 605 3 257
"Common stock repurchased ............... 43) (14 1 (39) - (1) “(8)
" Common stock reacquired ............... - 270) - 217) -(220) - (5) (5) (D
- Common stockissued................... 34,180 17,273 11,358 301 234 357
Common stock reissued ................. — —_— —. ot oo L —
Issuance cost of preferred stock........... — — — @» L@ —
Deferredgain ..........cceiiniiein.nn. .= - — . — 19—
3 At end of period . ... ..o in - 194,997 161,130 - 144,088 * 4,140 3,846 3,605
Accumulated Other Coniprehensive Loss Hont e e c e
~Minimum Pension Liability
At beginning of period .................. (40 (241) SE—
Minimum pension liability adjustments(a) A7) .....241, .. (24])
Atendofperiod................. el ol ; ot o (A7) = (241)
Investments .o . e R I B TR, f':- RN ",:
At beginning of penod ................ : 8 2 (5
Unreahzed gam on investments(a)....... i R U "',“ 6. —
Reallzed gain on mvestments(a) ...... VoL — -t g
At end of period . .............. e L9 8 L 2
Derivative Instruments . S . P TURERI Ve S R
At beginning of period ............. e ; coon b (&) v u @B v (28)
Unrealized gain (loss) on derivative . Ny Ex N R L S TSN
instruments(a) ............... ..o L EIRIISLy: RN ¢))
Realized gain (loss) on derivative e
instruments(a) ......... ... ... (6) 19 4
Atend of period ................... (9) (8)<». (31)
Foreign Currency Translation
~ At beginning of period . ................. e L I AR (419)’ (458) (233)
~ Loy Yangsale .........ccco.ooniniiin R Y (V et
“Other forelgn currency translatlons ......... i (10)" L (225)
Atend of period................... (319) (419) ' (458)
Atendof period . ................ . (336). (419") .- (728)
Retained Deficit T A T I
At beginning of period .................. SR :f‘(1,844) (1 800) (1,001)
- Consolidated net income (loss)(a) ......... ceaten 121 (43).5  (650)
" Preferred stock dividends declared ........ - an - - L —
- Common stock dividends declared ........ — o (149)
Atendofperiod................... , - u(1,734)- . (1,844) - (1,800)
Total Common Stockholders’ Equity . . ..... : ©$2,072 - $°1,585 -8 1,078
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2004 2003 2002
In Millions
(a) Disclosure of Other Comprehensive Income (Loss):
Minimum pension liability
Minimum pension liability adjustments, net of tax (tax benefit) of
$(9), $132 and $(132), respectively ..., $ (7)) $ 241 § (241)
Investments
Unrealized gain on investments, net of tax of $1, $3 and $—,
TESPECtIVElY ..ottt e i e e 1 6 —
Realized gain on investments, net of tax of $—, $—, and $—,
respectively ... e —_ — 7
Derivative Instruments
Unrealized gain (loss) on derivative instruments, net of tax (tax

benefit) of $12, $—, and $(4), respectively................. ... 5 4 @)
Realized gain (loss) on derivative instruments, net of tax (tax benefit)
of $(6), $11, and $2, respectively .........cciiiiniiiiiiinn ©6) 19 4
Foreign currency translation, net ...........ouuiinninniiennrnnnn 100 39 (225)
Consolidated net income (l0SS) ... .vvvtieeanenn e ine e 121 (43) (650)

Total Other Comprehensive Income (L0sS) ... ....covvenvvee... $ 204 § 266 $(1,112)

The accompanying notes are an integral part of these statements.
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CMS'ENERGY *CORPORATION
“'NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - -

1 CORPORATE STRUCTURE AND’ ACCOUNTING POLICIES R LT

Corporate Structure‘ CMS Energy is an mtegrated energy company wrth a busmess strategy focused
primarily in Michigan. We are the parent holdmg company of Consumers and Enterprises. Consumers is a
combmatron electric and gas utlhty company servmg Mlch1gan s Lower Peninsula. Enterprises, through various
subsrdlarres and equrty 1nvestments is engaged in domestrc and international diversified energy busmesses
mcludmg independent power productron and natural gas tfansmission, storage and processing. We' manage our
businesses by the nature of services each provrdes and operate principally in three business segments electric
ut1hty, -gas utility, and enterprises. . . - ... . ..., P .

Prmcrples of Consolrdatlon. The consolldated ﬁnancral statements mclude the accounts of’ CMS Energy,
Consumers Enterprrses and all other entltres in whrch we have a controllmg financial interest or are ‘the primary
beneﬁcrary, in accordance w1th Revised FASB lnterpretatlon No. 46. The prrmary beneﬁcrary of a variable
interest entity is the’ party ‘that absorbs or receives a maJorrty of the éntity’s expected losses or expected residual
returns or both as a result of holding variable interests, which are ownership, contractual or other economic
interests. In accordance with Revised FASB Interpretation No. 46, in 2003, we consolidated three Michigan
electric .generating plants and in 2004, we consolidated the 'MCV Partnership-and the FMLE. For additional
details, see Note 16, Implementation of New. Accountmg Standards. We use the equity method of accounting for
investments.in companies and, partnersh1ps ‘that are not consolidated, where we have significant influence over
operations and financial pohcres but.are not-the prlmary beneﬁcrary Intercompany, transactions and balances
have been eliminated. . - .- . - . o S : :

#"Use of Estimates: We prepare: our.‘consolidated financial statements in conformity with ‘U.S. generally
accepted ‘accounting principles. We are required to make estimates using assumptions that may affect the reported
amounts and drsclosures Actual results could drffer from those estrmates

.We are required to record estimated liabilities in the consolidated financial statements when it is probable
that a loss will be mcurred in the future as.a result of a current event, and when an amount can be reasonably
estimated. We, have used this accountmg pnncrple to record estlmated habrhtles as discussed in Note 3,
Contmgenc1es

o e T ‘ . o )

" Revenue Recognition Policy: ' We re’cogniie‘revenues from deliveries of electricity and natural gas, and the
transportation, processing, and storage of natural gas when services are provrded Sales taxes are recorded as
habrhtres and are not ‘included in revenues. Révénues ‘on sales of marketed electricity,’ natural gas, and ‘other
energy products are récognized at delivery. Mark-to-market changes in the fair values of energy trading contracts
that qualify as derivatives are recognized as revenues in the periods in which the changes occur,

Accretion Expense: CMS ERM has ‘entered into prepaid sales arrangements to provide natural gas to
various entities over periods of up to 12 years at predetermined price levels. CMS ERM has established a liability
for these outstanding obligations.equal; to the discounted present value of the contracts, :and has hedged its
exposures under these arrangements. The amounts recorded as liabilities on our Consolidated Balance Sheets are
guaranteed by Enterprises. As CMS ERM fulfills its obligations under the contracts, it recognizes revenues upon
the delivery of natural gas, records a reduction to the outstanding obligation, -and recognizes accretion expense.

Capitalized Interest: We are required to capitalize interest on certain qualifying assets that are undergoing
activities to prepare them for their intended use. Capitalization of interest for . the period is limited to the actual
interest cost that is incurred, and our non-regulated businesses are prohibited from imputing interest costs on any
equity funds. Our regulated businesses are permitted to capitalize an allowance for funds used dunng
constructron on regulated constructlon prO_]eCtS and to 1nclude such amounts in plant m service.

Cash Equrvalents and: Restrrcted Cash: All hrghly 11qu1d investments wrth an orrgmal matur1ty of three
months or less are considered cash equivalents.: ¢ ‘ . . .
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CMS ENERGY CORPORATION
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)

At December 31, 2004, our restricted cash on hand was $56 million. Restricted cash dedicated for repayment
of Securitization bonds is cla551ﬁed as a current asset as the payments on the related Securltlzatron bonds oceur
within one year - : '

Cost Method Investments: At December 31, 2004 ‘our cost method mvestments totaled $22 mllhon
substantrally ail of which were evaluated for 1mpa1rment in 2004, We periodically reevaluate the fair value of our
cost method mvestments if there are spemﬁc gvents or changes in c1rcumstances “that may have a srgmﬁcant
adverse effect on the fair value of our investments. Fo o o

Earnings Per Share: Basic and diluted earnings per share are based on the weighted average number of
shares of common stock and dilutive potential common stock outstanding during the period. Potential common
stock, for purposes of determmmg diluted earnmgs per “share, includes the effects of d1lut1ve stock options,
warrants and convemble securities. The effect on number of shares of such potential common stock is computed
using the treasury stock method or the 1f-converted method as apphcable For earmngs per share computatlon
see Note 5, Eammgs Per Share

Financial Instruments: We account for investments in debf and equity securities-using SFAS No 115.
Debt and equity securities classified as available-for-sale’are reported at' fair value determined: from quoted
market prices. Debt and equity securities classified as held-to-maturity are reported at cost. Unrealized gains or
losses resulting from changes in fair value of certain available-for-sale debt and equity securities are reported, net
of tax, in equity as part of accumulated other comprehensive income. Unrealized gains or losses are excluded
from earnings unless the related changes in fair value are determined to be other than temporary.

Unrealized gains or losses on our nuclear decommissioning investments are reflected as regulatory liabilities
on our Consolidated Balance Sheets. Realized gains or losses would not affect our earnings or cash flows.

For additional details regarding financial instrurnen'ts see Note 6, Financial and DeTivative Instruments.

Foreign Currency Translation: Our subsidiaries and afﬁhates whose funct10nal currency is not the
U.S. dollar translate their assets and liabilities into U.S. dollars at the exchange rates in effect’ at the end of the
fiscal period. We translate revenue and expense accounts of such subsidiaries and affiliates into U.S. dollars at the
average exchange rates that prevailed during the period. The gains or losses that result from this process are
shown in the stockholders’ .equity section on our Consolidated Balance Sheets. For subsidiaries operating in
highly inflationary economres the U.S. dollar is con51dered to be the funcnonal currency, and transaction. gains
and losses are included in determining net income. Gains and losses that arise from exchange rate ﬂuctuat:ons on
transactions denominated in a currency other than the functro_nal_ currency, except those that are hedged, are
included in determining net income. - » :

Gas Inventory: We use the weighted average cost method for valuing working gas and recoverable cushion
gas in underground storage facnlmes

Generating Plant Fuel Stock Inventory:-We use the weighted average cost method for valuing coal
inventory and classify these costs as generating plant fuel stock on our Consolidated Balance Sheets. The' MCV
Partnership’s natural gas inventory is also included in this category, stated at the lower of cost or market and
valued using the last-in, first-out (*‘LIFO”’) method. :

Goodwill: :Goodwill represents the excess of the purchase price over the fair value of the net assets of
acquired companies. Goodwill is not amortized, but is tested annually for impairment, For additional mformanon,
see Note 13, Goodwill. : = . : ' : \ 3

Impairment of Imestments and Long-Lned Assets. We evaluate potentlal 1mpalrments of our
investments in long-lived assets, other than goodwill, based ‘on various analyses, including the projection of
undiscounted cash flows, whenever events or changes in circumstances indicate that the carrying. amount of the
assets may not be recoverable. If the carrying amount of the investment or.asset exceeds its estimated
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undiscounted future cash flows, an impairment loss is recogmzed and the investment or asset is written down to
its estimated fair value. : ~

Maintenance and Depreciation: We charge property repairs and minor property replacements to
maintenance expense. We also charge planned major maintenance activities to operating expense unless the cost
represents the acquisition of additional components or the replacement of an existing component. We capitalize
the cost of plant additions and replacements. We depreciate utility property using straight-line rates approved by
the MPSC. The composite depreciation rates for our properties are:

Years Ended December 31 2004 2003 . .2002

Electric utility property . . s S SRR S e 32% 31% 3.1%
Gas utility property ... ... S P . 37% 46% 45%
Other property ....................... SR e e et e e 8.4% - 8. 1% 7 2%

Nuclear Fuel Cost: We amortize nuclear fuel cost to fuel expense based on the quantlty of heat produced
for electric generation. For nuclear fuel used after April 6, 1983, we charge certain disposal costs to nuclear fuel
expense, recover these costs through electric rates, and remit them to the DOE quarterly. We elected to defer
payment for disposal of spent nuclear fuel burned before April 7, 1983. As of December 31, 2004, we have
recorded a liability to the DOE of $141 million, including interest, which is payable upon the first delivery of
spent nuclear fuel to the DOE. The amount of this liability, excluding a portion of interest, was recovered through
electric rates. For additional details on disposal of spent nuclear fuel, see Note 3, Contingencies, ‘‘Other
Consumers’ Electric Utility Contingencies — Nuclear Matters.”’

- Other Income and Other Expense: The following tables show the components of Other i income and Other
expense:

Years Ended December 31 o o ' © 2004 2003 2002
In Millions |

Other income e

Interest and dividends — related parties .......... e e e $§6 $6 §3
Return on stranded COStS. .. ..ottt e 7 - -
Return on security costs .............. et e e pe et e 2 - =
Electric restructuring et ¢ R -6 8 4
Investment sale gam ....................................................... — 4 —
“+Allother............. i SRTN A N e 6. 7. 6
Total other income ..................0.. .. IR T P elad. $2_7 $25 §$13
Years Ended Décember 3t ¢ - BRI 2004 2003 2002
D I et I - In Millions
Other expense ' '
Loss on SERP investment ............ e e $3) $@ $Q0
.. Donations ................ G e e PRI RTINS n @ €)]
CMS ERM remedlanon COSES + v ivuesmreaaannenens e DU — % O
Civic and political expendltures ............................................. 2) 2) 3)
N T T 9 (1) &)
Total Other EXPENSE . o ot ettt et e e e $(15) $(22) $(27)

Property, Plant, and Equipment: We record property, plant, and equipment at original cost when placed
into service. When regulated assets are retired, or otherwise disposed of in the ordinary course of business, the
original cost is charged to accumulated depreciation. The cost of removal, less salvage, is recorded as a regulatory
liability. For additional details, see Note §, Asset Retirement Obligations. An allowance for funds used during
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construction is capitalized on regulated construction projects. With respect to the retirement or disposal of non-
regulated assets, the resulting gains or losses are recognized in income.

, Property, plant and equlpment at Decémber 31, 2004 and 2003, was as follows

Estrmated
‘ . ‘ . Deprecnable. .
Years Ended December 31 - ) “Life in Years(e) 2009 2003
R S R In Millions
Electric: S s
Generation . .......oiviiiiiniin i e - 13-105 . . $3,433 83,332
Distribution ............ ..o e 12-75 . 4,069 ;3,799
Other .o e e i e 7-50 384 . 388
Capltal Ieases(a) .............................................. 81 81
Gas S . . ‘ o : iR B i Y Tl e
Underground storage famhtles(b) e e e Wi 30465 12557 7 232
Transmission . ............... ... P T Lo 1575 T T 367 E342
Distribution . .................. [ St DU ©40-75 2,057 * 1,976
Other ............ e e Liec 750 0 290 - 300
* Capital leases(a) ............ PR N S AP T 26 vi25
Enterprises: e ' S - SR
PP e S ot 3440 2,982 - ' 451
CMS Gas Transmission .. ... i e ces 5-40 N V2 SR A
CMS Electric and Gas . ... ...vveeinenteeeieeaiieaaaiteanl ' 2-30 257 241
Other ..o e 4-25 28 28
(71,1 A 771 0 28 32
Construction Work-in-progress . ... ......vvtiirernenennneennnennn.. 370 388
Less accumulated depreciation, depletion, and amortization(¢) ........... 6,115 < 4,842
Net property, plant, and equipment(d).............. P PO T 88,636 $6,890

(a) Capital leases presented in this table are gross amounts. Amortization of capital leases was $49 mllllon in
2004 and $38 million in 2003. T

(b) Includes unrecoverable base natural gas in underground storage of $26 million at December 31, 2004 and
- $23 million at December 31, 2003, which is not subject to depreciation. G

(¢) Accumulated depreciation, depletion, and amortization is made up of $5.665 billion from our public utility
plant assets and $450 million from other plant assets as of December 31, 2004 and $4.417 billion from public
utility plant assets and $425 million from other plant assets as of December 31, 2003.

(d) Included in net property, plant and equipment are intangible assets related primarily to software development
costs, consents, leasehold improvements, and rights of way. The estimated amortization life for Software
development costs is seven years, leasehold improvements is over the life of the lease and other 1ntang1ble
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amortization lives range:from 50 to 105 years. Intangible assets at December 31; 2004 and 2003 were as

follows:
s Accumulated  Intangible
Year Ended December 31, 2004 Gross Cost.  Amortization - Asset, Net
. ol : . L T In Mimons . :
Software development. .........coiiiniiiiiereiinnn. $179 & $117. - §62 ¢
Rightsof way ...t e 9 28 w0 .66
Leasehold improvements ........... ... .. oot e 22000 14 8
Franchises and consents ............ WY e 19 9 10,
Otherintangibles . ... ... it it i i 64 25 e 390
Totals ... .... S e Lol 8378 $193 © - §$185
o " Accumulated Intangible
Year Ended December 31, 2003 o Gross Cost  Amortization - Asset, Net
: ) : In Millions
Software development....... .. 0 cobeadsd oo e 81780 0 8107 0 8 7L
Rightsof way ..... ..ttt .89 - 25. . -64
Leasehold improvements ............... o0 0c0 00l i, 32 30 . 2
Franchises and consents . ...l 19 -8 SR ¥ U
* Other intangibles ... .............. S 101 - 41~ - 60
Tofals . .......... e 8419 T S211. §208

Pretax amortization expense related to these intangible assets was $21 million for the year ended
December 31, 2004, $21 million for the year ended December 31, 2003, and $20 million for the year ended

. December 31, 2002. Intangible assets amortization is forecasted to range from $10 million to $21 million per
year over the next five years. ; o

(e) The followmg table illustrates the deprecxable lrfe for electrrc and gas structures and xmprovements

S .. . . Estimated ..". - o000 L ‘ © . Estimated
o : .. .. . Depreciable . . . . C P BRI Depreclable
Electric S o . .Life in Years '. . l G o Gas o - Ve ere in Years
- Generation: T R Underground storage facﬂmes ¢ 45-50.
Coal 39-43 Transmission o T e 60
Nuclear 17-25 Distribution 50
Hydroelectric = - = :55-71 - " : Other B - [
Other 32 B
Distribution 50-60 o )
Other ‘ ) o ='40_42|t‘;z.“j= T : 3",»".,...‘577.! -

Reclassrﬁcatlons Certam prlor year amounts have been reclassxﬁed for comparatlve purposes _These
reclassrﬁcatrons did not affect consolidated net income (loss) for the years presented :
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2 - Related-Party Transactions: We received income from related parties as follows:.

Type of Income Related Party 2004 2003 292_2_
- . o (In Millions)
Income from our investments in: , :

related party trusts(c) Trust Preferred Securities Companies $2 $2 $—
Electric generating capacity and .

energy from T.E.S. Filer City,

Grayling Generation, and Genesee

Power Station(a) Consumers Energy .............. - — . 64 67
Gas sales, storage, transportation, and : : -
other services(b) . MCV Partnership .......... e . — 17 41

We recorded expense from related parties as follows:
T)pe of Cost S Related Party © 2004 . 2003. 2002
(In Millions)
Interest expense'on long-term debt(c) Trust Preferred Securities Companies . $ 58 $ 58 § —
Electric generating capacity-and . . o o
energy(b) : MCV Partnership . ............... o — 455 - 497

(@) At.December 31, 2003, we . consolidated the T.E.S. Filer City Station errted Partnershrp, Grayling
Generating Station Limited Partnership, and Genessee Power Station Limited Partnership into our
consolidated financial statements in accordance with Revised FASB Interpretation No. 46. For additional
details, see Note 16, Implementanon of New Accountmg Standards

(b)- In 2004,iwe ¢onsolidatéd the MCV Partnership and the FMLP into our consolidated ﬁnanelal statements in
.~ accordance with Revised FASB Interpretation No. 46. For additional details, see Note 16 Implementatlon of
New Accounting Standards. :

(c) We issued Trust Preferred Securities through several CMS Energy and Consumers affiliated compani¢s. As
of December 31, 2003, we deconsolidated the trusts that hold the mandatorily redeemable Trust Preferred
Securities. As a result of the deconsolidation, we now record on our:Consolidated Statements of Income
(Loss), Interest on Long-term debt — related parties to the trusts holding the Trust Preferred Securities. For
additional information on our-affiliated Trust Preferréd Securities compames see Note 16, Implementatron
of New Accounting Standards. ST

Trade Receivables: We record our accounts receivable at fair value. Accounts deemed uncollectible are
charged to operating expense. ;

Unamortized Debt Premium, Discount, and Expense: We capitalize premiums, discounts, and expenses
incurred in connection with the i issuance of long-term debt and amortize those costs ratably over the terms of the
debt issues.’ “Any reﬁnancmg costs are charged to expenses as incurred. For the regulated portions of our
businesses, if we refinance debt; we capitalize any remaining unamortized premiums, discounts, and expenses and
amortize them ratably over the terms of the newly issued debt.

Utility Regulation: We account for the effects of regulation based on the regulated utility accounting
standard SFAS No. 71. As a result, the actions of regulators affect when we recognize revenues, expenses, assets,
and liabilities.

We reflect the following regulatory assets and liabilities, which include both current and non-current
amounts, on our Consolidated Balance Sheets. We expect to recover these costs through rates over periods of up
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to 14 years.-We recognized an OPEB transition obligation in accordance with SFAS No..106.and estabhshed a
regulatory asset for the amount that we expect to. recover in rates’ over the next erght years :

December3l Poune s b b L e P TR T S P S 390_4 . _ZEE :
(In Millions)
Securitized COSES (NG A ittt e et ettt e ettt e et e $ 604 § 648
Postretirement benefits (NOte 7) ...t i ittt it i e ittt ittt e e taeanaeaanss 530 181
Electric Restructuring Implementation Plan (Note.3) .......coviiiiii i, .88 7091
Manufactured gas plant sites (NOte 3) . ..o iiir it i ittt ian i, .65 67
Abandoned Midland project . ... . iii it i e Lveeseaeinaa due oo 10 ~ 10
Unamortized debt COStS. .. ..o ittt ittt i i it it i e et A 051
Asset retirement obligation (Note 8) ... ... vueieernenennennint i nnenneenaines o 83, 0 49
Stranded oSt (NOLE 3) .t v et ree e eee et e et s e a e e e e e e aaneaneas 63 —
Section 10d(4) regulatory asset (Note 3) .......................................... 1417 2
Other ..........0 0.0 0 oo il N N P R
Total regulatory assets(a) . ... .. D PP il i i RN 81.696° $1,105 -
Cost of removal (NOte 8) ..o i e $1,044 5 983
Income taxes (NOt€ ). evvvtenreeriireereennnnnnnnn. P U 38732
Asset retirement obligation (Note 8) .................. e e leiende s, 1680 0 168
Other ......oovviiiiiin, R R R LR R TR TR R REE TR 5 4
Total regulatory lrabllmes(a) R SRR $1,574 $1,467

(a) At December 31, 2004, we classified $19 million of regulatory assets as current regulatory assets and we
classified $1.677 billion of regulatory assets as‘non-current regulatory assets. At December:31,7 2003, we
classified'$19. million of regulatory assets as current ‘regulatory assets and we classified $1.086 billion of
reguldtory‘assets as non-current regulatory assets. At December 31, 2004 and December 31; 2003 all of our
regulatory liabilities represented non-current regulatory lrabxlmes e S AT

RTINS - el R T et g

2 DISCONTINUED OPERATIONS OTHER ASSET. SALES IMPAIRMENTS AND RESTRUCTURING

Our contmued focus on ﬁnancral 1mprovement has Ied to drscontmumg operatrons completmg many asset
the sale of assets totaled $219 mrllron for the year ended December 31, 2004 and $939 million for the year ended
December 31, 2003 : o : 4 L

’r

ftus . RN o i
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-+ At December 31, 2004, we no longer have assets:that qualify as “‘held for sale.”” At December 31, 2003,
““Assets held for sale”” included Parmelia, Bluewater Pipeline, and our investment in the American Gas Index
fund. The major classes of assets and liabilities held for sale on our Consolidated Balance Sheets are as follows:

December 31. 2003
(In Millions)
Assets . : SR
Cash L i e e e e e e et A U s L $7
Accounts receivable . ... it e e e i 2
Property, plant and equipment —net .. ... ..ottt tiin it e 2
117 o 15
Total assets held forsale . ... ... i i i it in et ee e et $26- ‘
Liabilities .
S Accounts payable ... e $2
. Total ljabilities held for sale . ...t i i i e e e et $2
DISCONTINUED OPERATIONS
We have discontinued the following operations:
' - ' o Pretax After-tax
o Gain (Loss)  Gain (Loss) ol
Business/Project Discontinued On Sale On Sale Status
_ _ e , (In Millions) e ‘
Equatorial Guinea ................:... December 2001 $497 - %310 Sold January 2002
Powder River ............... .. oot March 2002 . 17 - 11+  Sold May.2002
Zirconium Recovery .......!. e June 2002. 47 (31) : Abandoned*
CMS Viron ........ovivianannnnne. June 2002 (14) (9) Sold June 2003
Oilland Gas ..........coiiveiianen September 2002 (126) (82) Sold September 2002
Panhandle.....v...... .. . 000l L December 2002 (39 (44) -~ Sold June 2003
Field Services ......... e December 2002 &) (1) | Sold July 2003
Marysville ........ e June 2003 ' 2 -1 Sold November 2003
Parmelia(a)..."....... e «... December2003 =~ 10 " 6  Sold August 2004

(@) In August 2004, we sold our Parmelia business and our interest in Goldfields, which did not meet the criteria
for discontinued operations, to APT for A$204 million (approximately $147 million in U.S. dollars). The
$10 million ($6 million after-tax) gain on the sale of Parmelia includes a $3 million ($2 million after-tax)

foreign currency translation loss.
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“The following-amounts- are reflected in the Consolidated Statements of Income (Loss), in the Gain (Loss)
From Discontinued Operations line:

Years Ended December 31 SRR : CA i @ﬂ "2003 -7 - 2002
R R A st awmoiySwbe s el %o .-, (In Millions)
Revenues..................ooeeee. TS e RO 1 1 § w . 5891
Discontinued operations:
Pretax gain (loss) from discontinued operations ............................ s{) . $115 % (3%)
Income’tax expense (benefit). . ...t _1 46 D
Gain (loss) from discontinued operations. . :....... S A D S L@ 69 (37)
Pretax gain (loss) from disposal of dlscontmued operatrons ....... Lo 15 (42) (354)
Income tax expense (benefit)........c.co00. 0 S e S Y A N 0 Y)
Loss from drsposal of discontinued operatrons el ol . 2y (49 _@)
Gain (loss) from drscontmued operatlons ......... e, . e e e ' $ﬁ) ’ $23 ' $(2_74)

The gain (loss) from discontinued operations includes a reduction in asset values, a provision for anticipated
closing costs, and a portion of CMS Energy’s interest expense. Interest expense of less than $1 million for 2004,
$22 million for 2003, and $71 million for 2002 has been allocated based on a ratio of the expected proceeds for
the asset to be sold divided by CMS Energy’s total capitalization of each discontinued operation multlplred by
CMS Energy s interest expense.

OTHER ASSET SALES

- Our other asset sales include the following assets. The impacts of these sales are mcluded in Gam (loss) on
asset sales, net in our Consolidated Statements of Income (Loss) a

For the year ended December 31, 2004 we sold the followmg assets that d1d not meet the deﬁmtron of and
therefore were not reported as, discontinued operations: : - o

Pretax  After-tax

Date Sold Business/Project . Gain Gain .
o (In Millions)

February  Bluewater Pipeline RPN 81T s
Aprl Loy Yang(a) Sl o e —
May * American Gas Index fund(b) S U
August - Goldfields(c) . . /" » o P - 29
December  Moapa(d). -0 1. L iTL bl A 2
Various * *Other........00 L llWll B PR L2 1
- Total gam on asset sales o T $52 . $34

inlL -
&9

ll
o

(@) In Aprrl 2004, we and our partners sold the 2 000 MW Loy Yang power plant and adjacent coal mine in
Victoria, Australia for about A$3.5 billion ($2.6 billion in U.S. dollars), mcludmg AS$145 million for the
project equity. Our share of the proceeds, net of transaction costs and closing adjustments, was $44 million.
In anticipation of the sale, we recorded an impairment in the first quarter, as discussed in “‘Asset
Impairments” within this Note.

(b) In May 2004, we sold our interest in the American Gas Index fund for $7 million.

(c) In August 2004, we sold our interest in Goldfields and our Parmelia business, a discontinued operation, to
APT for A$204 million (approximately $147 million in U.S. dollars). The $45 million ($29 million after-
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tax) gain on the sale of Goldfields includes a $9 million ($6 million after-tax) foreign currency translation
gain.
(d) In December 2004, we sold land in Moapa, Nevada for $3 million.

For the year ended December 31, 2003, we sold the following assets that did not meet the definition of, and
therefore were not reported as, discontinued operations:

Pretax . After-tax.

Date Sold Business/Project L Gain (Loss). Gain (Loss)

. i ] ‘ o - (In Millions) .
January CMS MST Wholesale Gas .......ovvvivvviinnniiinnnnnnneie o 5(6) S
March CMS MST Wholesale Power ..................ccoois. e ' 2 1
June. Guardian Pipeline ... .. .. oo NG)) 3)
December CMS Land—Arcadia............coveennvnen... PR e 3
"Various Other. . . ... it i iieaeens e .. 2 1
' Total 10sS 0N @SSt SAIES .. v nvvueus el et ' $(3) 33)

For the year ended December 31, 2002, we sold the following assets that did not meet the deﬁmtlon of, and
therefore were not reported as, dtscontmued operatlons

Pretex After-tax

Date Sold  Business/Project o o ’ . " Gain (Loss)  Gain (Loss)
(In Millions)

January  Equatorial Guinea —methanol plant............ ...t 19 312
April TOIEdO POWET . . v v v e vttt et et e ettt e et an - ®
May . Electric Transmission System............ciiiiiiiiiiii i, - 38 31
August  National Power Supply ..... e i i i 15 .30
October Vasavi Power Plant ........ ..o i 25 (24)
Various - Other ....... e i i i e et 1 =

Total gain on asset sales ‘ ' 37 $44 .

ASSET IMPAIRMENTS

We record an asset impairment when we determine that the expected future cash flows from an asset would
be insufficient to provide for recovery of the asset’s carrying value. An asset held-m-use is evaluated for
impairment by calculating the undiscounted future cash flows expected to result from the use of the asset and its
eventual disposition. If the undrscounted future cash ﬂows are less than the carrying amount, we recognize an
impairment loss. The 1mpa1rment loss recognized is the amount by which the carrying amount exceeds the fair
value. We estimate the fair market value of the asset utilizing the best information available. This mformatxon
includes quoted market prices, market prices of similar assets, and discounted future cash flow analyses. The
assets written down include both domestic and foreign electric power plants, gas processing facilities, and certain
equity method and other investments. In addition, we have written off the carrymg value of projects under
development that will no’ longer be pursued. '
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The table below summarizes our asset impairments:

Pretax After-tax | Pretax | After-tax  Pretax At‘ter-tax
2004 0 2004 2003 2003 - © 2002 - 2002

Ty vy

Years Ended December 31

(In Millions)

Asset impairments:

Enterprrses e
Loy Yang(a) ........... e $125 $ 81 $— $— § — $ —
International Energy Distribution(b) ........ — — 72 53 4 3
(€27 <) I 30 200 —. - = e e
SLAP(c) .......cciiiiiii s 5. 3 _ . - — —
CMS Generation , . o o , :
DIG(d) ...iiiieeee it — — —,. . — - 460 299
Michigan Power ............. PR — — — — 62 40
Craven........... P e — — — — 23 - 15
Other(e)......... P — — 16 11 - 20 S 13
"Marketing, Services and Trading .. ... e — — — — 1B 1
Other.......iiiiii i, e . _ __7 o _4 ﬁ ___1_0
Total asset impairments +............ SO w... 8160 - $104 $95 - $68 - $602 ' $391

(@)

(b)

©

(@)

(©)

) wrth APB No 18, we recogmzed an 1mpa1rment charge oft $16 million (Sll mtlllon net of tax)

In the first quarter of 2004, an impairment charge was recorded to recognize the reduction in fair value as a
result of the sale of Loy Yang, completed in April 2004, which included a cumulative net foreign currency
translation loss of approximately $110 million. '

‘In September 2003, we wrote down ‘our ‘investment in CMS Electric and -Gas® Venezuelan “electric

distribution utility to reflect fair value. The impairment was based on estimates of the utxllty s future cash
flows, mcorporatmg certain assumpttons about Venezuela’s regulatory, polmcal and economic environment.
In December 2004, we recorded 1mpa1rment charges to adjust our carryrng value to fair market value as a
result of the planned sales of our 1nvestments in'GVK and SLAP. We closed on the sale of GVK in February'
2005. We expect the sale of SLAP to close 1n the first quarter of 2005. ‘

DIG’s reduced valuation was pr1mar11y a reﬂectron of the unfavorable terms of rts power purchase

_ agreement. A , , N
In 2003, we determmed that the fa1r values of certain equtty 1nvestments at CMS Generatlon were lower than

their carrying amount, and that these dechnes in value were other than temporary. Therefore, in accordance

N
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RESTRUCTURING AND OTHER COSTS i [T

In June 2002, we announced a series of 1mt1at1ves to reduce our annual operating costs.

The following table shows the amount charged to expense for restructuring costs, the payments made, and
the unpaid balance of accrued costs at December 31, 2002, 2003, and 2004: :

Involuntary Lease

Termination  Termination  Total
) . . (In Millions)

Beginning accrual balance, January 1, 2002 ......... e 5 — $— $—
EXpEnse . .. e 22 . . . 33
700 oL AP (10) (3 a3y
Ending accrual balance at December 31, 2002 ............... e . $12 $8 $20
EXPCISE « - ot ettt e et e e 3 — 3
Payments...........ccccunn.. e P o (12) (2 (14)
Ending accrual balance at December 31,2003 ...................... ST 3, $6 . $ 9
Expense............ P — — —
Payments ............ P SN P . 1) 3 @
$§5

l|
I|
|

Ending accrual balance at December 31,2004 ............ccouunnnnnn. 32 3

3: CONTINGENCIES

SEC .and Other -Investigations: As- a .result. of round mp tradmg transactlons by CMS MST,
CMS Energy’s Board of Directors estabhshed a Special Committee -to investigate matters surroundmg the
transactions and retained outside counsel to assist.in the investigation.. The. Special Committee completed its
investigation and reported its findings to the Board of Directors in October 2002. The Spec1al Committee
concluded, based on an extensxve mvest1gat10n ‘that the round- tnp trades were undertaken to raise CMS MST’s
proﬁle as an energy marketer with the goal of enhancmg its ability to promote its services to new customers. The
Special Committee found no effort to manipulate the price of CMS Energy Common Stock or affect energy
prices. The Special Committee also made recommendations desrgned to prevent any recurrence of this practice.
Previously, CMS Energy terminated its speculative trading business and revised its risk management policy. The
Board of Directors adopted,:-and. CMS. Energy 1mplemented the recommendatlons of the Special Committee:

CMS Energy 1s cooperatmg with an 1nvest1gat10n by the DOJ concernmg round -trip tradmg CMS Energy is
unable to predict the outcome of this matter and what effect, if any, this investigation will have on its business. In
March 2004, the SEC approved a cease-and-desist order settling an administrative action against CMS Energy
related to round-trip trading. The order did not assess a fine and CMS Energy neither admitted to nor denied the
order’s findings. The settlement resolved the SEC investigation involving CMS Energy and CMS MST.

Securities Class Action Lawsuits: Beginning on May 17, 2002, a number of securities class action
complaints were filed against CMS Energy, Consumers, and certain officers and directors of CMS Energy and its
affiliates. The complaints were filed as purported class actions in the United States District Court for the Eastern
District of Michigan, by shareholders who allege that they purchased CMS Energy’s securities during a purported
class period. These cases were later consolidated by the court. The plaintiffs generally seek unspecified damages
based on allegations that the defendants violated United States securities laws and regulations by making
allegedly false and misleading statements about CMS Energy’s business and financial condition, particularly with
respect to revenues and expenses recorded in connection with round trip trading by CMS MST. CMS Energy,
Consumers, and the individual defendants filed motions to dismiss on June 21, 2004. The judge issued an opinion
and order dated January 7, 2005, granting the motion to dismiss for Consumers and three of the individual
defendants, but denying the motions to dismiss for CMS Energy and the 13 remaining individual defendants,
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CMS Energy and the mdrvrdual defendants will defend themselves v1gorously but cannot predrct the outcome of
thrs lrtrgatron Con L R U R R : v .

Demand for Actlon Agamst Ofﬁcers and Dlrectors In May 2002 the Board of Dlrectors of CMS Energy
received a demand, on behalf of a shareholder of CMS Energy Common Stock, that it commence civil actions
(i) to remedy alleged breaches of fiduciary-duties-by certain' CMS Energy officers and directors in connection
with round-trip trading by CMS MST,; and (ii) to recover ‘damages sustained by CMS Energy as a result of alleged
insider trades “alleged ‘to have been made ‘by “certain:current and former officers of CMS Energy and its
subsidiaries. In December 2002, two new diréctors ‘were appointed to the Board. The Board formed a special
litigation committee in January 2003 to determine ‘whether: it is in CMS Energy’s best interest to bring the action
demanded by the shareholder. The drsmterested members of the' Board appomted the two new directors to serve

on the special litigation committee.” A A

In December 2003, during the contmumg review by the special lmgatlon committee, CMS Energy was
Served With a derivative complaint’ ‘filed on" behalf of tHe shareholder in the Circuit Court of Jackson County,
Mrchrgan in furtherance of hrs demands CMS Energy cannot predlct the outcome of thrs matter '

ERISA Lawsurts. CMS Energy isa, named defendant alono with. Consumers CMS MST and certain
named and unnamed .officers’and - dlrectors in two lawsuits brought as purported class actions on behalf of
participants and beneficiaries of the CMS Employees® Savings and Incentive Plan (the ‘‘Plan’’). The two cases
were filed in July 2002 1n United States District Court for the Eastern District of Michigan and were later
consolidated by the’ court Plamtrffs allege ‘breaches ‘of ﬁducrary dutres under ERISA and seek restitution on
behalf of the Plan w1th respect to a decline in value of the shares of CM$S Energy Common Stock held in the Plan.
Plaintiffs also seek other equrtable rehef and legal ‘fees. The Judge issued an opinion and order dated
Decémber 27, 2004 condmonally granting plamtrffs motron 'for class certification. A trial date has not been set,
but is expected to be no earher than ate in 2005 CMS Energy and Consumers w111 defend themselves vrgorously
but cannot predrct the outcome of thls lrtrgatlon ' :

. : . IR ETI

Gas Index Price Reportmg Investlgatlou CMS Energy has notrﬁed appropnate regulatory and
governmental agencies that some employees at CMS MST and CMS Field Services appeared to have provided
1naccurate 1nformatron regardmg natural gas trades to varrous energy 1ndustry publications which compile and
report index prices. CMS Energy is cooperatmg w1th an ongomg investigation by the DOJ regarding this matter.
CMS Energy is unable to predict the outcortie of the DOJ investigation and what effect, if any, the mvestrgatron
will have on its business. The CFTC filed a civil injunctive action against two former CMS Field Services
employees in Oklahoma federal district court on February 1, 2005. The action alleges the two engaged in
reporting false natural gas trade information, and the action seeks to enjoin such acts, compel complrance with
the Commodities Exchange Act, and impose /monetary penaltres L

S R R
AL AN

......

Bay Harbor: Certain subsrdlanes of CMS Energy partrcrpated in the development of Bay Harbor, a
residential/commercial real estate project on the site of a discontinued cement and quarry operation near
Petoskey, Michigan. As part of the development, which went forward under an agreement with the MDEQ, a golf
course was constructed over several abandoned, cement Xkiln dust piles (CKD piles), leftover from the former
cement plant operation. Another former CKD area has.been converted into a park. Part of the agreement with the
MDEQ required the construction of a water collection system to recover seep water from one of the CKD npiles.
In 2002, CMS Energy sold its interests in Bay Harbor, but retained its obllgatxons under prev1ous env1ronmental
1ndemn1ﬁcatrons entered into’ at the mceptlon of the pro_lect -

From January.to September 2004, the seep *collectron system was ‘down for mamtenance and/or awartmg
permission to restart from the City of Petoskey. In Séptember 2004, the MDEQ issued a notice of noncompliance
(NON), after finding high pH-seep water in Lake Michigan adjacent to the project. The MDEQ also found hrgher
than acceptable levels of heavy metals, including mercirry, in the seep water.

91



CMS ENERGY CORPORATION
NOTES TO. CONSOLIDATED FINANCIAL STATEMENTS. (CONTINUED)

Coincident: with the MDEQ inspections, the' EPA also assigned an inspector to the:site. In. November 2004,
the EPA issued a Notice of Potential Liability under the Comprehensive Environmental Response, Compensation,
and Liability Act, and initiated discussions with the MDEQ, CMS Energy . and other partres toward arnvrng ata
sultable adm1mstranve consent order fo address problems at Bay Harbor‘ R

g P ol ST TsHRITIN VS S | ECNTO -
- . In February 2005 CMS Energy srgned an’ Admrmstratlve Order on Consent (AOC) w1th the EPA and the
EPA has executed. the. AOC. Under. the . :AOC;- CMS: Energy is; generally; obligated, .among . other things, to:
(i) engage in measures ‘to restrict access. to seep areas, install methods to interrupt the flow. of seep water to Lake
Michigan, and take-other measures as may be required, by, the EPA under an approved plan; (ii) investigate and
study the extent of hazardous substances at the site,; .evaluate alternatives to address a long-term remedy, and issue
a report of the.investigation and study; and (iii)- within 120 days after EPA approval of the investigation report,
enter into an enforceable agreement with the MDEQ to address a long-term remedy under certain criteria set
forth in the AOC

RING I - g aite : .

. Several partres have 1ssued demand letters to CMS Energyi clarmmg breach of the mdemmﬁcanon
provrs1ons, making. requests .for, payment. of thelr expenses related to the NON and/or claxmmg damages to
property or personal injury with regard to the matter. CMS Energy responded to the indemnification claims by
stating that it had not breached:its indemnity obligations,. it will comply .with the'indemnities, it has restarted the
seep water collection facility and it has responded to the NON. CMS Energy will defend. v1gorously any property
damage and personal m]ury clalms and has reserved all nghts and defenses TR i

-1 r HTRANY f

Based on prehmmary studres, CMS Energy has 1dent1ﬁed several remedlatron optrons The estrmated
potentlal caprtal and near-term expendrtures for these optlons range from $25 mlllron to $40 million, w1th
continuing yearly operatmg and mamtenance expenses rangmg from '$0.8 mlllxon to $1 6 mllhon Fmal
remediation and resultmg clalms agamst ‘third pames for rermbursement of remedlatron costs could 1ncrease or
decrease these amounts. CMS Energy has recorded a l1ab111ty for lts obl1gat10ns assocrated wrth thrs matter in the
amount of $45 million, with a resultant charge to its income statement of $29 mllllon, net ‘of deferred 1ncome
taxes, in the fourth quarter of 2004, reflecting CMS Energy’s current best estimate of both the capital and near-

term costs as well:as the present: value of continuing. future operating costs. .- .o v

" An adverse outcome of thlS matter could dependmg on the srze of any 1ndemn1ﬁcatron obhgatron or lrabrhty
under envrronmental laws, have a potentlally 51gn1ﬁcant adverse eﬁ‘ect on CMS Energy s ﬁnancral condition and
liquidity : and could negatrvely 1mpact CMS Energy s ﬁnanc1al results CMS Energy cannot predlct the ultrmate
cost or outcome of thrs matter o e :_'. e

-
LR R ETI
. P D P A .

S BT S PO A T

i

S T AU P S PE F VA TN I TSR 1 Y

CONSUMERS’ ELECTRIC Unti'ry CONTINGENCIES
Electric Environmental Matters: Qur operations aré subject to envirorimental laws and regulations. Costs
to operate our fac1llt1es in complxance w1th these laws and regulatlons generally have been recovered in customer

rates

. ; Tk o 'C K I S S T ST D PRV PR LR L Vo DPUIRI . :
a Clean Air: The EPA and the state regulatrons require us to make. significant capital expenditures estrmated
to be $802 million. As of December 31, 2004, we Have incurred'$525 million in capital expenditures to comply
with the EPA regulatrons and anticipate” that the remammg $277 million of caprtal expendrtures wrll be’ made
between 2005 and 2011. A SR AN ‘. i ! St "
SRR ! EELI T
The EPA has alleged that some utrlmes have mcorrectly class1ﬁed plant modlﬁcatrons as “‘routine
maintenance’’ rather than seek modification permits from the EPA. We have received and responded to
information requests from the EPA on this subject.. We believe that we have properly interpreted the requirements
of “‘routine-maintenance.”’ If our interpretation is found to bé incorrect, we may be required-to install additional
pollution controls: at. some: or all.of our. coal-fired electric'plants. and potentially: pay ﬁnes Addmonally, the

viability of certain plants remaining. in operation could be called into question:

0
e
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In addition to modifying the coal-fired selectric:plants, we .expect to .utilize .nitrogen oxid¢: emissions
allowances for years 2005 through 2909 most of which have been purchased. f’The cost of the allowances is
estimated to average $8 million per year for '2005-2006. The need for ‘allowances wrll deécrease after year 2006
with the installation of emissions control technology '

o

_Cleanup -and Solid Wasté: Under the Michigan Natural Resources.and Environmental Protection. Act, we
expect that we will ultimately incur investigation and remedial action costs at a number of sites. We believe that
these costs will be recoverable in rates under current ratemaking policies.

We are a potentlally respon51ble party at several contaminated sites administered under Superfund.
Superfund liability is joint and several, meaning that many other creditworthy partres with substantial assets are
potentially responsible with respect to the individual sites. Based on past experience, we estimate that ‘our share of
the total liability for the known Superfund sites will be between $1 million and $9 million. As of December 31,
2004 we have recorded a lrabrllty for the minimum amount of our estimated Superfund liability.

In October 1998, during routme maintenance activities, we identified PCB as a component in certain paint,
grout, and sealant materials at the Ludington Pumped Storage facility. We removed and replaced part of the
PCB material. We have proposed-a plan to deal with the remaining materials and are awaiting a response from the
EPA. AT

ngatlon In October 2003 a ‘group of erght PURPA qualrfymg facﬂmes sellmg power to us ﬁled a lawsurt
in Ingham County Circuit Court. The lawsuit alleges that we incorrectly calculated the energy charge payments
made pursuant to power purchase, agreements, with qualifying facilities. In February 2004, the Ingham County
Circuit Court judge deferred to the prlmary _]unsdlcnon of the MPSC drsmlssmg the circuit’ court case without
prejudice. In February 2005, the' MPSC issued an order in the 2004 PSCR plan case concluding that we ‘have been
correctly administering the energy charge calculation methodology The ¢ight plaintiff qualifying’ facilities have
appealed the drsmlssal of the circuit court case to the Mrchlgan Court of Appeals We cannot predict the outcome
of this appeal. - .- . i giiron s i 0 G R R I TR TRt L

e . L R A UL SR N i EE S LR P RN

CONSUMERS ELECTRIC UTILITY RE.L.TRUCI'URlNG MATTERS L N E T P

Electrlc ROA The MPSC approved rev1sed tarrﬁ's that establrsh the rates, terms and condmons under
which retail customers are permitted to choose an electric supplier. These revised tariffs  allow ROA customers,
upon as little as 30 days notice to us, to return to our generation service at current tariff rates. If any class of
customers’ (residential, commercial, or industrial) ROA load reaches ten percent of our ‘total load Tor that class of
customers, then returning ROA customers for that class must give 60 days notice to.return to ‘our.generation
service at current tariff rates. Howeyver, we may not have capacity available to serve returnmg ROA customers that
is sufficient or reasonably prlced “As a result, we' may be forced to purchase electricity on the spot miarket at
higher prices than we can recover from our customers during the rate cap periods. We ¢annot” predrct ‘the total
amount of electric supply load that may be lost to alternative electric suppliers. As.of March 2005, alternative
electric suppliers are providing 900 MW of generatron supply to ROA customers.. This amount. represents
12 percent of our drstnbutron load and an incréase of 23 percent compared to March 20047 '

; s ot ;
e ,-l-\.! LA . ; - Ll o [
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Electric Restructurmg Proceedmgs Below is a drscussron of our electric restructunng proceedings.

The followmg chart summarizes our electric restructurrng ﬁ]rngs w1th the MPSC

Year(s) Years ] L .
Proceeding Filed Covered Requested Amount : o Status'

Stranded Costs . 2002-2004 . -2000-2003  $137 million(a)  The MPSC ruled that we experienced
: L : : . e , - zero Stranded Costs for 2000 through
2001. The MPSC approved recovery
of $63 million in Stranded Costs for
R ' E ‘ S 2002 through 2003.

Implementation Costs 1999-2004  1997-2003  $91 “million(b)) The MPSC allowed $68 million for
» o . the years 1997- 2001, plus $20 million
. for the cost of money through 2003..
Implementation cost filings for 2002
' — R : ) v and 2003 in the amount of _
' ' $8 million, which includes the cost of
- money: through 2003, are pendrng
MPSC approval.

Section 10d(4) 2004 = 2000-2005  $628 million Filed with the MPSC in October
Regulatory Assets T ’." o 2004 ' '

1

(a) Amount mcludes the cost of money through the year in which we expected to receive recovery from the
MPSC and assumes recovery of Clean Air Act costs through the Sect1on lOd(4) Regulatory Asset case

(b) Amount includes the cost of money. through the year prlor to the year ﬁled

Section 10d(4) Regulatory Assets: Section 10d(4) of the Customer Choice Act allows us to recover cértain
regulatory assets through deferred recovery of annual capital expenditures in excess of depreciation levels ‘and
certain other expenses incurred prior to and throughout the rate freeze and rate cap periods, including the cost of
money. The section also allows deferred recovery of expenses incurred during the rate freeze and rate cap periods
that result from changes in taxes, laws, or other state or federal governmental actions. In October 2004, we filed
an application with the MPSC seeking recovery of $628 million of Section lOd(4) Regulatory Assets- for the
period June 2000 through December 2005 consisting of: -

*" capital expendrtures in excess of deprecratron
~* Clean Air Act costs,

. other expenses related to changes in law or govemmental actron incurred during the rate freeze’ and rate
cap penods and

- . »:the associated cost of money through the penod of collectlon

Of the $628 million, $152 mlllron relates to the cost of money

As allowed by the Customer Choice Act, in January 2004, we began accruing and def‘errmg for recovery the
2004 portion of our Section 10d(4) Regulatory Assets. In November 2004, the MPSC issued an order in Detroit
Edison’s general electric rate case which concluded that Detroit Edison’s return of and on Clean Air Act costs
incurred from June 2000 through December 2003 are recoverable under Section 10d(4). Based on the precedent
set by this order, we recorded an additional regulatory asset in November 2004 for our return of and on Clean Air
Act expenditures incurred from 2000 through 2003. Unless we receive an order from the MPSC to the contrary,
we will continue to record additional accruals. However, certain aspects of Detroit Edison’s electric rate case are
different from our Section 10d(4) Regulatory Asset filing. In March 2005, the MPSC Staff filed testimony
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recommending the MPSC approve recovery of approximately $323 million. We cannot predict the amount, if any,
the MPSC will approve ‘as recoverable. At December:31, 2004, total Section 10d(4) Regulatory ‘Assets totaled
$141 million.

* Transmission Sale: In May 2002, we sold our electric transmission system to MTH, a non-affiliated limited
partnershrp whose general partner is a subsidiary of Trans-Elect, Inc. We are in arbitration with MTH regarding
property tax items used in establishing the selhng price of our electric transmission system. An unfavorable
outcome could result in.a reduction of, sale _proceeds previously recognized of approx1mately $2 million to
$3 million. , o
CONSUMERS' ELectric UTiLTy RATE MATTERS ;; T

_ Electrlc Rate ‘Case: In’ December 2004 we ﬁled an ‘application with the MPSC to increase our retail
electri¢ base rates. The electric ‘raté cdse filing ' requests an annual increase 'in revenues of approxrmately
$320 million. The primary reasons for the request are increased system maintenance and improvement’ costs,
Clean Air Act related expenditures, and employee pension costs. A final order from the MPSC on our electric rate
case is expected in late 2005. If approved as requested, the rate increase would go into effect in January 2006 and
would apply to all retail electrrc customers. 'We cannot predict the amount or tlmmg of the rate increase, if any,
which the MPSC will approve. - . :

SR T I

. Power Supply COStS‘ To Teduce the risk of high electrlc prices during peak demand periods and to achieve
our reserve margin target, we employ a strategy of purchasmg electric capacity and energy contracts for the
physical delivery of electricity primarily in the summer months and to a lesser degree in the winter months. We
have purchased capacity and energy contracts partially covering the estimated reserve margin requirements for
2005 through 2007. As a result, we have.recognized an asset of $12 million for,unexpired capacity and energy
contracts as of December 31, 2004. -The total premium costs of electric capacity and energy contracts for 2004
were approximately $12 million. ,;; T RTI o . . _ Co .

PSCR The PSCR process assures recovery of all reasonable and prudent power supply costs actually
incurred by us. In September 2004, we submitted our 2005 PSCR filing to the MPSC. The proposed PSCR charge
would allow “us to recover a portion of .our-increased ,power, supply costs from commercial and industrial
customers and, subject to the overall rate ,caps, from other customers. We self-implemented the proposed 2005
PSCR charge in January 2005. We estimate the increased recovery of power supply costs from commercial and
industrial customers to be approximately $49 million in 2005. The revenues from the PSCR charges are subject to
reconciliation at the end of the year after actual costs have been reviewed for reasonableness and prudence. We
cannot.predict the outcome of these. PSCR proceedmgs : :

OTHER CONSUMERS ELECTRIC UTILlTY CONTINGENCIES

T he Mldland Cogeneratmn Venture. The MCV Partnershrp, Wthh leases and operates the MCV Facrhty,
contracted to sell electricity to Consumers for a 35-year period beginning in 1990 and to supply electricity and
steam to:Dow. We hold a 49 percent partnershlp mterest in the MCV Partnershrp, and a 35 percent lessor mterest
in the MCV: Facility.:, . o L e e S .

T

In 2004, we consolidated the MCV Partnership and the FMLP into our consolidated financial statements in
accordance with Revised FASB Interpretation No. 46..For additional details, see Note 16, Implementation of New
Accounting Standards. - Our. consolidated retained. earnings include undistributed -earnings from the MCV
Partnershrp of $237 million at December 31 2004 and $245 million at December 31, 2003. o
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The cost that we incur under the MCV Partnership PPA exceeds the recovery amount allowed by the MPSC.
We expense all cash underrecoveries directly to income. We estimate cash underrecoveries of capacity and fixed
energy payments as follows:

2005 2006 2007

Estimated cash underrecoveries ............... e e $56 $55 839

~ After September 15, 2007, we expect to claim relief under the regulatory out provision in the PPA, limiting
our capacity and fixed energy payments to the MCV Partnership to the amount collected from our customers. The
MCV Partnership has indicated that it may take issue with our exercise of the regulatory out clause after
September 2007. We believe that the clause is valid and fully effective, but cannot assure that it will prevail in the
event of a dispute. The MPSC’s future actions on the capacity and fixed energy payments recoverable from
customers subsequent to September 15, 2007 may affect negatively the earnings of the MCV Partnership and the
value of our investment in the MCV Partnershlp

Further, under the PPA, variable energy payments to the MCV Partnership are based on the cost of coal
burned at our coal plants and our operation and maintenance expenses. However, the MCV Partnership’s costs of
producing electricity are tied to the cost of natural gas. Because natural gas prices have increased substantially in
recent years and the price the MCV Partnership can charge us for energy has not, the MCV' Partnership’s
financial performance has been 1mpacted negatrvely Even with the approved RCP, if gas prices continue at
present levels or increase, the economics of operatmg the MCV Facility may be adverse enough to require us to
recognize an impairment.

* In January 2005, the MPSC 1ssued an order approving the RCP, with modifications. The RCP allows us to
recover the same amount of capacity and fixed energy charges from customers as approved in prior MPSC orders.
However, we are able to dispatch the MCV Facility onthe basis of natural gas market prices, which will reduce
the MCV Facility’s annual production of electricity and, as a result, reduce the MCV Facility’s consumption of
natural gas by an estimated 30 to 40 bef annually. This decrease in the quantity of high-priced natural gas
consumed by the MCV Facrllty will beneﬁt our ownership interest, in the MCV Partnership.

' The substantial MCV Facility fuel cost savings will be used first to offset fully the cost of replacement
power. Second, 85 million annually will be used to fund a renewable energy program. Remaining savings will be
split between the MCV Partnership and Consumers. Consumers’ direct savings will be shared 50 percent with its
customers in 2005 and 70 percent in 2006 and beyond. Consumers’ direct savings from the RCP, after a portion is
allocated to customers, will be used to offset our capacity and fixed energy underrécoveries expense. Since the
MPSC has excluded these underrecoveries from the rate making process, we anticipate that our savings from the
RCP will not affect our return on equity used in our base rate ﬁlmgs

In January 2005, Consumers and the MCV Partnership’s general partners accepted the terms of the order
and’implemented the RCP. The underlying agreement for the RCP between Consumers and the MCV Partnership
extends- through the term- of the PPA. However, either party may terminate that agreement under certain
conditions. In February 2005, a group of intervenors in the RCP case filed an application for rehearing of the
MPSC order. The Attorney General also filed a claim of appeal with the Michigan Court of Appeals. We cannot
predict the outcome of these appeals.

"MCY Partnership Property Taxes: In’ January 2004, the Michigan Tax Trlbunal issued its decision in the
MCV Partnership’s tax appeal against the City of Midland for tax years-1997 through 2000. The MCV
Partnership estimates that the decision will result in a refund to the MCV Partnership of approximately
$35 million in taxes plus $10 million of interest. The Michigan Tax Tribunal decision has been appealed to the
Michigan Court of Appeals by the City of Midland and the MCV Partnership has filed a cross-appeal at the
Michigan Court of Appeals. The MCV Partnership also has a pending case with the Michigan Tax Tribunal for
tax years 2001 through 2004. The MCV Partnership cannot predict the outcome of these proceedings; therefore,
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the above refund (net of approximately $16 million of deferred expenses) has not been recognized in 2004
earmngs )

T ; f.' et . -
[N . el oo [

Nuclear Plant Decommrssnomng DeCOmmlssromng fundmg pract1ces approved by the MPSC require us
to ﬁle a report on the adequacy of funds for: decommissioning at three-year intervals. We prepared-and filed
updated cost estimates for Big Rock and Palisades on March 31, 2004. Excluding -additional costs for spent
nuclear fuel storage, due to the DOE’s failure to accept this spent nuclear fuel on schedule these reports show a
decommlssmnmg cost of $36l mlllron for Bjrg Rock and $868 million for Palisades. Smce Big Rock i is currently
in the process of bemg decomm1ssmned the estrmated cost includes historical expend1tures in nommal dollars
and future costs in 2003 dollars w1th all Pahsades costs glven in 2003 dollars '

" In 1999, the MPSC orders for Big Rock 'and Palisades provided for fully fundmg the decommrssronmg trust
funds for _both sites. Tn"December 2000, “furding “of ‘the -Big Rock trust fund stopped because the MPSC-
authorized ‘decommissioning - surcharge ‘collection “period ~expired. The MPSC order set the annual
decommissioning surcharge for Palisadés ‘at $& million through 2007. Amounts collected from electric retail
customers and -deposited in trusts, .including trust, .earnings, -are credited to a regulatory liability and asset

retlrement obl1gat1on e i

Blg Rock: Excludmg the additional nuclear fuel storage ‘costs due'to the DOE’s failure to accept this spent
fuel on schedule, we ‘ate currently projecting that ‘the level of funds provided by the trust for Big Rock will fall
short of the amount needed to complete the decommissioning by $26 million. At this time, we plan to provide the
additional amounts. needed from pur corporate funds and, subsequent to the completion. of radiological
decommissioning work, seek recovery of such expendrtures at the MPSC. We cannot predict how the MPSC will
rule on our request The following table shows our, B1g Rock decommissioning activities: :

G Fyrn T o L o B

* Year-to-Date - Cumulative
December 31, 2004  Total-to-Date
. ; . et i Lo . (In Millions)
IR AR O A TS A S U B N v . c
Decommrssxomng expendltures(a) ......... feles s glyaaaamne e g o 835 .. $298

Withdrawals from trust funds. 36 279

v

'(a) Includes site restoratxon expendrtures B b
i ¥ LAy i e : Lot '

These act1v1t1es had no materlal .impact on net 1ncome At December 31 2004 we have an investment in
nuclear decommissioning trust funds of $52 million for Big Rock. In addition, at December 31, 2004, we have

charged S8 mlllron to our FERC _]unsdlctronal deprec1atlon reserve for the decommxssxonmg of Big Rock

Pallsades Excludmg addltronal nuclear fuel storage costs due to the DOE s fa1lure to accept this spent fuel
on schedule, we concluded that the . existing. surcharge ; for Palisades needed ‘to be'increased to $25.million
annually, beginning January 1, 2006, and continue through 2011, our current: hcense expiration date. In June
2004, we filed an application with the MPSC seekmg approval  to increase the surcharge for recovery of
decommissioning costs related 'to Palisades begmmng in 2006. In September 2004, we announced that we will
seek a 20-year license renewal for Palisades. In’ January 2005, we filed a séttlement agreement ‘with the MPSC
that was agreed to by four of :the:six:parties.. The settlement agreement provides for the continuation of the
existing $6 million annual decommissioning surcharge through 2011 and for the next periodic review to be filed
in March 2007. We are seeking MPSC approval of the settlement, under a-contested settlement proceeding, but
cannot predlct the outcome

At December 31 2004 we have an: 1nvestment rin the MPSC nuclear decommlssronmg trust funds of
$513 million for Palisades. In addition, at Decémber 31; 2004, we have a FERC decommissioning trust fund with
a balance of $10 million. For additional- details on. decommrssxomng costs accounted for as asset retirement
obligations, see Note .8, Asset Retirement Obligations. ' : : :
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Nuclear Matters:

DOE Litigation: In 1997, a U.S. Court of Appeals decision confirmed that the DOE was to begin accepting
deliveries of spent nuclear fuel for disposal by January :1998. Subsequent U.S. Court of Appeals-litigation, in
which we and other utilities participated, has not bcen successful in producmg more specrﬁc relief for the DOE’s
failure to accept the spent nuclear fuel. : ,

~ There are two court decisions that support the right of utilities to pursue damage ¢laims in the United States
Court of Claims against the DOE for failure to take delivery of spent nuclear fuel. Over 60 utilities have initiated
litigation in the United’States Court of Claims; we filed our complaint in December 2002. In July 2004, the, DOE
filed an amended answer and motion to dismiss the complaint. In October 2004, we filed a response to the DOE’s
motion and our motion for summary judgment on liability. Oral argument has been held, and the motions are now

before the Court for a decision. If our litigation against the DOE is successful, we anticipate future recoveries -

from the DOE. We plan to: use recoveries, to. pay the cost of spent nuclear fuel storage until the DOE takes
possession as required by law. We can make no assurance that the litigation against the DOE will be successful.

In July 2002, Congress approved and the President signed a bill designating the site’ at Yucca Mountain,
Nevada, for the development of a repository for the disposal of high-level radioactive waste and spent nuclear
fuel. We expect that the DOE will submit an.application to the NRC sometime in 2005, for a license to begin
construction of the repository. The apphcatlon and review process is estlmated to take’ several years.

Insurance: We maintain nuclear insurarice coverage on our nuclear plants, At Palisades, we maintain nuclear
property insurance from NEIL totaling $2. 750 billion and insurdnce that would “partially "cover the cost of
replacement power during certain prolonged accidental outages: Because NEIL is'a mutual insurance company,
we could be subject to assessments of up to'$27 million in any policy year if insured losses in excess of NEIL’s
maximum policyholders surplus occur at our, or any other member’s, nuclear facility. NEIL’s policies include
coverage for acts of terrorism.

At Palisades, we maintain nuclear liability insurance for third-party bodily injury and off-site property
damage resulting from a nuclear hazard for up to approximately $10.761 billion, the maximum insurance liability
limits established by the Price-Anderson Act. The United States Congress enacted the Price-Anderson Act to
provide financial liability protection for those parties who may be liable for a nuclear accident or incident. Part of
the Price-Anderson Act’s financial protection is a mandatory industry-wide program under which owners of
nuclear generating facilities could be assessed if a nuclear incident occurs at any nuclear generating facility. The
maximum assessment against us could be SlOl mllllon per occurrence limited to maximum annual installment
payments of $10 mrllron : : - :

We also maintain insurance under a program that covers tort claims for bodlly injury to nuclear workers
caused by nuclear hazards. The policy contains a $300 million nuclear industry aggregate limit. Under a previous
insurance program providing coverage for-claims brought by nuclear workers, we remain responsible for a
maximum assessment of up to $6 million. P :

Big Rock remains insured for nuclear habrhty by a combmatlon of insurance and a NRC indemnity totalmg
$544 million, and a nuclear property insurance pollcy from NEIL. '

" Insurance polrcy terms, limits, and condmons are subject to change durmg the year as we rencw our pollcles

Ce

Consumers’ Gas Urniury CONTINGENClES e

Gas Environmental Matters: We expect to incur investigation and remedial costs at a number of sites
under the Michigan Natural Resources and’ Environmental Protection Act,-a Michigan statute that covers
environmental activities including remediation. These sites include 23 former manufactured gas plant facilities.
We operated the facilities on these sites. for some part of their operating lives. For some of these sites, we have no
current ownership or may own only a portion of the original site. We have.completed initial investigations at the
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23 sites.-We will continue to implement remediation plans for sites where we have received MDEQ remediation
plan approval. We will also work toward resolving environmental issues at sites as studies are completed. ...

We have estimated .our ‘costs for .investigation and remedial action at all 23 sites using.the Gas Research
Institute-Manufactured -Gas Plant Probabilistic’ Cost.-Model. We expect our remaining costs to’ be:between
$37 million and $90 million. The range reflects multiple alternatives with various assumptions for resolving the
environmental issues at each site. We base the estimates on discounted 2003 costs using a discount rate of three
percent. The discount rate represents a 10-year average of U.S. Treasury bond rates reduced for increases in the
consumer price index. We expect to fund most of these costs through-insurance proceeds and MPSC-approved
rates. As of December 31, 2004, we have recorded a liability of $38 million, net of $44 million of expendltures
incurred to date, and a regulatory asset of $65 million. Any significant change in ‘assumptions, such as an increase
in the number of sites, ‘different remediation techniques; nature and extent -of contamrnatron and legal and
regulatory requirements, could affect our estrmate of remedral action costs. '

In its November 2002 gas drstrlbutlon rate order the MPSC authorrzed us to contmue to recover
approximately $1° million of manufactured gas plant facilities environmental clean-up costs annually. This
amount will continue to be offset by $2 million to reflect amounts recovered from all other sources: We defer and
amortize, over a period of 10 years, manufactured ‘gas plant facilities environmental clean-up costs above the
amount currently included in rates. Additional amortization of the expense in our rates cannot begin until after a
prudency review in a gas rate case.

ConsuMers’ GAs UTiLTy RATE MatTers - .

Gas Cost Recovery: The GCR process is designed to allow us to recover all of our purchased natural gas
costs if incurred under reasonable and prudent pohc1es and practices. The MPSC reviews these costs for prudency
in an annual reconciliation proceedmg

. The following table summarizes our GCR reconcrhatron filings with the MPSC. 'Additional details related to
these proceedings follow the table : :

Gas Cost Recovery Reconciliation .~ 7 Tt Rt

Net Over

GCR Year Date Filed ., , Order Date, = : - Recovery: .. . - :,Status L
2001-2002 June 2002 .. May.2004 = $3 million. $2 million has been refunded, $1 million is included

oo T s e e T T i our 2003-2004 GCR reconciliation filing
2002-2003  June 2003  March 2004 $5 million Net over-recovery includes interest accrued through
.- March 2003, -and- an $11 million . disallowance

settlement agreement
2003 2004 Junc 2004 February 2005 $31 mrlllon ‘Frlmg includes the- $1 mrllron and the $5 rmllron
& GCR net over-recovery above '

Net over-recovery amounts 1ncluded in the table above mclude refunds that we recerved from our, supplrers
“hrch are requrred to be refunded to our customers ,- ‘ ‘ . ‘
V GCR )ear 2003- 2004 In February 2005 the MPSC approved a settlement agreement that resulted ina
credit to our GCR -customers for a $28 ‘million over-recovery, plus $3 million interest, using a roll-in refund
methodology. . The Tol-in methodology incorporates a.GCR over/under-recovery -in the next GCR plan year.

'GCR Plan for Year 2004-2005: In December 2003, we filed an application with the MPSC seeking approval
of a GCR plan for the 12-month period of April 2004 through March 2005. In June 2004, the MPSC issued 2 final
Order in our GCR plan approving a settlement. The settlement included a quarterly mechanism for setting a GCR
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ceiling price. The current ceiling price is $6.57 per mcf. Actual gas costs and revenues will be subJect to an
annual reconciliation proceeding. : » .

GCR Plan for Year 2005-2006: In December 2004, we filed an application with the MPSC seeking approval
of a GCR plan for the 12-month penod of April 2005 through March 2006. Our request proposes using a GCR
factor consrstmg of: : r

* a base GCR factor of $6.98 per mcf plus
*a quarterly GCR ceiling pr1ce adjustment contingent upon future events.

'The GCR factor can be adjusted monthly, provided it remains at or below the current ceiling price. The
quarterly adjustment mechanism allows an increase in the GCR ceiling price to reflect a portion of cost increases
if the average NYMEX price for a specified period is greater than that used in calculating the base GCR factor.
Actual gas costs and revenues w1ll be subject to an annual reconciliation proceedmg

2003 Gas Rate Case: -In March 2003 we ﬁled an appllcatron w1th the MPSC for a gas rate increase in the
annual amount of $156 million. In December 2003, the MPSC. granted an interim rate increase in the amount of
$19 million annually. The MPSC also ordered an. annual $34 million reductron in our annual depreciation
expense and related taxes. ~ , :

On October 14, 2004, the MPSC issued its Opinion and Order on final rate relief. In the order, the MPSC
authorized us to place into effect surcharges that would increase annual gas revenues by $58 million. Further, the
MPSC rescinded the $19 million annual interim rate increase. The final raté relief was contingent upon our
agreement to: . e . : . !

t

* achieve a common equity level of at least $2.3 brlhon by year-end 2005 and propose a plan to 1mprove the
common equity level thereafter until our target capital structure is reached,

* make certain safety-related operatron and maintenance, pension, retiree health-care, employee health- ~care,
and storage working capital expenditures for which the surcharge is granted, -

* refund surcharge revenues when our rate of return on common equity exceeds its authorized 11.4 percent
rate,

* prepare and file annual reports that address certain issues identified ‘in the order, and

e filea general rate case on or before the date that the surcharge explres (which is two years after the
surcharge goes into eﬂ'ect)

On October 15; 2004, we agreed to these commitments.

. 2001 Gas Depreciation Case In December 2003, we filed an update to our gas utility plant depreciation
case orrglnally filed in June 2001 On December 18, 2003, the MPSC ordered an annual $34 million reduction in
our deprecranon expense and related taxes in an interim rate order issued in our 2003 gas rate case.

In October and December 2004 the MPSC lssued Opmlons and Orders in our gas deprecnatron case. The
October 2004 order requires us to file an application for new depreciation accrual rates for our natural gas utility
plant on, or no earlier than three months prior to, the date we file our next natural gas general rate case. The
MPSC also directed us to undertake a study to determine why our removal costs are in excess of those of other
regulated Michigan natural gas utilities and file a report with the MPSC Staff on or before December 31, 2005.

In February 2005, we requested a delay in the filing date. for the next depreciation case until after the MPSC
considers the removal cost study, and after the MPSC issues an order in a pending case relating to asset
retirement obligation accounting. :
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OTHER MATTERS

Collectne Bargammg Agreements Approxrmately 46 percent of our employees are represented by the
Utrlrty ‘Workers of Amenca)Umon The Umon represents Consumers’ operatmg, maintenance, and constructron
employees and our call center employees The collectrve bargammg agreement ‘with the Union for our operatmg,
maintenance, and construction employees will explre on Juné 1, 2005 and negotratrons “for a new agreement is
‘underway currently. The collectrve bargarnmg agreement wrth the Umon for our call center employees w1ll exprre
on August 1, 2005 : e ' : : v

"!L B "“J’}" o . B - ) PITE e e ’ A

OTHER CONTINGENCIES’

NG o T . - o
Equatorlal Gumea Tax Clarm CMS Energy recerved a request for mdemnrﬁcatron from Perenco the
purchaser of CMS Oil and Gas. The mdemmﬁcatron claim relates to the salé by CMS Energy of its oil; gas, and
methanol projects in Equatorral Guinea and the claim of the government of Equatorlal Guinea that $142 million
in taxes is owed it in connection with that sale. Based on information currently available, CMS Energy and its tax
advisors have concluded that'the governiment’s’ tax’ ‘claim is Wwithout merit, and Pererico has submitted a response

to the government reJectmg the clarm CMS Energy cannot predlct the outcome of thrs matter

Bt u

i Gas Index Prlce Reportmg Lrtlgatlon CMS Energy, CMS MST CMS Freld Servrces, Cantera Natural
Gas, Inc. (the company that purchased CMS Fleld Services) and Cantera Gas Company are named as ‘defendants
in various lawsuits arising as a result of false natural gas price reporting..Allegations include manipulation of
NYMEX natural gas futures and optlons pnces price-fixing consprracres and artificial inflation of natural gas
rétail pnces in California’ and Tennessee” CMS' “Energy and the other CMS defendants wrll defend themselves
vigorously against thesé matters but’ cannot predict their outcome. i

Dearborn Industrial Generation: In Qctober 2001 Duke/Fluor Damel (DFD) presented DIG w1th a
change order 1o their constriction ‘Contract and ﬁled an action in Mlchlgan state court clarmmg damages in the
amount of $110 million, plus interest and costs, which DFD ‘states’ répresents the cumulative amount owed by
DIG for delays DFD believes DIG caused -and-for prior change orders that DIG previously rejected. DFD also
filed a construction lien for the $110 million. DIG,.in addition o drawing down on three letters of credit totaling
$30 million that it obtained from DFD, has filed an. arbitration claim against DFD asserting .in .excess of an
additional $75 million in claims agamst DFD. The judge in the Michigan state court case entered an order staying
DFD’s prosecution of its claims in the court case and permitting the arbitration to proceed. DFD has appealed the
decision by the judge in the Mlchlgan state court case to stay the lmgatron DIG will contmue to defend itself

vrgorously and pursue 1ts clarms DIG cannot ‘Predict’ the outcome of thrs matter
S SRR gt

DIG Noise Abatement Lawsurt In February 2003 DIG was served with a three count ﬁrst amended
complaint filed in Wayne County Circuit Court seeking damages and injunctive relief based upon allegations of
excessive noise and vibration created by operation of the power plant on behalf of six named plaintiffs, all alleged
to be adjacent or nearby residents or property owners and a class of ‘‘potentially thousands’* who have been
similarly affected. The parties entered into a settlement agreement on June 25, 2004, whereby DIG agreed to
remediate the sound emitted from various pieces of plant equipment to a level below the ambient noise level and
pay a substantial portion of plaintiffs’ attorney fees and costs. The court entered an Order for Conditional
Class Certification and Settlement Approval on August 27, 2004. No class members opted out of the settlement.
DIG believes remediation is now complete at a cost of approximately $0.6 million. The parties shall seek a Final
Order for Class Certification and Settlement Approval and dismissal of the action. Until such tirne as the entry of
this Order, DIG cannot predict the final cost associated with the settlement of this matter, but expects that it will
be less than $1 million.

Former CMS Oil and Gas Operations: A Michigan trial judge granted Star Energy, Inc. and White Pine
Enterprises, LLC a declaratory judgment in an action filed in 1999 that claimed Terra Energy Ltd., a former CMS
Oil and Gas subsidiary, violated an oil and gas lease and other arrangements by failing to drill wells it had
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committed to drill. A jury then awarded the plaintiffs a $7.6 million award. Terra appealed this matter to the
Michigan Court of Appeals. The Michigan Court of Appeals reversed the trial court judgment with respect to the
appropriate measure of damages and remanded the case for a new trial on damages The trial judge reinstated the
judgment against Terra and awarded Terra title to the minerals. Terra has appealed this Judgment Enterpnses has
an 1ndemn1ty obllgatlon with regard to losses to Terra that might result from thrs lmgatlon

Leonard Field Dispute: CMS Gas Transmrssmn is involved in various disputes related to the Leonard
Storage Field in Addison Township, Michigan. The dispute centers around excess odor discharge and untimely
removal of certain equipment from the Leonard Facility. CMS Gas Transmission cannot predict the outcome of
this matter, and the ultimate consequence of an adverse outcome would be our inability to extract approximately
500,000 mcf of gas remaining in the Leonard Field that has a $l million book value at December 31, 2004,

CMS .Ensenada Customer Dispute: Pursuant toa long-term power purchase agreement CMS Ensenada
sells power and steam to YPF Repsol at the YPF refinery i in La Plata, Argentina. As a result of the so-called
“Emergency Laws,”’ payments by YPF Repsol under the power purchase agreement have been converted to
pesos at the exchange rate of one U.S. dollar to one Argentine peso. Such payments are currently insufficient.to
cover CMS Ensenada’s operating costs mcludmg quarterly debt service payments to the OPIC. Enterpnses is
party to a Sponsor Support Agreement pursuant to which Enterprises has guaranteed CMS Ensenada’s debt
service payments to 'OPIC up to’ an amount which is in dispute; but which ‘Entérprises éstimated to be
approximately $9 million at June 30, 2004. Following a payment made to OPIC in July 2004, Enterpnses now
belleves this amount to be approxrmately $7 mllllon o

‘The Argentme commerclal court granted 1njunct1ve rel1ef to CMS Ensenada pursuant to an ex parte actlon
and such relief will remain in effect until completion of an arbitration on the matter, to be administered by the
Intemattonal Chamber of Commerce.

Other CMS Generation does not currently expect to incur srgmﬁcant capltal costs at its power facrlmes for
compliance with current U.S. env1ronmenta1 regulatory standards ,

In addition to the:matters drsclosed within this Note,” Consumers and certain other subs1d1ar1es of CMS
Energy are parties to- certain lawsuits and administrative proceedings before various courts and governmental
agencies arising from the ordinary course’ of business. These lawsuits and proceedings may involve personal
injury, property damage, contractual matters envrronmental issues, federal and state taxes rates llcensmg, and
other matters, b ' -

We have accrued estimated losses for certam contmgenmes dlscussed wnthm thls Note. Resolutlon of these
contingencies is not expected to have a material adverse impact on our ﬁnanc1al posmon llquldlty, or results of
operations.- T :
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4: FINANCINGS AND CAPITALIZATION

Long-term debt as of December 31 follows:

Interest Rate (%) Maturity
CMS Energy Corporation
Seniornotes ............ S PRt 7.625 2004
o Ce e ... .- 9875 2007
- - ' 8.900 2008
7.500 2009
7.750 2010
8.500 2011
Lo 3.375(a) 2023
2.875(a) 2024
General termmnotes(b) L. .. e e - 7.327(c) 2005-2009
Extendible tenor rate adJusted securities (X- TRAS) ...... 7.000 2005
Revolving credit facilities and other .. ... e '
" Total — CMS Energy Corporatlon .................. :
Consumers Energy Company o ’
First mortgage bonds . ...... ...l i, 4.250 2008
4.800 2009
4.400 2009
4.000 2010
5.000 2012
5.375 - ©2013
6.000 2014
g 5.000 . 2015
et d : 5.500 2016
7.375 12023
Seniornotes .......... ..ol e . 6.000 2005
) T 6.500 2005
6.250 2006 .
6.375 2008
6.875 2018
6.500" 2028 -
Securitization bonds ! Sl F R AR Lo s, 188(c) 2005-2015
-FMLP debt ......... i IR P S S C
Nuclear fuel disposal llablllty ............ e e e ST . . o)
Tax-exempt pollution control revenue bonds ............ Various 2010-2018
Long-term bank debt{e) . .......... ...t Variable 2006
Other..... ..o, g y
- Total — Consumers Energy Company e
Enterpnses..................., ...... e o
Total principal amount outstanding . ............coovun...
Current amounts.............. O TS
Net unamortized discount ...... ey e e
Total long-term debt ... .. ...t

(a) Contingently convertible notes. See ""Cont.ingently Convertible Securities”
dlscussmn of the conversnon features
(b) Redeemed $103 mxlhon m January 2005 and $1 17 mllhon in February 2005

(c) Represents the weighted average ‘interest rate at December 31, 2004. -
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2004

2003

“'(In Millions)

§ —
468
260

409 -

300
300
150

288

2,175

$ 176
468
260

409
300
300
150

.2,063

496
180

]

2,746

.N’
74
[

within this Note for further
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(d) Maturity date uncertain. ' T e Coat .
(e) Paid off in January 2005.

Fmancmgs The followmg is a summary of significant long-term debt issuances and retirements during
2004:

l' o

'

, . Principal - Issue/Retirement
" (In millions)  Interest Rate (%) Date Maturity Date
Debt Issuances
CMS Energy ) Lo
- Senior notes. .. ... et . $ 288 2.875 December 2004  December 2024
Consumers . '

“FMB. . 150 4.400 August 2004 August 2009
"FMB............. P i 300 ~5.000 August 2004 February 2012
131 02 L 350 $5.500 " August 2004 ~ August' 2016
JEMBL oo 225 5.000 _December 2004 ° March 2015

' Total debt issuances ........... $1,313
Debt Retirements
CMS Energy :
Seniornotes........ e ..o § 176 7.625 November 2004  November 2004
X-TRAS.......... e .. 180 7.000 December 2004  January 2005
Consumers o .
FMLP debt ....... e . 115 11.750 July 2004 July 2004
Long-term bank debt .............. 140 Variable August 2004 March 2009
Senior notes. ... .. iiaiei, 141 6.500 September 2004 June 2018
~Senior notes.... .. .. F . 300 6.000 September 2004  March 2005
"FMB............ .............. B 208 " 7.375 December 2004  September 2023
Total debt retirements . ......... : $1,260

Issuance costs associated with the issuances of senior notes totaled $8 million and are being amortized
ratably over the lives of the related debt. Issuance costs associated with the issuances of FMBs totaled $7 million
and are being amortized ratably over the lives of the related debt. Call premiums associated with the Consumers
debt retirements totaled $20 million and are being amortized ratably over the lives of the newly issued debt. An
option payment associated with CMS Energy s retirement of the X—TRAS totaled $22 mllhon and was charged to
other interest expense in 2004.

Subsequent Financing Activities: In January 2005, we redeemed $103 million of general term notes. In
January 2005, we issued $150 million of 6.30 percent Senior Notes due 2012. We used the net proceeds of
$147 million to redeem the remaining general term notes and for other corporate purposes.

* In January 2005, Consumers issued $250 million of 5.15 percent FMBs due 2017. Consumers used the net
proceeds of $247 million to pay off its $60 million long-term bank loan and to rédeem the S73 ‘million
8.36 percent and the $124 million 8.20 percent subordinated deferrable interest notes. The subordinated
deferrable interest notes are c]assrﬁed as Long term debt~ related parties on the accompanymg Consohdated
Balance: Sheets. S S o oo ‘ s C

r -

First Mortgage Bonds: Consumers secures its FMBs by a mortgage and hen on substantlally all of its
property. Its ability to issue and sell securities is restricted by certain provisions in the first mortgage bond
indenture, its articles of incorporation; and the need for regulatory approvals under.federal law.
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. Securitization Bonds: Securitization bonds are collateralized by certain regulatory assets. The bondholders
have no recourse to our other assets. Through Consumers’ rate structure, we bill customers for securitization
surcharges to fund the payment of principal, interest, and other related expenses on the Securltlzatlon bonds
Securitization surcharges totaled $50 million-annually in 2003 and 2004: :

N
FMLP Debt: We consolidate the FMLP in accordance with Revised FASB Interpretation No. 46. At
December 31, 2004, long-term debt of the FMLP consists of?:

- - Maturity In Millions
11.75% subordinated secured notes ........ e e e et 2005 - $ 70 .

13.25% subordinated secured notes ............. ... ... e e 2006 75
6.875% tax-exempt subordinated 'secured notes ... :. L e 2009 137
6.750% tax-exempt subordmated secured notes P I B 2009 - 14

Total amount outstandlng S S e

$296 :
The FMLP debt is essentially project debit secired by cenaxn assets of the MCV Partnershlp and the FMLP.
The debt is non-recourse to other assets of CMS ‘Energy and Consumers. . :

Long-Term Debt — Related Parties: CMS Energy and Consumers each formed various statutory wholly-
owned business trusts for the sole purpose of issuing preferred securities and lending the gross proceeds to
ourselves. The sole assets of the trusts consist of the debentures described below. These debentures have terms
similar to those of the mandatorlly redéemable preferred securities the trusts issued. We determined that we do
not hold the controlling financial interest in our trust preferred security structures. Accordingly, those entities
were deconsolidated as of December 31,2003 and are reflected in Long-term.debt — related parties. The trust
preferred securities were previously mcluded in mezzamne equity.

[

The followmg is a summary of Long-term debt— related parties as of December 31

" Interest Rate (% ’ Maturlt} 2004 2003
(In Millions)

Debenture and Related Party ‘

L Lot Sl

b

Convertible subordinated debentures,

CMS Energy Trust I..... B UL U . 795.. .. - 2027.  $178 -$178
Subordinated deferrable interest notes, : ' . G o e P S
. Consumers Power Company Financing I(a) e 836 . .. 2015 . 7300073
Subordinated deferrable interest notes, . . S e )

Consumers Energy Company Fmancmg II(a) ............. 8.20 2027 124 124
Subordinated debentures, - .. L BRRERENE I S

- Consumers Energy Company Fmancmg III(b) ceeieieeeees . 2925 - 2029 . 180 - 180
Subordmated debentures, i SO - s T crL - n

" Consumers Energy Company F1nanc1ng IV~ il . 9.00- 2031 - _129.. 129
Total prlncrpal amounts outstanding .’ ’ N 684 684

Current amounts..‘.'.'..‘..‘..;-....’..-.-.-. L B e (180) _ —
Total Long term debt—related partles . ‘ L . L . $504 $684

(a) Redeemed in February 2005., S
(b) Redeemed in January 2005 wrth avallable cash

In the event of default, holders of the trust preferred securities would be entitled to exercise and enforce the
trusts™ creditor rights against us, which may include acceleration of the principal :amount due on the debentures.
We have issued certain guarantees with respect to payments on the preferred securities. These guarantees, when

105



CMS ENERGY CORPORATION
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)

taken together with our obligations under the debentures, related indenture and trust documents, provide full and
unconditional guarantees for the trusts’ obllgatrons under the preferred securmes :

" Debt Maturities: At December 31 2004 the aggregate annual maturmes for long-term debt for the next
five years are:

. ‘Payments Due .
2005 2006 2007 2008 2009
(In Millions)

Long-termdebt . .......iirieiii it e $267 :S554 $555 $973 $877

Regulatory Authorization for Fmancmos Consumers has FERC authonzanon to issue or guarantee up to
$1.1 billion of short-term securities and up to $1.1 billion of short-term FMBs as collateral for such short-term
securities. Consumers has FERC authorization to issue up to $1 billion of long-term securities for refinancing or
refunding purposes, $1.5 billion of long-term securities for general corporate purposes, and $2.5 billion of long-
term FMBs.to be 1ssued solely as collateral for other long—term securities.

Revolving Credit Facilities: The following secured revolving credit facﬂmes with banks are available as of

December 31, 2004: . g L o
; OQutstanding

. . R . . .. Amount of  Amount Letters-of- Amount

Company . o . R ,Expiration Date ~ Facility Borrowed Credit Available
- . S i (In Millions) :

CMS Energy(a) .......... e August-3, 2007 - $300 $— 8106 .  $194
Consumers(b) ............. ... .o o - 500 - —_ 25 . 475
The MCV Partnership ........ FERREREERE August 27 2005 50 — 2 48

o

(a) The annual interest rate on borrowmgs under this facrlrty is LIBOR plus 275 basrs points. Annual fees for
letters-of-credit are 275 basis points on the amount outstanding. A quarterly fee of 50 basis points is payable
on the average daily unused balance.

(b) This facility expires in August 2005 and may be extended annually at Consumers’ option to July 31, 2007,
The annual interest rate on borrowings under this facility is LIBOR plus 125 basis points. Annual fees for
letters-of-credit are 125 basis points on the amount outstanding.” A quarterly fee of 22.5 basis points is
payable on the average daily unused balance. Co

Sale of Accounts Receivable: Under a revolving accounts recelvable sales program, we currently sell
certain accounts receivable to a wholly owned, consolidated, bankruptcy remote special purpose entity. In turn,
the special purpose entity may sell an undivided interest in up to $325 million of the: receivables. We sold :
$304 million of receivables at December 31, 2004 and we sold $297 million of receivables at December 31, 2003. ?
These sold amounts are excluded from accounts receivable on our Consolidated Balance Sheets. We continue to
service the receivables sold to the special purpose entity. The purchaser of the receivables has no recourse against
our other assets for failure of a debtor to pay when due and the purchaser has no right to any receivables not sold.
No gain or loss has been recorded on the receivables sold and we retain no ‘interest in the recelvables sold.

Certain cash flows under our accounts receivable sales program are shown in the following table:

Years Ended December 31 o 2004 2003’

, ) . B ) : ‘ (In Millions)
Net cash flow as a result of accounts receivable financing. . ... ... .o, $- 7 § (28
Collections from customers ................ e e O $4,541 $4,361
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Dividend Restrictions: ‘Our.amended and restated $300 million secured revolving credit facility restricts
payments of dividends on -our common’stock during a 12-month period to $75 million, dependent on, the
aggregate amounts of unrestricted cash and unused commitments under the facrlrty : :

Under the provrstons of 1ts ‘articles of lncorporatlon at December 31, 2004 Consumers had $456 mllhon of
unrestricted retained earnings avarlable to pay common stock dividends. However, covenants in Consumers debt
facilities cap common stock dividend payments ‘at $300 million in a calendar year. In October 2004, the MPSC
rescinded its December 2003 interim gas rate order, which included a $190 million annual dividend cap imposed
on Consumers. For.the year ended December 31, 2004 we received $190 million of common stock d1v1dends
from Consumers. -

Capltahzanon. The authorized capital stock of CMS Energy consists of:
*:350 million shares of CMS Energy Common Stock, par value $0.01 per share and
"« 10 million shares of CMS Energy Preferred Stock par value $0.01 per.share.

In October 2004, we issued 32.8° mﬂllon shares of our common stock We reahzed net proceeds of
$288 million. : SRR cr oo .

.Preferred Stock: OQur Preferred Stock outstanding follows: =~ -+ . S e

PN oY
o l\umber of Shares

December 31 o ‘ ' 2004 2003 2004 2003
: ' ‘ T I S : 2 (In Millions) '

Preferred Stock

4.50% convertible, Authorized 10,000,000 shares(a)....... ..., .5,000,000 5,000,000 -$250 $250
Preferred subsidiary interest(b)........ feeee e IR ce Lo 11 11
Total Preferredstock...................Q .................... $261  $261

(a) See the “Contmgently Convertible Securmes section‘ within this Note for further discussio‘n of the
convertlble preferred stock. ‘ s S ' o

(b) In December 2003, we sold, in a private placement, a non-voting preferred interest in an 1nd1rect subsrdlary
of Enterpnses that owns certain gas pipeline and power generation assets. CMS Energy received $30 million
. for the prefeired interest, of which $19 million has been recorded as an addition to other paid-in capital

; (deferred gam) and $11 million has been recorded as a preferred stock issuance.

Preferred Stock of Subsidiary: Consumers’ Preferred Stock outstanding follows:

- Optional
Redemption Number of Shares

December 31 ' T Serdes Price’ 2004 2003 2004 2003

v s s (In Millions)

Preferred Stock
Cumulative $100 par value, Authorized _ o E
7,500,000 shares, with no'mandatory redemption’ $4.16  $103.25 . 68,451 68,451 " §7 :§ 7
A T 4.50 110.00 373,148 373,148 37 37
Total Preferred stock of subsidiary ........ s ‘ o P44 344

.

FASB Interpretation No. 45, Guarantor’s Accounting and Disclosure Requirements for Guarantees,
Including Indirect Guarantees of Indebtedness of Others: This Interpretation became effective January 2003. It
describes the disclosure to be made by a guarantor.about- its obligations under certain guarantees that it has
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issued.. At the inception. of a guarantee, it requires.a guarantor to recognize-a liability for the fair value of the
obligation undertaken in -issuing the guarantee. The-initial: recognition. and. measurement . provision of this
Interpretation does not apply to some guarantee contracts, such as warranties, derivatives, or guarantees between
either parent and subsidiaries or corporations under common control although dlsclosure of these guarantees is
requrred For contracts that *are within; the recogn1t1on ‘and measurement provrsron ‘of thrs Interpretanon the

provrsrons were to be’ applred o guarantees issued or modrﬁed aﬁer December 31, 2002

Guarantee Description

Indemnifications from asset sales ‘and other
agreements(a) ....:..i00 ..,

Letters of credit

Surety bonds and other indemnifications
Other guarantees ...:.......... .
Nuclear insurance retrospectrve premiums

The followmg table describes our guarantees at December 31 2004

O

(a) The majority of this amount arises from routine provisions in stock and asset sales agreements under, which
we indemnify the purchaser for losses resulting from events such as failure of title to the assets or stock sold
. by us to the purchaser We belreve the likelihood of a loss for any remaining indemnifications to be remote.

()

sheet that are entered into subsequent to January 1, 2003.

©

- The followmg table provides additional information regarding our guarantees

Guarantee Descrrptron

lndemmﬁcat1ons from asset sales
and other agreements

Letters of credit ’

Surety bonds and other
indemnifications

Other guarantees : L

Nuclear insurance retrospective
premrums

llow Guarantec Arose

44444

Stock and asset sales agreements

Normal operations of coal power
plants o

P

st TS S

Natural gas transportation
Self-insurance requirement
Nuclear plant closure

Normal operating activity, permits
and license

Normal operating activity - . .

Normal operations of nucledr
plants

S I [ A SRR AN

The carrying amount represents the fair market value of guarantees and indemnities recorded on our balance

Recourse provision indicates the approximate recovery, from third parties including assets held, as collateral.

;,.

Events .That Would
Reqmre Performance

'
'

Fmdrngs of mrsrepresentatron
breach of Warrantres and other
specrﬁc events or crrcumstances '

Noncomplrance wrth
envrronmental regulatlons and
non- responsrveness to demands
- for corrective:action -

Nonperformance

Nonperformance

Nonperformance

Nonperformance . - ..,

IR e
s LA et

+ + Nonperformance .or non-payment

by a subsidiary under a related
contract

Call by NEIL and Price-Anderson
Act for nuclear mmdent .

% SN

~We have entered into typrcal tax indemnity agreements in connectron with a variety of transacuons mcludmg
transactions for the sale of subsidiaries and assets, equipment-leasing; and financing agreements. These indemnity
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L AR e, Lt
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O  Various' ~ Various 25 — —
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agreements generally are not limited in amount and, while a maximum amount of exposure cannot be identified,

the probability of liability is considered remote.

v . £ . I
- sl .

. We have guaranteed payment of obligations through letters of credit, indemnities, surety bonds, and other

guarantees of unconsolidated affiliates and related parties of $400 million as of December 31, 2004. We monitor
and approve these obligations and believe it is unlikely that we would be required to perform or otherwise incur
any material losses associated with the above obligations.

Contingently Convertible Securities: - The following transactions took place in Decémber 2004'

. we completed an exchange offering in which 82 percent of our 3.375 percent contmgently convertrble
_ senior notes and 98 percent of our 4.50 percent contmgently convertlble preferred stock were exchanged
and '

e we issued $287.5 mrll1on of 2.875 percent contmgently convertrble senior notes. .. ¢ .,

* At December 31 2004 the srgmﬁcant terms of our contmgently convertrble secuntles were as follows

e

. common stockholders

Contingently Convertible \ear Number of Outstandmg Conversron ‘ -Tngger Settlement Method
Security(a) Issued Units (In Millions) Price(b) Price(b) Upon Conversion(c)
3.375% senior notes ........ 2004 122,850 ~ $122.9  $10.67  $12.81 Nét share seitlement
3.375% senior notes ........ 2003 __ 27,150 271 S1067  $1281 Common stock
| | 150,000°  $150.0 A |
4. 50% preferred stock. R 2004 4,910,000 82455 $ 9.89 $11.87 Net share settlement
4.50% preferred stock. ...... 2003 90,000 45 $9.89  $11.87 Common stock
o 5,000,000  $250.0 | .

2.875% senior notes ........ 2004 287 500 $287 5 $14 75 $17.70  Net share settlement
(a) The notes are putable to CMS Energy by the note holders at par on July 15 2008, 2013 and 2018 for our

3.375 percent convertible.senior notes and on December 1, 2011, 2014, and 2019 for our 2.875 percent
convertible senior notes. On or after December 5, 2008, we may cause the 4.50 percent convertible preferred
stock to convert if the closing price of our common stock remains at or above $12.86 for 20 of any 30
consecutive tradrng days. The Sl2 86 pnce may be adJusted if there is a payment or drstnbutron to our

. o7
G -t

(b) The securities become convertible for a calendar quarter if the price of our common stock remains at or

©

above the trigger prrce for 20 of 30 consecutive trading days ending on the last trading day the previous
quarter. The trigger price at which these securities become convertible is 120 percent of the conversion price,
which may be adjusted if there is a payment or drstrrbutlon to our common stockholders

The exchanged 3.375 percent convertible senior notes, the exchanged 4.50 percent convertrble preferred

stock, and all of our 2.875- percent convertible senior notes require us,-if converted, to pay cash up to the
prmcrpal (or par) amount of the securities and any conversion value in excess of that amount in shares of our

‘common stock. This ‘method of conversionis referred to as the “‘net share settlement’’ method. The

remaining securities that were not exchanged retained their original settlement features.

In January 2005; the remaining 18 percent, or $27.1 million of our 3.375 percent convertible Asenio_r notes

and the remaining 2 percent, or $4.5 million of our 4.50 percent convertible preferred stock weré exchanged,
bringing the total exchanged for both securities to 100 percent As a result, all of our contmgently convertible
securities now have a net share settlement feature. - : ‘
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5: EARNINGS PER SHARE
The following table presents the basic and diluted earnings'per sharélcoinputalious.

Years Ended December 31 - Lo T S L2004 2003 2002
; : : . ax - : e ’ ' (In Millions, Except -
- Per Share Amounts)

1

Earnings Available to Common Stock:

Income (Loss) from Continuing Operations . ....... i e w08 127 S (42) $(394)
Less Preferred Dividends . ... .ovvvit ittt it ceeaiiineanns (11) (1) —
" Income (Loss) from Contmumg Operat1ons Available to o ' o /‘

Common Stock — Basic. ... . ...\ i P L. § 116 S (43) $(394)
Add conversion of Contingently Convertible Securities (net of tax) ........... 1 —(a) —(a)
Income (Loss) from Continuing Operations Available to L

Common Stock —Diluted . ... e e - $ 117 § (43) $(394)

A\erage Common Shares Outstandmg Applwable to Basnc and Dlluted EPS
CMS Energy: - , U , L
AVerage ShareS— BasiC. ... ..t e 168.6  150.4  139.0
* Add conversion of Contingently Convertible Securities . . T 30 —fa) —(a)
Add Dilutive Stock Options and Warrants « . ...........oeeeuerreeeenn.. 0.5(b) —(b) —(b)
Average Shares —Diluted ........ ...l e, [ 172.1 1504 139.0
Earmnos (Loss) Per Average Common Share Awallable to Common Stock _ | v o
BASIC « v vt e SR S 0.68 $(0.30) $(2.84)
Diluted............... e e e 5067 $(030) $(2.84)

(a) Computation of diluted earnmgs per share for the years ended 2002 and 2003 excluded conversion of our

3.375 percent contmgently convertible senior notes’and our 4.50 percent contingently convertible preferred

" stock. Neither security was outstanding in 2002 In 2003, both securmes were excluded from diluted
earnings per share due to antidilution. »

(b) Since the exercise price was greater than the average market price of the common stock, options and
warrants to purchase 4.5 million shares of common stock were excluded from the computation of diluted
earnings per share for the year ended 2004. Due to antidilution, options and warrants to purchase 6.0 million
shares of common stock were excluded. for the year ended 2003, and 5.1 million shares of common stock
were excluded for the year ended 2002. e AR

Contingently Convertzble Securztzes At its September 2004 meeting, the EITF reached a’final consensus
that contingently convertible instruments should be included in the diluted earnings per share computation (if
dilutive) regardless of whether the market price trigger has been met. We adopted EITF Issue No. 04-8 for the
period ending December 31, 2004. For additional details, see Note 16, Implementation of New Accounting
Standards. Prior to our adoption of EITF Issue No. 04-8, we completed an exchange offer for our 3.375 percent
contingently. convertible senior notes and our 4.50 percent contingently convertible preferred stock, intended to
mitigate the earnings per share impact. » : ,

The exchanged securities have, the potent1a1 to dilute earnings per share to the extent that the convers1on
value exceeds the pnnmpal or par value

The remaining contmgently convertxble securities that were not exchanged were 1ncluded in the. diluted
earnings per share calculation using the “‘if-converted’’ method for the year ended December 31, 2004. All such
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remaining contingently convertible securities were exchanged in January 2005. For additional details, see Note 4,
Fmancmgs and Capitalization, ‘*Contingently Convernble Securities.” Co ' '

" Trust Preferred Securmes Due to antldllutlon the computatlon of drluted eammgs per ‘share’ excluded the
conversion of Trust Preferred Securities into 4.2 million shares of common stock and an $8.7 million reductlon of
interest expense, net of tax, for the years ended 2002, 2003, and 2004 Effecme July 2001 we can revoke the
conversion rights if certain conditions are met... - 1 .22 - AR e

" Other: In October 2004 we 1ssued 32 8 mllhon shares of our common stock For addmonal detalls, see
Note 4, Fmancmgs and Capxtallzatlon ,

6 FINANCIAL AND DERIVATIVE INSTRUMENTS

Fmanclal Instruments The carrymg amounts of. cash short-term mvestments and- current habrlmes
approximate their fair values because of their short-term nature. We estimate the fair values of long-term financial
instruments based on quoted market prices or, in the absence of specific market prices, on quoted market prices of
similar instruments, or other valuation techniques. . .. ..., - . o e

The cost and fair value of our long term ﬁnanmal mstruments are as follows . a

oy

2004 L . 2003 - '

L . : . - s« o - Fair Unrealized - - ... Fair, . Unrealized:
December 31 _(ﬂ Value Gain (Loss) Cost Value = Gain (Loss)
(In Millions) '

Long-term debt(a) ................. 0000 86,711 $7,052 -  S$(341) - $6,529 ° $6,762 - 8§(233)
Long-term debt—related partres(b) 684 653 0 31 . 684 648 - 36
Avazlablefor-sale securlttes o e S Ca
SERP: - .- S Pl T et .

Equity securities ...... i el vedees. o 0 33 47 00 140 0 320 43 L1

Debt securities(d). .. ............. ... 20 20 — 22 - 23 ~
Nuclear decommissioning 1nvestments(c) o

Equity securities T 136 - " 262 126 1 - 143 260 - ¢ 117

Debt securmes(d) 291 - 302 , ll 288 304 o 16"'

(a) Includes current maturities of $267. mxllxon at December 31 2004 and $509 mrlllon at December 31, 2003
Settlement of long-term debt is generally not expected until maturrty .

) Includes current maturmes ‘of $180 mxlllon at December 31, 2004,

(c) Nuclear decommlssronmg investments mclude cash and equlvalents and accrued income totalmg Sl 1 million
at December 31, 2004 and $11 million at ‘December 31, 2003. Unreallzed gams and losses on nuclear
-+ decommissioning investments are reflected as regulatory liabilities. - :

(d) The fair. value of ava1lable for-sale debt securmes by contractual maturrty as of December 31 2004 1s as

' follows . ."I“”,

R R "".,lf':'. Cortnonl .o S
o o R PR S RS S (Inl\llllions).
~Due in.one year or less .......... e O ST AP e - 8§31,
Due after one year through five years. .. ..o i oo O 127
Due after five years through ten years R RS .. 126
Due after ten years ...........0 .00 R PP O N 1

Total. ..ol R AR T s

Aot . - S p—
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Our held-to-maturity ‘investments consist of - debt. securities held by the -MCV i Partnership- totaling
$139 million as of December 31, 2004. These securities represent: funds :restricted. primarily :for future . lease
payments and are classified as Other assets on our Consolidated Balance Sheets. These investments have original
maturity dates of approx1mately one year or less and because of thelr short maturmes the1r carrymg amounts
approx1mate their falr values o "

: . . e
i . . L . -

Derivative InstrumentS' We are exposed to market nsks 1nclud1ng, but not llmlted to, changes in interest
rates, commodity prices, currency exchange rates, and equrty security prices. We manage these risks using
established policies and procedures ‘under the direction of both an executive oversrght committee consisting of
senior management representatives and a risk committee consisting of business-unit managers. We may tse
various contracts to manage these risks including swaps, optxons futures and forward contracts

;,,1, ol

We intend that any gains or losses on these contracts w111 be offset by an opposrte movement in the value of
the item at risk. Risk management contracts areclassified- as either non- trading or trading’ ‘These contracts
contain credit risk if the counterparties, including financial ‘institutions and energy marketers, fail to perform
under the agreements. We minimize such risk through established credit policies that include performing financial
credit reviews of our counterparties. Determination of our counterparties’ credit quality is based upon a number
of factors, including credit ratings, disclosed financial condition, and collateral requirements. Where contractual
terms permit, we employ standard agreements that allow for nettmg of positive and negative exposures associated
with a single counterparty. Based on these policies, our current exposures, and our credit reserves, we do not
anticipate a material adverse eﬂ"ect on our ﬁnanc1al posmon or earnings as a result of counterparty
nonperformance.

Contracts used to manage market risks may: be considered derivative instruments that.are subject to
derivative and hedge accounting pursuant to SFAS No. 133. If a contract is accounted for as a derivative
instrument, it is recorded in the financial statements as an asset or a l1ab111ty, at the fair value of the contract. The
recorded fair value is then adjusted quarterly to reflect any change in the market value of the contract, a practice
known as marking the contract to market. Changes in fair value (that is, gains or losses) are reported either in
earnings or accumulated other comprehensive i income, dependlng on whether the derivative quahﬁes for cash flow
hedge accounting treatment. S : o

",

For derivative instruments to qualify for hedge accounting, the hedgmg relatlonshxp must be formally
documented at inception and be highly effectlve in achieving offsettmg cash flows or offsetting changes in fair
value attributable to the risk being hedged. If hedgmg a forecasted transaction, the forecasted transaction must be
probable. If a derivative instrument; used as a.cash flow hedge; is terminated early because it is probable that a
forecasted transaction will not occur, any gain or loss as of such date is recognized immediately in earnings. If a
derivative instrument, used as a cash flow hedge, is terminated early for other economic reasons, any gain or loss
as of the termination date is deferred and recorded when the forecasted transactlon affects earmngs The
meffectlve portlon 1f any, of all hedges is recogmzed m eammgs ; SRR

We use a comb1nat1on of quoted market prices, pnces obtamed from extemal sources, such as brokers and
mathematical valuation models to determine the fair value of those contracts requmng derivative accountmg In
certain contracts, long-term commitments’ may extend beyond the’ perlod in which market quotatrons for such
contracts are available. Mathematical models are developed to determine various inputs into the fair value
calculation including price and other variables that may be required to calculate fair value. Realized cash returns
on these commitments may vary, either positively or negatively, from the results estimated through application of
the mathematical model. In connection with the market valuation of our derivative contracts,’ we mamtaln
reserves, if necessary, for credit risks based on the financial condltlon of counterpartres Y

- The majority of our ‘contracts are not subJect to denvatlve accountmg under SFAS No. 133 because they
qualify for the normal purchases and sales exception, or because there is not an active market for the commodlty
Certain of our electric capacity and energy contracts are not accounted for as derivatives due to the lack of an

112



CMS ENERGY CORPORATION
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)

active energy market in the:state of Michigan-and the significant transportation costs that would be incurred to
deliver the power under the contracts to the.closest active energy market at the Cinergy hub in Ohio. Similarly,
our coal purchase contracts are not accounted for as denvatrves due to the lack of an actlve market for the coal
for thesé contracts as denvatrves and the resultmg mark-to market 1mpact on earnmgs could be mater1a1 to our

financial statements ! i
; i o

+ The MISO is scheduled to begm the Mrdwest Energy Market on Apnl 1, 2005 whrch will mclude day-ahead
and real-time energy market information and céntralized dispatch for market participants. At this time, we believe
that the commencement of this market will not constrtute the development of an active energy market in the state
of Mlchlgan However after having adequate experlence w1th the Midwest Energy Market we wrll reevaluate
whether or not the act1v1ty level wrthln thxs market leads to the conclusion that an actrve energy market exrsts

¢ Derxvatlve accountmg is requlred for certam contracts used to limit our exposure to commodrty price rrsk
interest rate risk, and foreign exchange risk. The following table reflects the fair value of all contracts requlrmg
derivative accounting:

December 31 . o T Y B 12004 : 2003 .
. Fair Unrealized Fair _Unrealized
Derivative Instruments ° Cost Value  Gain (Loss) Cost  Value ' Gain (Loss)

v (In Millions)

Non- tradmg ' .
. Gas contracts ... .... i VL. 82 8 — S @ $3 $.2 S ()
‘Interest rate risk contracts. ... .. S AN — HC) R 0 ) — 3) 3)

. Derivative contracts associated with Consumers -
investment in the, MCV Partnership:. -~ ..., ...

. o FEMUE

_Prior to consolidation(a) .......... i == — — i 15 .15
After consolidation: P . S ,
- Gas fuel contracts ... — 56 56 — — L —
Gas fuel futurés and swaps R - 64— = -
CMS ERM contracts: .. Ll o o - . B
Non-trading electnc/gas contracts S =99 199y  — (81 (181),
Trading electric/gas contracts .. ..... A, 4 201 . 205 (2) 196 198
Derivative contracts assoczated wzth equzty B - o o
- investments in: o R o S . : S o :
..Shuweihat. . ... " .- 25 .25 ..— @27 27
Taweelah. ..o oooovv oo otaa o b, - (35) 0 (24 0 1 o— 0 (26) 0 (26)
SJorf Lasfar ... o e cdo it i — (11) an. — -{an . an.
Other........ e _.':-;"; R RRROREE D= —_— e — SR

RYYR

represents our proportlonate share of the unrealized gam on those contracts accounted for. as ‘cash ﬂow hedges

included in Accumulated other comprehensrve loss. Our proportlonate share of the total fair value of all

derivative instruments held by thé'MCV Partnership as'of December 31, 2003 was $51 million, and is included
, -in Investments — Midland Cogeneration Venture Limited Partnership on our Consolidated Balance Sheets.

The fair value of our non-trading gas contracts, interest raté risk contracts, and the derivative contracts
associated with Consumers’-investinent in‘the MCV Partnership is included in Derivative instruments, Other
assets, or Other liabilities on our Consolidated Balance Sheets. The fair value of the derivative contracts held by
CMS ERM ‘is included in- either Price risk management -asséts or Price risk management liabilities on our

T EETE I . Lo Lh T o o
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Consolidated Balance Sheets. The fair value of derivative contracts assoc1ated with our equlty investments is
included in Investments — Enterprises on our Consohdated Balance Sheets. Sl

Gas Contracts: Our gas utility busmess uses ﬁxed pnced weather-based gas supply call optlons and ﬁxed-.
prrced gas supply call and put options to, meet our regulatory obhgatron to provide gas fo our customers at a
reasonable and prudent cost. Unrealized gams and losses associated with thesé’ options ‘are reported directly i in
earnings as part of Other income, and then directly offset in earnings and recorded on the balance sheet as a
regulatory asset or liability as part of the GCR process. At'December 31, 2004, we held ﬁxed-prrced weather-
based gas supply call options and had sold fixed- pr1ced gas supply put options: ogier.

Interest Rate Risk” ContractS' We' use interest raté swaps to hedge the rrsk assocmted wrth forecasted
mterest ‘payments on vanablc rate debt and to reduce the 1mpact of inferest rate fluctuations. Most of our interest
rate swaps are desrgnated as cash flow hedges. As such, we record changes in the fair value of these contracts in
Accumulated other comprehensive loss unless the swaps are sold.. For interest rate swaps that did not qualify for
hedge accounting treatment, we record changes in the fair value of these contracts in earmngs as part of Other
income, :

The following table reﬂects the outstanding floating-to-fixed interest rates swaps: T

Floatmg to Fixed .. . . Notional , Maturity . Fair
Interest Rate S“aps . Amount Date Value
B (In Millions)
December 31, 2004 ... . i e 825 2005-2006 " $(1)
December 31,2003 . ........... ... ool P e L. 2802005 2006  (3)

Notional amounts reflect the volume of transactions but do not represent the amount exchanged by the

parties to the financial instruments. Accordingly, notional amounts do not necessarily reflect our exposure to

credit or market risks. The weighted average interest rate associated with outstanding swaps was approximately
7.4 percent at December 31, 2004 and December 31, 2003.

There was no ineffectiveness associated with any of the interest rate swaps 'that qualified for hedge
accounting treatment. As of December 31, 2004, we have recorded an unrealized loss of $1 million, net of tax, in
Accumulated other comprehensive loss related to interest rate risk contracts accounted for as cash flow hedges.
We expect to reclassify this amount as a’decrease to earnings during the next 12 months pnmarlly to offset the
variable-rate interest expense on hedged debt.

At December 31, 2004 and 2003, Shuweihat, Taweelah, and Jorf Lasfar, three of our-equity method
investees, held interest rate swaps that hedged the risk associated with variable-rate debt, These instruments are
not included in this analysis, but can have an impact on financial results. The accounting for these instruments
depends on whether they qualify for cash flow hedge accounting treatment. The interest rate swaps held by
Taweelah do not qualify as cash flow hedges, and therefore, we record our proportionate share of the change in
the fair value of these contracts in Earnings from Equity Method Investees. The remainder of these instruments
do qualify as cash flow hedges, and we record our proportronate share of the change in the fair Value or these
contracts in Accumulated other comprehensrve loss :

- Derivative Contracts Assocrated with Consumers Investment in the MCV Partnerslnp

Gas Fuel Contracts:' The MCV Partnership uses natural gas fuel contracts to buy gas as fuel for generation,
and to manage gas fuel costs. The MCV Partnership believes that certain of its long-term natural gas contracts
qualify as normal purchases under SFAS No.; 133 and therefore, these contracts were not recognized at fair value
on the balance sheet as of December 31, 2004. The MCV Partnership also held certain long-term gas contracts
that did not qualify as normal purchases as. of December 31, 2004, because these contracts contained volume
optionality. Accordingly, these contracts were accounted for as derivatives, with changes in fair value recorded in
earnings each quarter. The MCV Partnership expects future earnings volatility on these contracts, since gains and
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losses will be recorded each quarter. For the year ended December 31, 2004, we recorded a $19 million net loss
associated with these gas contracts in Fuel for electric generation on our Consolidated Statements of Income. The
fa1r value of these contracts will reverse over the remalmng life of the contracts ranging from 2005 to 2007.

Due to “the 1mplementat10n of the RCP in January 2005, the MCV Partnershlp has determmed that a
srgnlﬁcant portlon of its gas fuel contracts no longer Qqualify as normal purchases because the contracted gas will
not be consumed for electric production. Accordmgly, these contracts will be treated as derivatives and will be
marked-to-market through earnings each quarter, which could increase earnings volatility. Based on market
prices for natural gas as of January'31, 2005, the -accounting for the MCV Partnership’s long-term gas contracts,
including those affected by the implementation of the RCP, could result in-an"estimated $100 ‘million (pretax
before minority interest) gain recorded to earnings in'the first quarter of 2005. This estimated gain will reverse in
subsequent quarters as’ ‘the contracts settle. For further details on the RCP, see Note 3, Contingencies, *‘Other
Consumers’ Electric Utility Contingencies — The 'Midland Cogeneration Venture.”” If there are further changes
in the level of planned electric production or gas consumption, the MCV Partnership may be required to account
for additional long-term gas contracts as derivatives _Wwhich could add to earnings volatility.

" Gas -Fuel Futures and Suaps Thé ‘MCYV ‘Partriership enters’ into natural gas futures” contracts, optlon
contracts; and over-the-counter swap trdnsactions in order to hedge against- unfavorable”changes in ‘the matket
price of natural gas in future months when* ‘gas is eXpected to be needed. These financial-instruments are used
principally to secure anticipated natural gas requlrements necessary for projected electric and steam sales, and to
lock in sales prices of natural ‘gas ‘previously obtained in order to optimize the MCV Partnershrp s ex1st1ng gas
supply, storage, and transportation arrangements At December 31, 2004, the MCV Partnership held gas “fuel
futures and swaps. . . .

;(

* The ‘contracts that are used to' secure ant1c1pated natural gas requlrements necessary for pro_]ected electric
and steam sales qualify as cash flow hedgés under SFAS No. 133. The MCV Partnershxp also engages in cost
mltlgatlon activities to offset the fixed charges the MCYV Partnership incurs in operatmg the MCV Facility. These
cost mitigation’ activities include the use of futures and options contracts to purchase and/or sell natural gas to
maximize the use of the transportation and storage contracts when ‘it is determined that they will not be needed
for the MCV Facility operation.. Although these cost mitigation activities do serve to offset the fixed monthly
charges, these cost mitigation activities are not considered a normal course of business for the MCV. Partnership
and do not qualify as hedges. Therefore, the mark-to-market gams and losses from these cost mitigation activities
are recorded in earnings each quarter., , . . . L . T T o .

As of December 31, 2004, we have recorded a cumulative net gain of $21 million, net of tax, in
Accumulated other comprehensive loss relating to our proportionate share of- the “contracts held by the
MCYV Partnership that qualify as cash flow hedges. This balance represents natural gas futures, options, and swaps
with maturities ranging from January 2005 to December 2009, of which $11 million of this gain is expected to be
reclassified as an increase to earnings during the next 12 months. In addition, for the year ended December 31,
2004, we recorded a net gain of $37 million in:earnings from hedging activities related to natural gas
requirements for the MCV Facility operatlons and a net gain of $2 mllhon ‘in earmngs from the
MCYV Partnership’s cost mitigation activities. '

CMS ERM Contracts: Through December 31, 2002, our wholesale' power and gas trdding activities were
accounted for under the mark-to-market method ‘of accounting ‘in accordance:with EITF Issue No. 98-10.
Effective January 1, 2003, EITF Issue No. 98-10 was rescinded and replaced by EITF Issue No. 02-03. As a
result, only energy contracts that meet the definition of 4 derivative under SFAS No. 133 are to be carried at fair
value. The impact of this change was recognizéd as a cumulative effect of a change in accountlng pnncrple loss of
$23 million, net of tax, for the three month period ended March 31, 2003. oo

- «During 2003, we sold a majority of our-wholesale natural gas and power-trading portfolio, and exited the
energy servicés .and retail customer choice business: As a result, our trading activities have been reduced
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significantly. Our current activities center around entering into energy contracts that are related to the activities
considered to be an integral part of our ongoing operations. CMS ERM holds certain forward contracts for the
purchase and sale of electricity and natural gas that result in physical delivery of the underlying commodity at
contractual prrces These contracts are generally long-term in nature and are classified as non-trading. CMS ERM
aIso uses various ﬁnancral instruments, including : swaps, optrons and futures, to manage the commodity price
risks assocrated with its forward purchase and sales contracts as well as generation assets owned by CMS Energy
or 1ts subsrdranes These ﬁnancral contracts are classrﬁed as tradmg activities.

Non trading and tradmg contracts that meet the deﬁmtlon ofa derrvatrve under SFAS No 133 are recorded
as assets or liabilities in the.financial statements at the fair value of the contracts. Gains or losses arising from
changes in fair value of these contracts are recognized into earnings as a component of Operating Revenue in the
period in which the changes occur. Gains and losses on trading contracts are recorded net in accordance with
EITF Issue No. 02-03. Contracts that do not meet the definition of a derivative are accounted for as executory
contracts (i.e., on-an accrual basis). . ‘

Foreign Exchange Derivatives: We may use forward ‘exchange and option contracts to hedge Certain
receivables, payables, long-term debt, and equity value relating to our investments in foreign operations. The
purpose of our foreign currency hedging activities is to protect the company from the risk associated with adverse
changes in currency exchange rates that could affect cash.flow materially. These contracts. would limit the risk
from exchange rate movements because gains and losses on such contracts offset losses and gains, respectively,‘
on assets and labilities being hedged At December 31, 2004 and 2003, we had no outstanding foreign exchange
contracts. . ‘ N

The impact of hedges on our investments in foreign operations is reflected in Accumulated ‘other
comprehensive loss as a component of the foreign currency translation adjustment on our Consolidated Balance
Sheets, Gains or losses from the settlement of these hedges are maintained in the foreign currency translatton
adjustment unttl we sell or liquidate the investments on which the hedges were taken. At December 31, 2004, the
total foreign currency translatron adjustment was a net loss of $319 million, which included a net hedging loss of
$27 million, net of tax, related to settled contracts.

* At December 31, 2004 and 2003, Taweelah, one of our equity method investees, held a foreign exchange
contract that hedged the foreign currency risk associated with payments to be made under an operating ‘arid
maintenance service agreement. This contract did not qualify as a cash flow hedge; and therefore, we record our
proportionate share of the change in the fair value of the contract in Earings from Equity Method Investees.

7: RETIREMENT BENEFITS ‘ , .
We provide retlrement benefits to our employees under a number of different plans, rncludmg
* non- contrrbutory, deﬁned benefit Pension Plan, '
*a cash balance pension’ plan for certain employees hired after June 30, 2003,
. beneﬁts to certain management employees under SERP,
* a defined contribution 401(k) plan,

e beneﬂts to a “select group of management under EISP, and

e health care and hfe 1nsurance beneﬁts under OPEB

Penszon Plan: The Pension - Plan includes funds for all of our employees, and the employees of our
subSIdrarres including Panhandle. The:Pension Plan’s assets are not distinguishable by company. v

- In June 2003, we sold Panhandle to Southern Union Panhandle Corp. No portion of the Pension Plan assets
were transferred with the sale and Panhandle employees are no longer eligible to accrue additional benefits. The
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Pension Plan retained pensron payment obllgatrons for Panhandle employees that .were :vested under the Penswn
P]an E S L S I SR e 74 P, o A ' v .

The sale of Panhandle resulted in a significant change in the makeup of the Pension Plan. A remeasurement
of tlre obligation was required at the date of sale. The remeasurement further resulted in the following:

'+ an increase in OPEB expense of $4 million for 2003, and

‘¢ an additional charge to accumulated other comprehensive income of $34° million’ (822 million after-tax) i m
*" 2003 as a result of the increase in the additional minimum pension liability. Asa result of Company
: contributions in 2003, the additional mmrmum pension liability was eliminated as of December 31,:2003.

Addmonally, a srgmﬁcant flumber’of Panhandle employees elected to retire as of July 1, 2003 As a result, in
2003, we recorded a $25 million ($16 million after—tax) settlement loss,” and d $10 million ($7 million after-tax)
curtailment | gain, pursuant to the provisions of SFAS No. 88, which’i is reﬂected in drscontmued operatrons

4

In 2003, a substantial number of non-Panhandle retiring employees also elected a lump sum payment mstead
of receiving pensmn bénefits: as an annuity over time. Lump sum payments constitute a settlement under
SFAS No. 88. A settlemént loss must bé’ recogmzed when the cost of all settlements pard during the year eéxceeds
the’'sum of the service and mterest costs for that year. We recorded a settlement loss of $59 mrll1on ($39 mrlllon
after—tax) in December 2003 ‘ s ‘ SR :

i

Internal Revenue Code SERP trust earmngs are taxablc and trust assets are mcluded in consohdated assets Trust
assets were $67 million at December 31, 2004, and $66 m11110n at December 31, 2003. The assets are classrﬁed as
Other rion:cuftént assets. The'Accumulated Benefit Obllganon for SERP was $67 mllllon at December 31 2004
and $62 million at December 31, 2003, v Foud : ' :

40](k) Employer matching contnbutrons to the 401(k) plan are invested in CMS Energy common stock.
The amount charged to expense for this plan was $12 million in 2002. The employer’s match for the 401(k) plan
was suspended on September l 2002 and 'was resumed on January 1, 2005. -

b

. The MCV Partnership sponsors a deﬁned contribution retirement plan covermg all employees Under the
terms of the plan the MCYV Partnership makes contnbut10ns of either 5 or 10 percent of an employee s ehgrble

EISP: We 1mp1emented an EISP in 2002 to provrde flex1b1hty in separatlon of employment by oﬂicers a
select group of management, or other highly compensated employees. Terms of the plan may include payment of
a’lump sum, payment of monthly benefits for life, payment of premium for continuation -of health care, or any
other legally permissible term-deemed to be in our best interest to offer. EISP expense was less than $1 million in
2004, $1 million:in 2003, and $2 million in-2002: The Accumulated Benefit Obhganon for EISP -‘was S4 million
at:December 31, 2004 and $3. mlllron at December 31,,2003.. = .-~ .. .. e

"OPEB: Retlree health care costs at December 31 2004 are based on the assumptlon that costs would
increase 7.5 percent in 2004. The rate of increase is expected to be’10 percent for 2005. The rate of increase is
expected to slow to an estimated 5 percent by 2010 and thereafter.

The MCV Partnership sponsors defined cost postretirement health care plans that cover all full-time
employees, except key management. Participants in the postretirement health care plans become eligible for the
benefits if they retire on or after the attainment of age 65 or upon a qualified disability retirement, or if they have
10 or more years of service and retire at age 55 or older. The accumulated benefit obligation of the MCV
Partnership’s postretirement plans was $5 million at December 31, 2004. The MCV Partnership’s net periodic
postretirement health care cost for 2004 was less than $1 million.
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The health care cost trend rate assumption: affects' the estimated costs recorded: A one-percentage pomt
change in the assumed health care cost trend assumption would have the following effects:

k P z : ' R One
One Percentage Percentage
Point Increase Point Decrease
(In Millions)
Effect on total service and interest cost component ................. Ceee $13 Sy
Eﬂ"ect on postretirement benefit obligation. ................ T 3 &7 8137

We adopted SFAS No. 106, effective as of the beginning of 1992. Consumets recorded a liability of
$466 million for the accumulated transition obligation and a corresponding; regulatory. asset for anticipated
recovery in unlrty rates. For additional detarls see Note 1, Corporate Structure and-Accounting Pohcles “Utility
Regulation.”” The MPSC authorized recovery of the electric utility portion of these costs in 1994 over 18 years
and the gas ut1|1ty portron in 1996 over 16 years.

The measurement date for all CMS Energy plans is November 30 for 2004 .and December 31 for 2003 and
2002. We believe acceleratmg the measurement date on our beneﬁts plans by one month is preferable as-it
improves control procedures and allows more time to review the. ‘completeness. and accuracy of the actuarial
measurements. As a result of the measurement date change in 2004, we recorded a $2 million cumulatrve eﬁ'ect of
change in accounting, net of tax benefit, as a decrease to earnings. We also increased the amount of accrued
benefit cost on our Consolidatéd Balance Sheets by $4 million. The effect of the measurement date change was
immaterial. The measurement date’ for the MCV Partnershrp s plan is December 31, 2004

Assumptions: The followmg table recaps the welghted -average assumptrons used in our retrrement beneﬁts
plans to determine benefit obligations and net periodic benefit cost: :

Pension & SERP ) OPEB

‘ ‘ 2004 2003 2002 2004 2003 2002
DiSCOUNt TALE ...\ eeeesereserineennnnnns, 6.00% 6.25% . 6.75% . 6.00% 6.25% 6.75%
Expected long-term rate of return on plan assets(a) . 875% 8.75% 8.75%
Union ....voiiii il ‘ 8.75% 8.75% . 8.75%
Non-Union ........ el e S ©6.00% 6.00% 6.00%
Rate of compensation increase: © A C R ' o
Pensxon................,:.,....'....' ..... Lee. 350% 325% 350%
SERP...........covnnne. el DUS L 550%  5.50% 5.50% o

(a) We determine our long-term rate of return by considering: historical market returns, the current and future
economic environment, the capital market principles of risk and return, and the expert opinions of individuals
and firms with financial market knowledge. We use the asset allocation of the portfolio to forecast the future
expected total return of the portfolio. The goal is to determine a' long-term. rate of return that: can be
incorporated into the planning of future cash flow requirements in:conjunction: with: the' change in the
Irabxllty The use of forecasted returns for various classes of assets used to construct an expected return model
is reviewed periodically for reasonability and appropnateness
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- Costs: The [following table recaps the costs incurred in our retirement benefits plans:

- : . W e ©° . Pension & SERP .. OPEB:.
Years Ended December 31 -~ .~ t7oroosounTIlen o oo 2004 2003 2002 . 2004 2003, {2002
N0 : R IR [N .+ o (In Millions) .
Service cost .. ;. . Censa e R $ 37 $40 § 44 S19 $21 $20
Interest expense .. .. DO GToriceAVh il o019 79 0 89 58 66 69
Expected return on plan assets S(109)  ((81)  (103) (48) L (42)  (43)
Plan amendments . .. .. SRR S IS C A R F N P R — . 4 —_ = —
Curtailment credit ........ S, S U AN A e ) — 8 —
Settlement charge ............. O A N P S PR — . 8 - = = —
Amortization of: ; L L A O P .
Net (Gain) Loss.......... e e SO I SN o 14 9 .. (). 10 - 19... 10
- Prior service cost.......... PO T S < BT A 8 . (9 (7. ()
Net periodic pension and postretirement benefit cost ......... $ 27 $136°$ 41 -$30.-$49. $55

Reconciliations: The following table reconciles the” funding of our retirement benefits plans with our
retirement benefits plans’ liability:

Pension Plan SERP OPEB
Years Ended December 31 2004 2003 2004 2003 2004 . 2003
o - L . S (In Millions) X
Benefit obllgatlon at beginning of perxod .......... oo SL189 81256 $76 $81 'S 8710 §982
SErVICe COSt ..o\ il u ettt eeeiennn e - 35 38 2 2719 21
Interest cost ... ..ttt i e e 74 74 5 5 58 - 66
Plan amendment .............. PRAPUAFI B0t P L. (19— W= (47)
Actuarial loss (gain) ............ AP PR A 1. 55 3¢ '(10) (67)
Business combinations ........... UL S DRI - = = = - (42)
Benefits paid . ....... P S Loleed s 108y (215) 0 (3) (2)= (41) - (42)
Benefit obligation at end of period(a) ................. 1,328 1,189 83 76" 1,073 ' 871
Plan assets at fair value at beginning of penod ceall s 1,067 1607 [ 618 * 508
Actual return on plan assets .......... . . ... Lo 81 11 — 0 — 28 75
Company contribution.........c...coveiii i i s o— o 560 ., .3 . 2 ... 48. 76
Actual benefits paid ... il i i (108) . . (215 -3 (). (40 (41)
Plan assets at fair value at end of period .............. 1,040 1,067 — — 654 618
Benefit obligation in excess of plan assets,. ....... eiee. 7 (288) 0 (122) (83) (76) (419) (253)
Unrecognized net loss from experlence different than . de e .
~assumed ....... o, 642 . 501 - .5 . 340 . 155
Unrecognized prior servxce cost (beneﬁt) it 23 29 1. . 1 o (103). (112)
Net Balance Sheet Asset (Liability). . ...« L 377 - 408 -~ (77). (72). --(182) (210)
Additional ' VEBA Contributions or Non Trust R . i o L
Benefit Payments......... ... b oo : S o 18

Additional minimum liability adjustment(b) ............ (419) — — — — —
Total Net Balance Sheet Asset_ (Llabrhty) S e, e 8§ (42) $ 408 $(77) $(72) $( 167) $(210)

(a) The Medicare. Prescrlptxon Drug, Improvement and Modemlzatlon Act of 2003 was 51gned into law in
December 2003. The Act establishes .a prescription drug benefit under Medicare (Medicare Part D), and a
. federal subsidy, which is tax exempt, to sponsors of retiree health care benefit plans that provide a benefit
that is actuarially equivalent to Medicare Part D.
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We believe our plan is actuarially equivalent to: Medicare Part D ‘and have incorporated; retroactively, the
effects of the subsidy into our financial statements as of June 30, 2004, in accordance with FASB Staff

.+ Position, No. SFAS 106-2. We remeasured our obligation as of December 31, 2003 to incorporate the impact

(b)

of the Act, which resulted in a reduction to the accumulated postretirement benefit obligation of
$158 million. The.remeasurement resulted in a reduction of OPEB cost of $24 million for, 2004.. The
reduction of $24 million includes $7 million in capitalized OPEB costs. For addmonal details, see Note 16,
Implementation of New Accounting Standards. - C g .
The Pension Plan’s Accumulated Benefit Obligation of $1. 082 billion exceeded the valuerof the Pensron
Plan assets and net balance sheet asset at December 31, 2004. As a result, we recorded an additional
minimum liability of $419 million. Consistent with MPSC guidance, Consumers recognized the cost of their
additional minimum liability as a regulatory asset. Accordingly, our additional minimum liability’includes
an intangible asset of $22 million, $17 million, net of tax of accumulated other comprehensive income, and a

"+ regulatory asset of $372 million. The Accumulated Benefit Obllganon for the Pension:Plan was

Asset Cafegory:

$1.019 billion at December 31, 2003. , T .
Plan Assets: The following table recaps the categories of plan assets in our retirement benefits plans:
Pension. .. .. .. OPEB .

N

2004 2003 2004 2003

YR .. . - = — —_—

Fixed Income . .. . ... e 34%  52%(b) 45%  51%

_Equity Securities ....... N e e redean L. 61% 44%. 54%  48%
CMS Energy Common Stock(a) .............. P ceeeeee 5% 4% 1% 1%
(a): At November 30, 2004, there were 4,892,000 shares of CMS Energy Common Stock in the Pension Plan

£

assets with a fair value of $50 million, and 493,000 shares in the OPEB plan assets with a fair value of

©+ $5 million. At December 31, 2003, there were 4,970,000 shares of CMS Energy Common Stock in the

‘, ~ value of $4 million. oo

®)

Pension Plan assets with a fair value of $42 millio_n, and 414,000 shares in the OPEB plan assets with a fair

‘The percentage of fixed income at December 31, 2003 is hrgh because our December 2003 contnbutron of

$350 million was deposited temporarily into fixed income securities.

We contributed $63 million to our OPEB plan in 2004. We plan to contribute $63 million to our OPEB plan

in 2005. We did not contribute to our Pension Plan in 2004. We do not plan to contribute to our Pensmn Plan in

2005.

T

We have established a target asset allocation for our Pension Plan assets of 65 percent equity and 35 pércent

fixed income investments to maximize the long-term return on plan assets, while maintaining a prudent level of
risk. The level of acceptable risk is a function of the liabilities of the plan. Equity investments are diversified
‘mostly across the Standard & Poor’s 500 Index, with a lesser allocation’to the Standard & Poor’s Mid Cap and
Small Cap Indexes and a Foreign Equity Index Fund. Fixed income investments are diversified across investment
grade instruments of both government and corporate issuers. Annual liability measurements, quarterly portfolio

reviews, and periodic asset/liability studies are used to evaluate the need for adjustments to the portfolio
allocation. - , o ‘

- We have established union and non-union VEBA trusts to fund our future retiree health and lifé insurance

benefits. These trusts are funded through the rate making process for Consumers, and through direct contributions

from the non-utility subsidiaries. The equity portions of the union and non-union health care' VEBA trusts are
invested in a Standard & Poor’s 500 Index fund. The fixed income portion of the union health care. VEBA trust is
invested in domestic investment grade taxable instruments. The fixed income portion of the non-union health care
VEBA trust is invested in a diversified mix of domestic tax-exempt securities. The investment selections of each
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VEBA are influenced by the tax consequences, as well as the objective of generating asset returns that will meet
the medical and life insurance costs of retirees. :

Benefit Payments: The expected beneﬁt payments for each of the next five years and the ﬁve-year perrod
thereafter are as follows: ~ " " R

Pension .. SERP OPEB(a)
(In Mrlhons)

Sll3v $ 4 ~)$ 53

£105-.c 4.7 ¢ 51
196 . 4t .53
90 - -4 - 54
89 -4 '(""56
423" 270 322

4230 .22 3822

(a) OPEB benefit payments are net of employee contrlbutlons and expected Medicare Part D prescription drug
' subsrdy payments

b Rt PETRR S DT

8: ASSET RETIREMENT OBLIGATIONS

SFAS No. 143: This standard became eﬁ"ectlve January 2003 It requlres compames to record the farr value
of the cost to remove assets at the end of their useful life, if there is a legal obligation to remove them. We have
legal obligations to remove some of our assets, 1nclud1ng our nuclear plants, at the end of their useful lives. For
our regulated utility, as required by SFAS No. 71, we account for the 1mplementatron of this “standard by
recording regulatory assets and liabilities 1nstead of a cumulatrvc effect of a change m accountmg pr1nc1ple ',:

~_The fair value of ARO liabilities has been calculated using an expected present value .technique. Thrs
technrque reflects assumptions such as costs, inflation, and profit margin that third parties would consider to
assume the settlement of the obligation. Fair value, to the extent possible, should include a market risk premium
for unforeseeable. circumstances. No -market risk premium was included in our ARO fair value estimate since a
reasonable estimate could not be made. If a five percent market risk premium were assumed, our ARO liability
would increase by $22 million.

1.

: ;“.:
oHErY

) If a reasonable estrmate of falr value cannot be made in the period in which the ARO is 1ncurred such as for
assets with mdetermmate lives, the liability is to be recognized when a reasonable estimate of fair value can be
made Generally, electric and gas; transmission and drstnbutron assets have mdetermmate hves Retlrement cash
flows cannot be determined and there is a low probability of a retirement date. Therefore no lrabrllty has been
recorded for these assets. Also, no liability has been recorded for assets that have 1nsrgnrﬁcant cumulative
disposal costs, such as substation batteries. The measurement of the ARO liabilities for: Pahsades and B1g Rock
are based on decommrssmmng studies that largely utilize third-party cost estimates. ;

- i B

T




CMS ENERGY CORPORATION
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS-(CONTINUED)

The following tables describe our assets that have legal obligations to be removed at the end of their useful

life:
. L In Service : - ’
ARO Description Date Long Lived Assets Trust Fund
' (In Millions)
December 31, 2004~
Palisades-decommission plant site .......... 1972 Palisades nuclear plant $523
Big Rock-decommission plant site .......... 1962 .Big Rock nuclear plant 527
JHCampbell intake/discharge water line. . .... 1980  Plant intake/discharge water line —
Closure of coal ash disposal areas .......... Various  Generating plants coal ash areas -
Closure of wells at gas storage fields........ Various Gas storage fields , —
Indoor gas services equipment relocations....  Various  Gas meters located inside structures —
Natural gas-fired power plant .............. - 1997  Gas fueled power plant =
Close gas treating plant and gas wells ....... Various  Gas transmission and storage —
ARO [ T PR ARO
Liability .Cash Flow Liability
ARO Description 1/1/03 Incurred  Settled = Accretion ' Revisions 12/31/03
.~ (In Millions) ) . R )
Palisades-decommission .................... $249 S— S — S19 © $— 3268
Big Rock-decommission.. .. ... o .oino it 61 — .. (40) 13 L — 34
JHCampbell intake line...................... — —_ . = — c— p—
Coal ash disposal areas.................. o 51 — 3) s . — 53
Wells at gas storage fields ............... . 2. — — — —_— 2
Indoor gas services relocations. .............. A — — — — 1
Natural gas-fired power plant .. . ... e L 1 — — — 1
Closure of gas pipelines(a) .. ................ P8 — (8. — - =
“Total ... i -$373 ¢ §— $(51) $37- $— $359
(a) ‘ARO Liability was settled in 2003 as a result of the sales of Panhandle and CMS Field Services.
' R o ARO ' ‘ 7 " ARO
Liability ’ Cash Flow Liability
ARO Description i 12/31/03  Incurred  Settled  Accretion  Revisions 12/31/04
R ' “ (In'Millions) '
Palisades-decommission .............. L. %268, S— $— 822 860 $350
Big Rock-decommission ............ P - S - (40) 14- 22 30
JHCampbell intake line................... .. — = - - e
Coal ash disposalrareas..................... 53 — @) 5 — 54
Wells at gas storage fields :........ P Lo 2 — (D) — — 1
Indoor gas services relocations. . ............. I — — — — 1
Natural gas-fired powerplant ................ 1 — — — — 1
Close gas treating plant and gas wells......... - 1 i 1 = 2
Total .. ..o e $359 S $(45) $42 $82 $439

H
|
||
n
H

The Palisades and Big Rock cash flow revisions resulted from new decommissioning reports filed with the
MPSC in March 2004. The Palisades ARO also reflects a cash flow revision for the probability of operating
license renewal; the renewal would extend the plant’s operating license by twenty years. For additional details, see
Note 3, Contingencies, ‘‘Other Consumers’ Electric Utility Contingencies — Nuclear Plant Decommissioning.”’

On October 14, 2004, the MPSC issued a generic proceeding to review SFAS No. 143, Accounting for Asset
Retirement Obligations, FERC Order No. 631, Accounting, Financial Reporting, and Rate Filing Requirements
Jor Asset Retirement Obligations, and their accounting and ratemaking issues. Ultilities are required to respond to
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the Order by March 15, 2005 We consider the proceeding a clarification of accounting and reporting issues that
relate to all Michigan utilities; we anticipate no financial impact. :

9: IN&OME TAXES

CMS Energy and ‘its subsidiaries file a consolidated federal income tax return. Income taxes generally are
allocated based on'each company’s separate taxable income. We utlhze deferred tax accounting for temporary
drfferences -

‘We use ITC to reduce current income taxes payable, and amortize ITC over the life of the related property.
AMT paid generally becomes a tax credit that we can carry forward indefinitely to reduce regular tax liabilities in
future periods when regular taxes paid exceed the tax calculated for AMT. At December 31, 2004, we had AMT
credit carryforwards in the amount of $218 million that do not expire and tax loss carryforwards in the amount of
$1.348 billion that expire from 2021 through 2024, We do not believe that a valuation allowance is required, as
we expect-to utilize the loss carryforward prior to its expiration. In addition, we had general business credit

, carryforwards in the amount of $41 million and charitable contribution carryforwards in the _amount of
'821 mllllon that primarily explre in 2005, for whlch valuatlon allowances have been provxded

" U.S. income taxes are not recorded on the undlstnbuted earnings of foreign subsidiaries that have been or
are intended to be remveste_d indefinitely. Upon distribution, those earnings may be subject to both U:S. income
taxes (adjusted for foreign tax-credits or déductions) and withholding taxes payable to various foreign countries.
We determine annually the amount of ‘undistributed foreign'earnings that we expect will remain invested
indefinitely‘in foreign subsidiaries; Cumulative undistributed éarnings of foreign subsidiaries for which income
taxes have not been provided totaled approximately $211 million at December 31, 2004. It is impractical to
estimate the amount of unrecognized deferred income taxes or withholding taxes on these undistributed earnings.
Also at December 31, 2004 and 2003, we recorded U.S. income taxes with respect to temporary differences
between the book and tax bases of foreign investments that were determined to be no longer essentlally
permanent m duratlon

- The ‘American Jobs Creation Act of 2004 creates a one-year opportunity to receive a tax benefit for
U.S, corporations that reinvest dividends from controlled foreign corporations in the U.S. in a 12-month period
j (calendar year 2005 for CMS Energy). Although the tax benefit is subject to a number of 11m1tat10ns we beheve
“that we have the information necessary to make an informed decision on the impact of this act on our repatrlatlon
“plan, : : : S

In January 2005, we repatriated $80 million in cash, $71 million of which should qualify for the tax benefit.
Historically, we recorded deferred taxes on these repatriated earnings. Since this repatriation should qualify for
the tax benefit and our-decision to repatriate was made in 2004, we have reversed $21 million of our deferred tax
liability. This adjustment was recorded as a component of income from continuing operations in 2004.

During 2005, we may have the ability to repatriate additional amounts that may qualify for the repatriation
tax benefit. If successful, our current estimate is that additional amounts could range between $100 million and
$120 million. The amount of additional repatriation remains uncertain because it is based on future foréign
subsidiary operations, cash flow,-financings, and repatriation limitations. This potential additional repatriation
could reduce our recorded deferred tax liability $30 million to $36 million. We expect to be in a position to

finalize our assessment, which may be higher or lower, regarding any potential repatriation in the fourth quarter of
2005.
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The significant components. of income tax: expense (beneﬁt) on contmumg operatrons consisted of:

Years Ended December 31 : Tl T 004 2003 2002

(In Mllhons)

Current income taxes: S

Federal ... ..o e e B — $(17)_;, $(171)
' Stateandlocal....'........._..,.'..;.'.7’...'.,'.'...’:,....,., ........ L3001 - ®
Foreign ..........covevnnnn. 9’ 17 . 28
$12  $ 1 $151)

Deferred income taxes oo e S VT : L SO ST e L
CFederal ..o i e RSP e i e 8 B8 54 1 $107
"Federal tax benefit of Amencan Jobs Creatlon Act of 2004 e O ¢ 5 B
" State-........ NP AP PN N ST A CRRTORIR NS ) JITZRNRT: § )
* Foreign ......... B PP I B L P A K R SR,
Deferred' ITC, net ...~ ... o0l ) e ()
Taxexpense (beneﬁt)...v.'...'..” ..... A L sy $58 s (41)

Deferred tax assets and llabrlmes are recogmzed for the estlmated future tax eﬂ'ect of temporary drfferences

between the tax basis, of assets or liabilities and the reported amounts in the financial statements,. Deferred tax
assets and liabilities are, classified as current or noncurrent according to.the classification of the related assets or
lrabrlmes Deferred tax: assets and liabilities not related. to: assets: or. liabilities are. classified accordmg to the

expected reversal date of the: temporary drfferences Do e s i e

------

‘i« S

are as fo]lows i , , i
December 3 . R P S B I ¥ LI SR E RS S CNR . %, : w
(In Millions)
Property .t .olee et i, T A VAL ’ S(l 128) $(1,096)
Securrtrzatlon costs - o e Al S RSUNRTG T (176) - (186)
Employee benefits | e ; e RO ’... Lo | 68) (76)
Gasmventones..........‘ .............. ....... >(12‘6) l (iOO)
Tax loss/credit carryforwards ..... e e e 738 668
Valuation allowances .. ... e .. F‘. e ‘ e s .. e L e (42) (42)
Regulatory ]rabrhtles.?.f;..i".’, ...... e e S e 135. . -'120
Other, net ...... P G PP Vil AT K S 1) B L
‘Net deferred tax Habilities : . ..o . i v e e i e e e e - $.(690) §'(642)
Deferred tax lrabrlltles e .4 .................................................... (’1',7'95),t $.(:'1;,5|8‘1)
Deferred tax assets, net of valuatlon TESETVES .« v v vnvnnns e 1,105 939
" Net deferred tax liabilities . .'[‘. ............................ P EETUR PRy $(690) $ (642)
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The actual income tax expense (benefit) on continuing operations differs from the amount computed by
applying the statutory federal tax rate of 35 percent to income before i income taxes as follows

Years Ended December 31 o 2004 2003 2002
.. (In Millions) ,

Income (loss) from contmumg operatlons before income taxes(a)

Domestic.....oovveeiinniendennat PR S $199 . -§ (74) ~°S(527)
+ Foreign .......... e S A T N et e (7 -.90..::.92
- Total ...... S e 122 T e (435)
Statutory federal income tax rate . ......coiiitiitinin i e X 35% X 35% " x35%
Expected income tax expense (benefit). ... ... ..ol 42 L6 . (152)
Increase (decrease) in taxes from: . R e
Property differences.................... e e 13, 18 ., 18
Income tax effect of foreign investments ... ... ................cce... @5 L4y, 47
Benefit of qualifying forelgn dividends recelved deduction ............. DU ey — T —
Tax credits .ovvnevvin i i i e S S 6) (6 . 51
State and local i income taxes net of federal beneﬁt .,,1 ..... e AT € ) R ()
.Tax return accrual adjustments ................ e e eeeeeen -5 . (l) (D
Medicare part D exempt income ......... e e e s e (6) . —
Tax exempt iNCOME ... vvvnnnrneeenrrnunnnn P [ T ) B € ) EEPE
TaX CONtINEZENCY TESEIVES . « v« v v tvte ettt et iteeeaan e tiiesnnecnnsenes 5 — —
Valuation allowance provision......... A e e TS0 —
"Other, net ....... O S e . S 20 120 9
Recorded i income tax expense (beneﬁt)(a) . ."‘.’ ..... S KN O] -3 58 - NC2Y)
Effective tax rate ..........0........ . U Sl @D% ® T 94%

(@). The increased income tax expense from 2002 to 2003 is primarily attributable to the valuation reserve

provisions . for the possrble lost general busmess credit, capital loss, and charitable” contrrbutron

. carryforwards. The decreased income tax expense from 2003 to 2004 is primarily attnbutable to the beneﬁt
recorded from the American Jobs Creatlon Act of 2004 of $21 million. ~ . . . . R

(b) Because of the small size of the net income in 2003, the effective tax rate is not meamngful Changes in- the
effective tax rate in 2002 from 2001 resulted prmcrpally from the reductlon in AMT cred1t carryforwards

" The amount of income taxes we pay is sub_]ect to ongomg audlts by federal state and forergn tax authormes
which can result in proposed assessments. The IRS is currently conducting-audits of our federal income tax
returns for the years 1998 through 2002. Our estimate for the potential outcome for any uncertam tax issue is
highly judgmental. We believe that:-our accrued tax liabilities are adequate for all years RN

10: EXECUTIVE INCENTIVE COMPENSATION

We provrde a Performance Incentive Stock Plan (the Plan) to key employees and non- employee Directors or
consultants based on their contributions to the successful management of the company. On May 28, 2004,
shareholders approved an amendment to the Plan, with an effective date of June 1, 2004. The amendment
established a 5-year term for the Plan. The Plan includes the following type of awards:

* phantom shares,
* performance units,

e restricted stock,
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¢ stock options, ! ¢ .y
. * stock appreciation rights, and

V'm’ahagement stock purchases. _

" .. Phantom shares are valued at the fair market price of common stock when granted. They give the holder the
right to receive the dppreciation value of common stock on one or more valuation dates, according to a specified
vesting schedule determined at time of grant. These shares are subject to forfeiture if employment terminates
before vesting, '

" Performance units have an initial value that is established at time of ‘grant. Performance criteria are
established at the time of grant and, depending upon the extent to which they are met, will determine the valie of
the payout, which may be in the form of cash, common stock, or a combmatlon of both These units are sub|ect to
forfeiture if employment terminates. ' .

Restricted shares of common stock are outstanding shares with full voting and dividend rights. These awards
vest 100 percent after three years and are subject to achievement of specified:levels of fotal shareholder return
including a comparison to a peer group of companies. Some awards vest based solely on continued employment.
These awards are subject to forfeiture if employment terminates before vesting.- Restricted shares vest fully if
control of CMS Energy changes, as defined by the Plan. : - :

Stock options give the holder.the right to purchase common stock at a given price over an extended period of
time. Stock appreciation rights give the holder the right to receive common stock appreciation, defined as the
excess of the market price of the stock at the date of exercise over the grant date price. All stock options and stock
appreciation rights are valued at fair market price when granted. All optlons and rights may be exercised upon
grant, and expire up to 10 years and one month from the date of grant.

Management stock purchases are the electlon of select partncnpants in the Officer’s Incentive Compensation
Plan to receive all or a pomon of their incentive payments in the form of shares of restricted common stock or
shares of restricted stock units. These participants may also receive awards of additional restricted cormon stock
or restricted stock units provided that the total value of these additional grants does not exceed $2.5 million for
any fiscal year. ; : : , :

R N I [ E R ' St :
Under the revised Plan, shares awarded or subject to options, phantom shares and performance units may not
exceed 6 million shares from June 2004. through May 2009 nor may such grants or awards to any partncrpant
exceed 250, 000 shares in any ﬁscal year. - : :

v

Shares for which payment or exercise is in cash as well as shares or optlons that are forfelted may | be
awarded or granted again under the Plan.

Awards of up to 5,482,690 shares of CMS Energy Common Stock may be 1ssued as of December 31, 2004
All grants awarded under this. Plan in 2004 were in: the form of restricted stock
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. ... The ‘following table summarizes the restricted stock and stock optlons granted to our key employees ‘under

the- Performance Incentive ‘Stock Plan: -« i oo
e i Restricted Stock " -Options .~ ' -
) Number.of . Number of \\elghted Average
~CMS Energy Common Stock Shares Shares * Exercise Price -
Outstanding-at January 1,2002.......... P 787,985  3912,180 S$3L58 ;
Granted oo P 512,726 1,492, 200 . $15.64 .
‘Exercised or Issued .................... P e (116,562) (39, 600)“, $17.07 -
Forfeited or Expired .. .....oooviiiieei ... (225,823) (243,160) $28.91.... .
Outstanding at December 31,2002 ................... . 958326 5,121,620 $27.18 -
Granted . ......oo i e e e e e e 600,000 1,593,000 - $6.35 .
Exercisedor Issued ............ .. .cciiiinien.... (80,425) (8,000) $ 8.12
Forfeited or Expired-. i .............. ULV (213,873) - (885,044) © ' .$28.66
Outstanding at December 31,2003 .. .........ccvvnnoon.. 1,264,028 © 5,821,576 "$21.27
Granted ... .o e 525,310 — —
Exercised orIssued ............ . .cciiiiviinnnin... (142,699) (600,000) '$6.67 .
Forferted orExpired................ SRR R AR (269, 629) (433,550) $27.84
Outstandmg at December 31, 2004, L N 1,377,010 . 4‘,788,026'l © . $22.50

At December 31, 2004, 426,500 of the"l‘;3'7'7,610 shares of restricted common stock outstanding are subject
to performance objectives. Compensation expense included in income for restricted stock was $2 million for
2004, $2 million in 2003, and less than $1 million in 2002.

The followmg table summarlzes our stock optlons outstandmg at December 31 2004

. o . ' 1\umber ‘of Shares _ Weighted Average

R IR T ) . Cy

Range of Exercise Pnces 5 Outstandmg : Remaining Life
CMS Encrg\ _Common Stocl\ . s e B S ,v .
$6.35-88.12 i demreneae.s 1,544,500 8.42‘ y‘ears.t;, . 3686
$17.00- 52220--;-’---,-~.~,;i,--‘--, ..... teeegeneeeenz.. 01,051,420 639 years ., - $19.97 -
$2269-831.04 .......... ... ... ... P L. 2 050,602 4.79 years’ . $29.75
$34.80-543.38 .. e 1, 141,504 3.91 years $39.34
$6.35-543.38 Sl SO “4788026 ©T610 years s $22i50

te
[ .

' "The number of stock optlons exercrsable was 4, 778 488 at December 31 2004 5 795 145 at December 31
2003 and 5,007,329 at December 31 2002 o

In December 2002, we adopted the falr value based method of accountmg for stock based employee
compensation, under SFAS No. 123, as amended’ by SFAS No. 148 We elected to adopt the prospectlve method
recognition provisions of this Statement, whlch applres the recogmtron provrslons to all awards granted, modified,
or settled after the beginning of the fiscal year that the’ récognition provisions are first applied. =~ © 7 7

The following table summarizes the weighted average fair value of stock options granted:
Options Grant Date 2004(a) 2003 2002(b)

Fair value at grant date. .. ... .. .ttt e — $2.96 $3.84, $1.44

(a) There were no stock option grants during 2004,

(b) For 2002, there were two stock option grants totaling 1,492,200 options.
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The stock options fair value is estimated using the Black-Scholes model, a-mathematical formula used to
value options traded on securities exchanges. The following assumptions were used in the Black-Scholes model:

Years Ended December 31 R TR 2004(a) 2003 2002(b)

CMS Energy Common Stock Options . e L
Risk-free interest rate ... — 3.02% 3.95%, 3.16%
Expected stock price volatrlrty S e — 1 55.46% 32.44%, 40.81%
Expected dividend rate ........ et e e aieeen — — $0.365, $0.1825
Expected option life (years) ................ e e — 42 S 42

(a) There were no stock option grants dunng 2004.

(b) For 2002, there 'were two stock optron grants-totaling 1,492,200 optrons
We recorded $5 mrlllon as stock-hased employee compensat10n cost for 2003 and $4 mlll1on for 2002 All
stock options vest at date of grant.

11: LEASES

We lease various assets, mcludmg vehicles, railcars, construction equipment, fumlture and bu1ldmgs We
have both full-service and net leases. A net lease requires us to pay for taxes, maintenance, operating costs, and
1nsurance Most of our leases contam optrons at the end of the initial lease term to:

. purchase the. asset at farr value, or: r e

* renew the lease at falr rental value.

QOur capital leases are comprrsed mamly of leased service veh1cles and oﬂice farniture. As of December 31,
2004, capital lease oblrgatrons totaled $58 million. Consumers is authorized by the MPSC to record both capital
and operating lease payments as operating expenses and recover the total costs from their customers. Capital lease
expenses were $13 million in 2004, $17 million in 2003, and $20 million in 2002. In November 2003, ‘we
exercised our purchase option under the cap1tal lease agreement for our main headquarters building in Jackson,
Michigan. Operating lease charges were $14 million in 2004, $14 million in 2003, and $13 mlllron in 2002
Income from subleases was '$1 million i m 2004 and $1 million in 2003.

In order to obtain permanent ﬁnancmg for the MCV Facility, the MCV Partnershrp entered into a sale and
lease back agreement with a lessor group, which includes the FMLP, for substantially all of the MCV
Partnership’s fixed assets. In accordance with SFAS No. 98, the MCV Partnership accounted for the transaction
as a financing arrangement As of December 31, 2004, finance lease “obligations totaled $286 mrlhon which
represents the thrrd-party portion of the MCV Partnershrp s finance lease oblrgatron ’

Charges under the’ MCV Partnershrp s ﬁnance lease oblrgatron were $105 mrlhon m 2004 For addrtronal
details on transactrons w1th the MCV Partnershrp and the FMLP, see Note 3, Contmgenc1es “Other Consumers
Electric Ut111ty Cont1ngenc1es — The Mrdland Cogeneranon Venture
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Minimum annual rental commitments -under our non-cancelable leases at December 31, 2004 were:

Capital Finance Operating

Leases Lease i Leases
] ) (In Millions)

2005 oo $13  $ 19 $15
2006 ...... [N e e e e e e e 13 18 14
2007 ...... O vt e e e 12 18 12
2008 .t RO 10 19 12
2009 ... cee e e e 8 20 - . 8
2010andthereafter...'; ..... PP e Lo 150 192 28
Totalmmlmumleasepayments(a)........'.'.L'.....................L ..... 71 286 89’
Leéss imputed interest.~...........o.o.e. e B 13 — —
Present value of net minimum lease payments .............. e e 58 286 —
Less current portlon e et aaa e 10 19 —
Non current portlon. e e $48 $267 $89

(a) Minimum payments have not- been reduced by minimum sublease rentals of $2 million due in the future
under noncancelable subleases R e i

12: EQUITY METHOD INVESTMENTS )

" Where ownership is more than 20 percent but less than a majority, we account for certain investments in
other companies, partnerships, and joint ventures by the equity method of accounting in accordance with APB
Opinion No. 18. Net income from these investments included undistributed earnings of $88 million in 2004,
$41 million in 2003; and $39 million in 2002.... -

“*The most’ 51gn1ﬁcant of these’ investments aré:
_ ¢ our 50 percent mterest in Jorf Lasfar, and
* our 40 percent interest-in Taweelah. .

¢
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Summarized financial information for these equity method investments is as follows:

Income Statement Data’

Year Ended December 31, 2004

Jorf All ’
Lasfar(a) Taweelah  Others Total

- (In Millions)

OPETAtNG TEVENUE -« - v v e s eeee e e et e e e, $461 $99  $1,448 $2,008
Operating eXPeISES. . o v vttt eeeeeeaereeneeesneecnnanenneenns 282 -~ 40 1207 1,529
Operating income .................... e R 179 59 "2‘41 ‘ '4'79_
Other expense, net ... .. ..oueeeivnmeeeeennnnnnn. e _ 53 0 23 140 _ 216
R . 8126 $36 § 101 $ 263
Year Ended December 31, 2003

Jorf . o S Al ’
Lasfar(a) FMLP(b) Taweelah SCP(c) Atacama Others Total(d)

. R ) - (In Millions) o
Operating revenue . ................. $369 $79 399 $74..  $182 ..$1,054 $1,857
Operating expenses ................. 191 _4 38 18 144 932 1,327
Operating income .................. 178 75 61 " 56 138" 122 1530
Other expense, net ...........cvuu.. .58 43, 18 . 25 .0 25 39 . 208

Netincome ........c...vviiinnnn. $120: $32. . $43 . 831 S 13§ 83 .S 322

_ Year Ended December 31, 2002
Jorf All
Lasfar(a). FMLP(b) Taweelah SCP(c)  Others  Total(d)
(In Millions)

Operating reVenue .................oeoven.n. $364 - $91  $101 ° S43  $3,376 $3,975
Operating eXpenses ..........oeeuvieneeeanns 176 _4 33 13 3,209 3,435
Operating INCOMe . . ... covvinneeeneenneeanns 188 87 68 30 167 540
Otherexpense, net . .......covivnerennennnnnn- 56 49 86 16 210 417
Net income (loSS) .. ...cooviiiiiieennnnnn.. $132 $38 $(18) $14 § (43) § 123
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Balance Sheet Data - -« AT

Assets PRI

" December 31, 2004
e : 5 Jorf ~ LAl
’ ) Lasfar(a) Taweelah  Others ~ Total
" (In Millions) ’

Current assets . ...covvinnnnnennnn. e e, R 3'14A $12'2. $ 554 S 990
Property, plant and equipment, net ......... ... . ... ... ..., 12 629 3,104 3,745
OtheT @SSELS ..ttt t ettt ettt e 1,088 — 9100 1,998
L $1,414  $751 - $4,568 $6,733
Liabilities -
_Current liabilities . ... et $ 234  §75 S 240§ 549
Long-term debt and other non-current 11ab111t1es ................ 562 523 ° 3,079 4,164
Equxty ........ R S S R T 618 - 153 1,249 . "2,02_0

$1,414  $751  $4,568 $6.733

RIS . December 31,:2003
- Jorf ) ) All L
‘Lasfar(a) FMLP(b) Taweclah SCP(c) Atacama Others  Total(d)

(In Millions)

Assets -
Current assets .......vveennnennn.n. .. .$ 2717 $— $93 $60 S$103 $ 326 S.859
. Property, plant and equ1pment net...... B 10 — 638 383 676 2,099 3,806
Otherassets. ..........c..... e 1,152 893 10 — 27 715 2,797
‘ o 51,439 $893-  $741  $443 $806  $3,140 $7.462
Liabilities o : ‘ o
Current liabilities .......... DU . §$314 $21 S8 $19 $41 S 360 $ 836
Long-term debt and other non-current :
liabilities ........... e o612 411 509 225 443 2315 4515
Equity ................ eeeeee. ..l 51300 4610 U151 199 322 0 465 2,111

$1,439  $893 '$741  $443 © $S806  $3,140 - $7,462

(2)

Our investment in-Jorf Lasfar was $309 million ‘at D_eeember 31, 2004 and $256 million at December 31,
2003. Our share of net income from Jorf Lasfar was $63 million for the year ended December 31, 2004,

~ $60 million for the year ended December 31,2003, and $66 million for the year ended December 31, 2002.

(b)

(c)

@

Under Revised FASB Interpretation No. 46, we are the primary beneﬁcmry of the FMLP and have
consolidated their assets, liabilities, and financial activities for 2004. . :

In August 2004, we sold our investment in:SCP.

“For 2003 ‘and 2002, the MCV Partnership was accounted for as an equity method investment but their

summarized financial information is not included in these tables. Our 49 percent investment in the MCV
Partnership was $419 million at December 31, 2003 and our share of net income was $29 million for the
year ended December 31, 2003 and $65 million for the year ended December 31, 2002. Such information is
shown below in the section ‘‘Summarized Financial Information of Significant Related Energy Supplier.”’
Under Revised FASB Interpretation No. 46, we are the primary beneficiary of the MCV Partnership. We
consolidated their assets, liabilities, and financial activities into our financial statements as of and for the
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year ended December 31, 2004. As of December 31, 2004, the MCV Partnership had total assets of
$1.980 billion and a net loss of $24 million for the year.

Summarized Financial Infofmation of Significant Related Energy Supplier: Under the PPA with the
MCYV Partnership discussed in Note 3, Contingencies, our 2003 obligation to purchase electric capacity from the
MCV Partnership provided 15 percent of our owned and contracted electric generating capacity. Summarized
financial information of the MCV Partnership for 2003 and 2002 follows:

Sratements'of Income

Years Ended December 31. ‘ - 2003 2002

- (In Millions)
Operating revenue(@)......... e e e $584 8597
Operating expenses ............. e e e 416 409
Operating income .......... e e e 168 188
Other expense, net........... e e e e e e e e 108 114
Income before cumulative effect of accounting change ...ttt 60 74
Cumulative effect of change in method of accounting for derivative options contracts(b).. .. .. — 58
Net Income ©............ e P $ 60 $132

Balance Sheet

December 31 - 2003 December-31 ‘ 2003
o C {In Millions) o ' (In Millions)
Assets ‘ - Liabilities and Equity
Current assets(c) ...... e $ 389 . Current liabilities ............. $ 250
Plant,net ............oouenn.. 1,494 " Non-current liabilities(d). ....... 1,021
Otherassets ............c..... 187 Partners’ equity(e)............. 799 -
‘ $2,070 ' o $2,070

(a). Revenue from Consumers totaled $514 million in 2003 and $557 million in 2002.

(b) On April 1, 2002, the MCV Partnership 1mplemented a new accounting standard for derivatives. As a result,
the MCV Partnership began accounting for several natural gas contracts containing an option component at
fair value. The MCV Partnership. recorded a $58 million cumulative effect adjustment for the change in
accounting principle as an increase to earnings. CMS Midland’s 49 percent ownership share was $28 million
(318 million after-tax), which is reflected as a change in accounting pring:iple‘dn our Consolidated
Statements of Income (Loss) in 2002.

(c) Receivables from Consumefs totaled $40 million for Declember 31, 2003.

(d) FMLP is the sole beneficiary of a trust that is the lessor in a long-term direct finance lease with the MCV
Partnership. CMS Holdings holds a 46.4 percent,ownership interest in the FMLP. The MCV Partnership’s
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“'lease obligations; assets, and ‘operatingrevenues secure FMLP’s debt. The following table summarizes
obligation and payment information regarding the direct finance lease.

.. December 31 . 2003

T : : (In Millions)

~Balance Sheet:
. MCV Partnershlp Lease obliZation .....vrtree i e $894 - -

FMLP: P NoOf-recourse debt. ..o e 431

ey oo i Lease payment to service non-recourse debt (including interest) ... - 158

CMS Holdmgs ;. Share of intérest portion of lease payment ..................... 37

o '+ Share of principle portion of lease payment.................... ;- 36
Years Ended December 31 2003 2002

AR T “(In Millions)
Income Statement o o ' o _
" FMLP:’ ' Fammgs. e $32 ' 838
(e) CMS Mldland s recorded 1nvestment 1n ‘the MCV Partnersh1p includes caprtahzed interest, which we are
expensing over the life of our investment in the MCV Partnership. The financing agreements prohibit the
.-, . .MCV Partnership from distributing any cash to.its owners until it meets certain financial test requirements.
. We do not anticipate receiving a cash distribution in the near future. ., -
T P S B S RS T SO s LU A SRS
13: GOODWILL e IR vl . e : : . .
.. The changes in the carrymg amount of goodwrll for the years ended December 31, 2003 and 2004, by
reportable segment, are as follows CoT A .
Lo, TRl e e e

Electric ‘ Gas »
Utility  Utility  Enterprises . Other  Total

(In Millions)

Balance as of January 1,2003 .. .qvve... et . 83— §— . 8§31 $— §31
Impalrments(a) ....... e e ey R — — . +(18) — 1 (18)
"Additions LTl ST — e 5 — .5
Currency translat1on adjustment K — S ‘6 — 6
Other/reclass1ﬁcat1on - S - =" — 1

Balance as of December- 31, 2003 _ S— $—. . '$25. $— $25
Impairments(b) .................. PR A TSR T S — — T (5) — &)
Currency translation adjustment ESRETEREEE EEE TR = — 3 . = 3

Balance as of December 31 2004 st et et e e S—... §$—. $23 $— . §$23

(a) In 2003, we performed an impairment test on the Enterprises segment which determined the book value of
our goodwdl related to CPEE exceeded the fair value. Therefore, we recorded a goodw1ll impairment.

(b) "In the fourth quarter of 2004, an impairment charge was recorded to recognize a reduction in fair value as a
result of the sale of GVK, which included a goodwill impairment of $5 million. We closed on the sale of
_ GVK in February 2005 : -~

14 JOINTLY OWNED REGULATED UTILITY FAClLITIES

" 'We are requlred to provide only our share of ﬁnancmg for the jointly owned ut111ty facilities. The direct
expenses of the jointly owned plants are included in operating expenses. Operatlon maintenance, and other
expenses of these Jomtly owned utility facilities are shared in proportion to each participant’s undivided
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ownership interest. The following table indicates the extent of our investment in jointly owned regulated utility
facilities:

Net .
Investment Construction
Ownership Accumulated Work in
Share Depreciation Progress
December 31 (Percent) 2004 2003 2004 2003 2004
] (In Millions)
Campbell Unit 3. ... .. .o 933 8284 $299 $339 $328 S$158 $113
Ludington .......... ... .. EPEN - 510 - 79 84 91 87 — €8}
Distribution...........c.coiiiiierenn.., e Various 77 74 33 32 6 5

15: REPORTABLE SEGMENTS

Our reportable segments consist of business units organized and managed by their products and services. We
evaluate performance based upon the net income of each segment. We operate principally in three reportab]e
segments: electric utility, gas utility, and enterpnses

The electric utility segment consists of regulated activities associated with the generation and distribution of
electricity in the state of Michigan through our subsidiary, Consumers. The gas utility segment consists of
regulated activities associated with the transportation, storage, and distribution of natural gas in the state of
Michigan through our subsidiary, Consumers. The enterprises segment consists of:

"+ investing in, acquiring, developing, constructmg, managing, and operating non-utility power generatlon
plants and natural gas facilities in the United States and abroad, and

* providing gas, oil, and electric marketing services to energy users.

Accounting policies of our segments are the same as we describe in the summary of significant accounting
policies. Our financial statements reflect the assets, liabilities, revenues, and expenses directly related to-the
individual segments where it is appropriate. We allocate accounts between the segments where common accounts
are attributable to more than one segment. The allocations are based on certain measures of business activities,
such as revenue, labor dollars, customers, other operation and maintenance expense, construction expense, leased
property, taxes or functional surveys. For example, customer receivables are allocated based on revenue. Pension
provisions are allocated based on labor dollars. We account for inter-segment sales and transfers at current market
prices and eliminate them in consolidated net income (loss) by segment.

The “‘Other”” segment includes corporate interest and other, discontinued 'operations, and the cumulative
effect of accounting changes. The following tables show our financial information by reportable segment:

Reportable Segments

Years Ended December 31 - ‘ 2004 2003 2002
(In Millions)

Operating Revenues

Electric Utility ... ..ot i e e $2583 § 2,583 $ 2,644
Gasutility ... i i e 2,081 1,845, - 1,519
DRy o) o 1 O PP 808 1,085 4,508

COther ............. T A — C— 2
‘ . ' $ 5472 $ 5513 $ 8,673
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Years Ended December 31

Earnings from Equity Method Investees

Enerprises - . oii e e e
Other .. e

Depreciation, Depletion, and-Amortization

"Electric utility ........ T
Gasutility ... o i i i i e e e e
Enterprises ... ..ottt e
Other ............ e e e et

Interest Charges

Electric utility ................ e e
CGasutility L.
“"Enterprises ......0 .ot N

Other .. e e

Income Tax Expense (Benefit)

Electric utility ............ooiiiaiiaet. e
Gas utility ......... S L S SRR ;
Enterprises .. ......oviierannn.. T IR
Other ......ivvnviiinnnnn. e R PP

Net Income (Loss) Available to Common Stockholders

Electric utility ......ooiiitit it it e
Gasutility .......cooiiveiiii...
Enterprises ....ooovviiiiiniiin... e
“Other ...... P e .

Investments in Equity' Method Investees

Enterprises . .......ccoaviiiat. T A L P L
L 11 1T Ut

Total Assets

“Electric utility(a) ..."............. R

Gasutility(a) ... ovvri i i e e L
Enterprises . .........ooiiiiii., e RPN
Other ... U

135

2004 - 2003 2002
(In Millions)

$ 113.$.164 $ 92
2 —_ _
$ 115 $ 164 $° 92
$ 189 $ 247 S 228
112 128 118
129 52 64
1 ] 2
$ 431 $ 428 $ 412
S 203-$% 164 '$ 109
64 51 - 36
87 37 10
275 329 ¢ 265
S 629 $ 581§ 420
$ 120 § 90 S 138
40 35 33
. (46) 14 .. (155)
(119) 8. (57)
$ (5 $- 58 § . (41
S 223§ 167 $ 264
71 .38 46
19 8 (419
(203)  (257)  (541)
S 110 § (44) S_(650)
$ 729 $ 1,367 $ 1,367
- 23 23 )
$ 752 $ 1,390 $ 1369
$ 728 $ 6831 $ 6,058
3,187 2,983 2586
4,980. 3,670 5,724
416 354 413
$15,872 $13,838 $14,781
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Years Ended December 31 - 2004 - .-2003 2002
' (In Millions)

Capital Expenditures(b) S . .
-Electric utility ...... e e e e e e e e e me e $ 360 S 310 § 437

Gas ULy . ..o e e e 137 135 181
S oY C=3 g o <2 37 49 235
L 13 T ‘ 1 — 8

'S 535 $ 494 S 861

Geographic Areas(c)
2004 2003 2002
(In Millions)
United States

Operating Revenue .............ccooninnn, PP . §5163 § 5222 § 8361
Operating Income (LOSS) ... .vviettnn et iiae e iine e - 586 511 .. - (36)
TOtal ASSEES oo ittt ettt et e e e e e 14,419 12,372 13,355
International _ _ oo
Operating RevENUE ... ... vut ettt iiiiei e $§ 309 § 291 § 312
OPETating INCOME .t v vt itee et ettt et e et e aenreieanenns 7 84 111

TOtal ASSEES o ittt e e e et et 1,453 1,466 1,426

(a) Amounts includes a portion of Consumers’ assets for both the Electric and Gas utility units.

(b) ‘Amounts include electric restructuring implementation plan, purchase of nuclear fuel, and other assets.
‘ Amounts also include a portion of Consumers’ capital expenditures for plant and equipment that both the
electric and gas utility units use.

(c) Revenues are based on the country location of customers,

16: IMPLEMENTATION OF NEW ACCOUNTING STANDARDS

 FASB Interpretation No. 46, Consolidation of Variable Interest Entities: The FASB issued this
Interpretation in January 2003. The objective of the Interpretation is to assist in determining when one party
controls another entity in circumstances where a controlling financial interest cannot be properly identified based
on voting interests. Entities with this characteristic are considered variable interest entities. The Interpretation
requires the party with the controlling financial interest, known as the primary beneficiary, in a variable interest
entity to consolidate the entity.

* In December 2003, the FASB issued Revised FASB Interpretation No. 46. For entities that had not
previously adopted FASB Interpretation No. 46, Revised FASB Interpretation No. 46 provided an implementation
deferral until the first quarter of 2004. As of and for the quarter ended March 31, 2004, we adopted Revised
FASB Interpretation No. 46 for all entities.

We determined that we are the primary beneficiary of both the MCV Partnership and the FMLP. We have a
49 percent partnership interest in the MCV Partnership and a 46.4 percent partnership interest in the FMLP,
Consumers is the primary purchaser of power from the MCV Partnership through a long-term power purchase
agreement. The FMLP holds a 75.5 percent lessor interest in the MCV Facility, which results in Consumers
holding a 35 percent lessor interest in the MCV Facility. Collectively, these interests make us the primary
beneficiary of these entities. As such, we consolidated their assets, liabilities, and activities into our financial
statements as of and for the year ended December 31, 2004. These partnerships have third-party obligations
totaling $582 million at December 31, 2004. Property, plant, and equipment serving as collateral for these
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obligations has a carrying value of $1.426 billion at December 31, 2004. The creditors of these partnershrps 'do
not have recourse to the general credit of CMS Energy. A . .

At December 31, 2003, we determined that we are the primary beneficiary of three¢ ‘other entities that are
determined to be varlable interest entities. ‘We have 50 percent partnérship interest in the T.E.S. Filer City Station
Limited Partnershlp, the Grayling Generatmg ‘Station Limited Partnership, and the Genesee Power Station
Limited Partnership. Additionally, we have operatmg and management contracts and are ‘the primary purchaser of
power from each partnership through long term power purchase agreements Collectrvely, these interests make us
the primary beneficiary-as defined by the Interpretation. Therefore, we consolidated these partnershrps into our
consolidated financial statements beginning in 2003. These partnerships have thrrd-party ‘obligations ‘totaling
$116 million at December 31, 2004. Property, plant, and equipment serving as collateral for these obligations has
a carrying value of $168 mrlhon as of December 31, 2004. Other than outstandmg letters of credrt and guarantees
of $5 mrlhon the credrtors of these partnershlps do not have recourse to the general credrt of CMS Energy.

We determined that we are not the primary beneficiary of our trust preferred secunty structures.
Accordingly, those entities were deconsolidated as of December 31, 2003. Company Obligated Trust Preferred
Securities totaling $663 million that were previously included in mezzanine equity, .were eliminated due to
deconsolidation. At December 31, 2004, we reflected Long-term debt — related parties of $504 million, current
portion of Long-term debt — related parties of $180 million, and an investment inre]ated parties of $21 million.

O

We are not required to restate prior periods for the 1mpact of this accountmg change

. Additionally, we have variable. interest_entities in which we are not the pnmary beneﬁcrary FASB
Interpretatlon No. 46 requlres us to dlSClOSC certam mformatlon about these entities. The followmg chart detalls
our mvolvement m these entltles at December 31 2004

« Investment K Operating . Total. '

Namel o o : Nature ef the , ) ’ 7: ‘Involvement Balance Agreement with  Generating
(Ownership Interest) -~ -~ Entity -~ Country - - Date (In Mrlhons) CMS Energy - Capacity
Taweelah (40%) ' Generator ~ United Arab 1999 $81 Yes . 77TMW
Emirates N -
Jubail (25%) - --* Generator— - Saudi Arabia - 2001 $ — - Yes - . 250 MW
- : . Under Coan P S ’ e
© . Ce.oomen oo Conmstruction . opL - _ TR ; S
Shuweihat (20%) . Generator’'  United Arab = 2001 $ 41(2) Yes 1,500 MW
: Do ©+ . -, Emirates . ' IS
Total s $122 2,527 MW

|

(a) At December 31, 2004, the balance includes our proportlonate share of the negatrve fair value of derivative
instruments of $25 million, , ; t

A Our:mva_ximum_ exposure to loss_through our.interests in these variable interest. entities is limited to our
investment balance of $122 million, and letters of credit, guarantees, and indemnities relating to Taweelah and
Shuweihat totaling $84 million. In the third quarter of 2004, we contributed an investment of $70 million in
Shuweihat. The contribution was made pursuant to the Shuweihat Shareholders’ Agreement which was entered
into in 2001. o . :

FASB Staff Position, No. SFAS 106-2, Accounting and Disclosure Requirements Related to the Medicare
Prescription ‘Drug, Improvement, and Modernization Act of 2003: The Medicare Prescription Drug,
Improvement, and Modernization Act of 2003 -(the “Act) was signed into law in December 2003. The Act
establishes a prescription drug benefit under Medicare (Medicare Part D) and a federal subsidy, which is exempt
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from federal taxation, to sponsors of retiree health care benefit plans that provide a benefit that is actuanally
equivalent to Medicare Part D.

-We believe our plan is actuarially equivalent to Medicare Part D and have incorporated retroactively the
effects of the subsidy into our financial statements as of June 30, 2004, in accordance with FASB Staff Position,
No. SFAS 106 2. We remeasured our obhgatron as of December 31, 2003 to incorporate the impact of the Act,
Wthh resulted in a reduction to the accumulated. postretlrement benefit obligation of $158 million. The
remeasurement resulted in a total OPEB cost reductron of $24 million for 2004. Consumers capitalizes a portion
of OPEB cost in accordance with regulatory accounting. As such, the remeasurement resulted in a net reduction
of OPEB expense of $17 million for 2004. \

"EITF Issue No. 04-8, The Effect of Contingently Convertible Debt on Dtluted Earnings Per Share: At its
September 2004 meeting, the EITF reached a final consensus that contingently convertible instruments should be
included in the diluted earnings per share computation (if dilutive) regardless of whether the market price trigger
has been met.

In December 2004, we completed an exchange offer for our 3.375 percent contingently convertible senior
notes and our 4.50 percent contingently convertible preferred stock. For additional mformatron see Note 4,
Fmancmgs and Caprtalrzatron “‘Contingently Convertible Secuntres

‘We adopted the provrsrons of EITF Issue No. 04-8 as of December 31 2004, Upon‘ edoption, our
2004 year-to-date diluted earnings per share was reduced by $0.01 per share. Adoption of this EITF Issue did not
impact our diluted earnings per share for any prior periods.

. FSP_109-1, Accounting and Disclosure Gmdance for the Tax Deduction Provided to U.S. Based
Manufacfurers by the American Jobs Creation Act of 2004: The American Jobs Creatron Act of 2004
provides for a deduction, starting in 2005, of a portion of the income from certain productron activities, mcludmg
the production of electricity. FSP 109-1 indicates that the deduction should be accounted for as a special
deduction rather than a tax rate reduction under SFAS No. 109, We are cufrently studymg this act for its impact
on us; however, we do not anticipate a material amount of tax benefit from the domestic production actrvmes
deduction in the near future.

- FSP 109-2, Accounting and Disclosure Guidance for the Foreign Earnings Repatriation Provision
within the American Jobs Creation Act of 2004: The American Jobs Creation-Act of 2004 creates a one-year
opportunity to receive a tax benefit for U.S. corporations that reinvest dividends from controlled foreign
corporations in the U.S. in a 12-month period (2005 for CMS Energy). Although the tax benefit is subject to a
number of limitations, we believe that we have the information necessary to make an informed decision on the
impact of this act on our repatriation plan. FSP 109-2 provides accounting guidance and disclosure requirements
relating to this act. For additional details, see Note 9, Income Taxes.

EITF Issue No. 03-1, The Meaning of Other-Than-Temporary Impairments: The Issue addresses the
definition of an other-than-temporary impairment of certain investments and provides additional. disclosure
requirements. The scope of EITF Issue No. 03-1 includes debt and equity securities accounted for under
SFAS No. 115, debt and equity securities held by non-profit organizations under SFAS No. 124, and cost method
investments under APB No. 18: We analyzed our in-scope investments under the guidance of this Issue and have
provided additional disclosures.

New AccounTING STANDARDS NoT YET EFFECTIVE

SFAS No. 123R, Share-Based Payment:: The Statenient requires companies to expense the grant date fair
value of employee stock options and similar awards. The Statement also clarifies and expands SFAS No. 123°s
guidance in several areas, including measuring fair value, classrfymg an award as equity or as a liability, and
attributing compensation cost to reporting periods.
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In addition, this Statement amends SFAS No. 95, Statement of Cash Flows, to require that excess tax benefits

related to the excess of the tax deductible amount over the compensation cost recognized be classified as a
ﬁnancmg cash mﬁow rather than as a reduction of taxes paid in operating cash flows.

This Statement is effective for us as of the begmnmg of the third quarter of 2005. We adopted the fair value
method of accounting for share-based awards effective December 2002, and therefore, expect this Statement to
have an insignificant impact on our results of operations when it becomes effective.

17: QUARTERLY FINANCIAL AND COMMON STOCK INFORMATION (UNAUDITED)

2004
Quarters Ended ‘ ; March 31  June 30 -~ Sept. 30  Dec. 31
- ‘(In Millions, Except Per Share Amounts)

Operating revenue(@) . . .« vvveeeernnnnrsoerennn s oeaeennaaceans $1,754 81,093 §1,063 §1,562
Operating income(a)(d). .. .... DU e e 145 148 - 158 142
Income (loss) from continuing operations(d) .... :........ AP (2) 19 510 -5 59
Income (loss) from discontinued operations(b)-..... e ) — 8 7 (10)
Cumulative effect of change in accounting(b)(c) .................. 2 - — — =
Net income (loss)(c)(d) ... oovinvnaont. et ea e 6) - 19 59 . 49
Preferred dividends ... ........ oo i 3 3 .3 L2
Net income (loss) available to common stockholders(c)(d) .......... C)) 16 56 47
Income (loss) from continuing operanons per average common S "
- share —basic .....ii.iit i (0.04) 010 030 030
Income (loss) from contmumg operatlons per average common . .
* share —— diluted ..... i e e e e T (0.04) 0.10 029 029
Basic earnings (loss) per average common share(e) .. ..ooovvvnnnnns . (0.06) 0.10 035 025
Diluted earnings (loss) per average common share(e) ... .... oo (0.06) 0.10 0.34 - 0.24
Common stock prices(f) ' :

High oo e e 9.51 9.32 9.73 ":10.53

“Low .. oo e S P I 8.36 . 7.90: 8.59 8.93
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o o L , .2003 ,

Quarters Ended T L C e e March 31 June 30 Sept. 30 Dec. 31

4 L _ o - (In \hlhons, Except Per Share Amounts)

OPETating TEVENUE . .« v et Sl968 81126 §1,047 7 $1372
Operating income ... .....coouvvnn... PR Lo 236 176 T 78 105
Income (loss) from continuing operatlons .- ...... . 75 - " . (12:').‘  (7D (34)
Discontinued operations(b) . .........ovvireanin... [RRTR T AR Uis3) T 2 43
Cumulative effect of change in accounting(b). ... ... [P v @A), s — s — e —
Net income (10SS) ..o vr e et eieaaae s 82 (65) (69) 9
Preferred dividends .............. e — — W 1
Net income (loss) available to common stockholders............... 82 (65) (69) 8

Income (loss) from continuing operations per average common ' _ e
share—basic .......... ool . 052 (0.08) .(047). .(0.22)
Income (loss) from contmumg operations per awerage COMMON i .y o ot ig. e e
aoeshare—diluted ... oo cevvse 0047 .., (0.08) . (0.47) ..(0.22)
Basic earnings (loss) per average common share(e).......... ewnws o 0570 (045) ¢ (0.46)., .. 0.05
Diluted earnings (loss) per average common share(e) ......... e - 0.52 (0:45) - (0.46) - 0 05

Common stock prlces(f) o N

High....ooooeiioenns e L = R N 863
Low 3497 4.5'8 D6l 44

" our financial statements as of and for the year ended December 31, 2004 For addmonal detaxls see Note 16
Implementation of New Accounting Standards. i

(b) Net of tax. .

(c) " Quarterly data for March 31, 2004 differs from amounts prev1ously reported as a result of acceleratmg the
‘measurement date on our benefit plans by one month. For additional information, see Note 7, Retirement
Benefits.

(d) Quarterly data for March 31, 2004 differs from amounts previously reported due to the remeasurement of

our post retirement benefit obligation in accordance with FASB Staff Position, No. SFAS 106-2. For
additional information, see Note 16, Implementation of New Accounting Standards.

ot

(e) Sum of the quarters may not equal the annual earnings per share due to changes in shares outstanding.
(f) Based on New York Stock Exchange — Composite transactions.
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REPORT OF INDEPENDENT,REGISTERED PUBLIC ACCOUNTING FIRM

The Board of Directors and Stockholders of CMS Energy Corporation

We have audited the accompanying consolidated balance sheets of CMS Energy Corporation (a Michigan
corporation) as of December 31, 2004 -and 2003, and the related consolidated statéments of income (loss),
common stockholders’ equity and cash flows for each of three years in the period ended December 31, 2004. Our
audits also -included the financial statement ‘schedule listed in the Index at Item 15(a)(2). These financial
statements and schedule are the responsibility of the Company’s management. Our responsibility is to express an
opinion on these financial statements and schedule based on our audits. The financial statements of Midland
Cogeneration Venture Limited Partnership, a 49% owned variable interest entity which has been consolidated in
2004 pursuant to Revised Financial Accountmg Standards Board Interpretatron No. 46, ‘‘Consolidation of
Variable Interest Entities”” and accounted for under the equlty method of accSunting in 2003 and 2002 and Jorf
Lasfar Energy Company S C.A., which represents an mvestment accounted for under the equrty method of
on the consohdated financial statements reIatesy 'to the amounts mcluded for. Mrdland Cogeneratron Venture
errted Partnershrp and Jorf Lasfar Energy Company S C. A respectlver, it rs based soIer on therr reports

We conducted our audits in accordance with the standards of the Public Company Accountmg Oversrght
Board (Umted States). Those standards requrre that we plan and perform the audit to obtain reasonable assurance
about whether the financial statements ‘are free of material misstatement. An audit 1ncludes examining, on a test
basis, evidence supportmg ‘the amounts and disclosures in the financial statements. An audit also ‘includes
assessrng the accounting principles used and significant eéstimates made by management, as well as evaluating’ the
overall financial statément presentatron We beheve that our audlts and the reports of other audrtors prov1de a
reasonable basis for our opinion. - v

_In our opinion,.based on our audits and the reports of other auditors, the consolidated financial statements
referred to above present fairly, in all matenal respects the consolidated financial position of CMS Energy
Corporatlon at December 31, 2004 and 2003, and the consolldated results of their operations and their cash flows
for each of the three years in the period ended December 31, 2004 in conformlty with U.S. generally accepted
accounting principles. Also, in our opinion, the related financial statement schedule, when consrdered in relation
to the basic financial statements taken asa whole presents fairly in all material respects the information set forth
therem - o o - :

As drscussed in Note 16 to the consohdated ﬁnancral statements in 2004 the Company adopted Revrsed
Financial Accounting . Standards Board (FASB) Interpretatron No. 46, ‘‘Consolidation of Variable Interest
Entities’”. In addition, as drscussed in Note 7 to the consolidated financial statements, in 2004, the Company
changed its measurement date for all CMS Energy Corporatxon pension and postretlrement beneﬁt plans. As
discussed in Notes 6, 8, and 16 to the consolidated financial statements, in 2003, the Company adopted the
provisions of Statement of Fmancral Accountmg Standards (SFAS) No. 143 “Accountmg for Asset Retirement
Obligations””, EITF, Issue No. 02 03, “Recogmtlon and Reportmg of .Gains and Losses on Energy Tradmg
Contracts™ and of FASB, Interpretatron No. 46, “Consohdatron of VarrabIe Interest Entities”’,

. We also have audrted in accordance Wrth the, standards of the Pubhc Company Accountrng Oversrght Board
(Umted States), the effectiveness of CMS Energy Corporatron s internal control over ﬁnancml reporting as of
December 31, 2004, based on criteria establlshed in Internal Control- Integrated Framework issued by the
Commrttee of Sponsoring Orgamzatlons of the’ Treadway Commrssron and our report dated March 7 2005

expressed an unquahﬁed oprmon thereon
émt ¥
Detroit, Michigan

March 7, 2005 - - o :’fffs;”" ' . | .. S - : ’

ur
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Partners and the Management Committee of- -~ .. - '
Midland Cogeneranon Venture lelted Partnershlp

We have completed an rntegrated audlt of Mldland Cogeneratlon Venture Lxmrted Partnershlp s 2004
consolidated financial statements and of its internal control over financial reporting as of December 31, 2004 and
audits of its 2003 and- 2002 consolidated financial statements in accordance with the standards of the Public
Company Accounting Oversight. Board (United States). Our opinions, based on our audits, are presented below.
Consolidated Financial Statements . . - . , _ N ,

In our opinion, the accompanymg consolidated balance sheets and the felated consolidated statements of
operatrons partners’’ equity and cash flows (not presented herein) present fairly, in all material réspects, the
financial position of Midland Cogeneratron errted Partnershrp (a Michigan . llmrted partnershlp) and its
subsrdlarles (MCV) at December 31, 2004 and 2003, and the results of their operations and their cash flows for
each of the three years in the penod ended December 31, 2004 in conformrty with accounting principles generally
accepted in the United States of America. These financial statements are the responsibility ‘'of MCV’s

management. Our responsibility is to express an opinion on these financial statements based on our audits. We
conducted our audits of these statements in accordance wrth the standards of the Public Company Accounting
Oversrght Board (United States). Those standards requ1re that we plan and perform the audit to obtain reasonable
assurance about whether the financial statements are free of ‘material misstatement. An audit of ﬁnanc1a1
statements mcludes examining, on a test basis, evrdence suppomng the amounts and disclosures in the financial
statements, assessing . the, accounting principles used and significant estimates made by management, and

evaluating the overall financial statement presentation. We believe that our audits provrde a reasonable basrs for
our opinion.

As explamed in Note 2 to the financial statements, ef’fectrve April 1, 2002, ‘Midland Cogeneratron Venture
erlted Partnership changed its method of accounting for’ derivative and hedgmg activities in accordance wrth
Derivative Implementatlon Group (“DIG”) Issue C 16

Internal Control over Fmanclal Reportmg

Also, in our opinion, management’s assessment, mcluded in Management s Report on Internal Control Over
Financial Reporting, that MCV maintained effective internal control over financial reporting as of December 31,
2004 based on criteria ‘established inInternal Contml—[ntegrated Framework issued by the Committee of
Sponsormg Organizations of the Treadway Commission (COSO), is fairly stated, in all material respects, based
on those criteria. Furthermore, in our opinion, MCV maintained, in all material respects, effective internal control
over financial reporting as of December 31, 2004, based on criteria established in Internal Control — Integmted
Framework issued by COSO. MCV’s management'is'responsible for maintaining effective internal control over
financial reporting and for its assessment of the effectiveniess of internal control over financial reporting. Our
responsibility is to express opinions on management’s’ assessment and on the effectiveness of MCV’s internal
control over financial reporting based on our audit’ We conducted our audit of internal control over financial
reporting in accordance with the standards of the Public Company Accounting Oversight Board (United States).
Those standards requrre that we plan and perform the audrt to obtain reasonable assurance about whether effective
internal control over ﬁnancral reporting was mamtamed in all matenal respects. An audit of internal control over
financial reporting mcludes obtaining an understandmg of 1nternal control over ﬁnancral reporting, evaluatrng
management’s asséssment, testing and evaluating the design and operating effectrveness of internal control, and
performing such other procedures as we consider necessary in the circumstances. We believe that our audit
provides a reasonable basis for our opinions.

A company’s internal control over financial reporting is a process designed to provide reasonable assurance
regarding the reliability of financial reporting and the preparation of financial statements for external purposes in
accordance with generally accepted accounting principles. A company’s internal control over financial reporting
includes those policies and procedures that (i) pertain to the maintenance of records that, in reasonable detail,
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accurately and fairly reflect the transactions and dispositions of the assets of the company; (ii) provide reasonable
assurance that transactions are recorded as necessary to permit preparation of financial statements in accordance
with generally accepted accounting principles, and that receipts and expenditures of the company are being made
only in accordance with authorizations of management and directors of the company; and (iii) provide reasonable
assurance regarding prevention or timely detection of unauthorized acquisition, use, or dxsposmon of the
company’s assets that could have a material effect on the financial statements.

Because of its inherent limitations, internal control over financial reporting may not prevent or detect
misstatements: Also, projections of any evaluation of effectiveness to future periods are subject to the risk that

controls may become inadequate because of - changes in conditions, or that the degree of comphance with the
policies or procedures may detenorate LTS R : o S

N
Py

Q-ecwi,.,(,\a Gbo\fks LL%

choed Detr01t chhlgan
. w10 wFebruary 25,.2005:
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v REPORT OF INDEPENDENT AUDITORS ... . . L
To the Management Committee. .. Y
and Stockholders of Jorf Lasfar .
Energy Company S.C.A. . S : : ‘ S
B.P. 99 Sidi Bouzid 5 A
El Jadlda

1}

We have audxted the accompanymg balance sheets of Jorf Lasfar Energy Company S C A. (the ‘‘Company™’)
as of December 31, 2004, 2003 and 2002, and the related statements of income, of stockholders® equity and of
cash flows for the years then ended. These financial statements are the responsibility of.the Company’s
management. Qur responsibility is to express an opinion on these financial statements based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight
Board (United States of America). Those standards require that we plan and perform the audit to obtain
reasonable assurance about whether the financial statements are free of material misstatement. An audit includes
examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements. An audit
also includes assessing the accounting principles used and significant estimates made by management, as well as
evaluating the overall financial statements presentation. We believe that our audits provide a reasonable basis for
our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the financial
position of Jorf Lasfar Energy Company S.C.A. at December 31, 2004, 2003 and 2002, and the results of its
operations and its cash flows for the years then ended, in conformity with accounting principles generally
accepted in the United States of America.

e usheon

Price Waterhouse
Casablanca, Morocco,
February 11, 2005
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ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS
ON ACCOUNTING.AND FINANCIAL DISCLOSURE.

None.
K ' Sonn

N R NS I S SO, L ¥
{ITEM SA. CONTROLS AND PROCEDURES.
Conclusion Regarding the Effectiveness of Disclosure Controls and Procedures: Under the supervision
and with the participation of management lncludlng its CEO and CFO, CMS Energy conducted an evaluation of
its disclosure controls and procedures (as such term is defined in Rules 13a-15(e) and 15d-15(e) under the

Exchange Act). ‘Based on such evaluation, CMS’ Energy s CEO and CFO have concluded that its dlsclosure
controls and procedures are effective as of the end of the period covered by this annual report. ‘

Management’s Report on Internal Control Over Financial Reporting: CMS Energy’s management’s
assessment of internal control over financial reportmg appears in ITEM 7. CMS ENERGY S MANAGEMENT’S
DISCUSSION AND ANALYSIS, and is mcorporated by referénce herein.

o

. ITEM 98, OTHER INFORMATION I
Nore. : et e Seeh
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N .‘: A PART III O T
ITEM’ 10 DIRECTORS AND EXECUTIVE OFFICERS

Information that is required in Item 10 regarding directors and executive officers is included in CMS
Energy’s definitive proxy statement, which is incorporated by reference herein.

ITEM ] 1. EXECUTIVE C’OII)I'P'EIQIS'A'TIO"I\I‘.' :

Infonnatxon that is requ1red m Item 1t regardmg executlve compensatlon is mcIuded in CMS Energy s
definitive proxy statement which'is mcorporated by reference herem R

ITEM 12 SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND . ':, ‘

i

MANAGEMENT RELATED STOCKHOLDER MATTERS o S

Information that is requIred in Item 12 regarding securities authorized for issuance under equity
compensation plans and security ownership of certain beneficial owners and management is included in CMS
Energy’s definitive proxy statement, which is incorporated by reference herein.

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS.

Information that is required in Item 13 regarding certain relationships and related transactions is included in
CMS Energy’s definitive proxy statement, which is incorporated by reference herein.

ITEM 14. PRINCIPAL ACCOUNTANT FEES AND SERVICES.

Information that is required in Item 14 regarding principal accountant fees and services is included in CMS
Energy’s definitive proxy statement, which is incorporated by reference herein.

PART IV
ITEM 15. EXHIBITS AND FINANCIAL STATEMENT SCHEDULES.

@ Financial Statements and Reports of Independent Public Accountants for CMS Energy are included
in ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA and are incorporated by
reference herein.

(a)(2) Financial Statement Schedules and Reports of Independent Public Accountants for CMS Energy are
included after the Exhibits to the Index to Financial Statement Schedules and are incorporated by
reference herein.

@)(3) Exhibits for CMS Energy are listed after Item 15(c).below and are incorporated by reference herein.

(b) Exhibits, including those incorporated by reference (see also Exhibit volume).
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Previously Filed

CMS ENERGY'S EXHIBITS

Restated Artlcles of Incorporatron of CMS Energy (Form 8-K filed

By-Laws of CMS Energy (Form 8-K ﬁled ‘October 6 2004)
Restated Articles of Incorporation dated May 26, 2000, of

‘ Consumers (2000 Form 10- K)

By-Laws of Consumers (Form 8-K filed October 6 2004)

Indenture dated as.of September 1, 1945, between Consumers and
Chemrcal Bank (successor to Manufacturers Hanover

: Trust Company) as Trustee, including therein indentures

supplemental thereto through the Forty-third Supplemental

. ‘Indenture dated as of May 1, 1979

Indentures Supplemental thereto: .
70th dated as of 02/01/98 (1997 Form 10-K)

A7lst dated as of 03/06/98 (1997 Form 10-K) .
. 74th dated as of 10/29/98 (3rd qtr. 1998 Form 10- Q)
75th dated as of 10/1/99 (1999 Form 10-K)

77th dated as of 10/1/99 (1999 Form 10-K)

79th dated as of 9/26/01 (3rd qtr. 2001 10-Q)

90th dated as of 3/30/03 (1st gtr. 2003 Form 10-Q)

9lst dated as of 5/23/03 (3rd qtr. 2003 Form 10-Q)

92nd dated as of 8/26/03. (3rd qtr. 2003 Form 10-Q)

94th dated as of 11/7/03 (Consumers Form S-4 dated

December 16, 2003)

95th dated as of 8/3/04 (Consumers Form S-3 dated November 18

96th dated as of 3/17/04 (Form 8-K filed August 20, 2004)

- 97th dated as of 9/1/04 (Consumers Form S-3 dated November 18,

. 98th dated as of 12/13/04 (Form 8-K filed December 13, 2004)

- 99th dated as of 1/20/05

Indenture dated, as of January 1, 1996 between Consumers and The
.. Bank of New York, as Trustee (1995 Form 10-K)

Indentures Supplemental thereto:
Ist dated as of 01/18/96 (1995 Form 10-K)

_2nd dated as of 09/04/97 (3rd qtr. 1997 Form 10-Q) .

3rdd1/04/99 (3rd qtr 1999 Form 10-Q)

_4th dated as of May 31, 2001 : - .

Indenture dated as of February 1, 1998 between Consumers and
JPMorgan Chase (formerly ““The Chase Manhattan Bank”) as

- Trustee (1997 Form 10-K)
= Indentures Supplemental thereto:
1st dated as of 05/01/98 (1st gtr. 1998 Form 10-Q) -

2nd dated as of 06/15/98
3rd dated as of. 10/29/98 (3rd qtr. 1998 Form 10-Q)
Indenture dated as of September 15, 1992 between CMS Energy

'and NBD Bank, as Trustee (Form S-3 filed May 1, 1992)

Indentures Supplemental thereto:

With File . As Exhibit . .
Exhibits Number Number = Descnptlon P
(B)a) 19513 99@ . —

' June 3, 2004)

(3)b)  1-9513 (3)a) —
(3)c)  1-5611 3(c) —
G)d)  1-5611 G)b) . —
@ 265973 (b)1)-4 .- —
1-5611 @@ ., —

1-5611 @@, - —

1-5611 @)  —

1-5611 (4)(b) —
15611 (4)(d) —
1-5611. . 4(b), —

1-5611 @(d) —

1-5611 @@ . —

- 1-5611 @by —
333-111220 (D@D —
333-120611 .V(4)(e)(xiii) —

. B 2004),
1-5611 @(a) —
333-120611  (4)(e)(xv) —
ST 2004)
1-5611 .44 . —
(H(a)(i) : N
(@)  1-5611 @by, . —
1-5611 @b) . —
1-5611  (®@ . —
1-9513 W@ —
(@®)a) e
@)  1-5611 @e)  —

1-5611 H@ .. —

333.58943  (4)(b) —

. 1-5611 @@ —
@) 33-47629  (4)(a) —
1-9513 (@@ - —

7th dated as of 01/25/99 (1998 Form 10-K)
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Previously Filed

With File As Exhibit
Exhibits Number Number
333-48276  (4)
333-58686  (4)
3335519327 (4)(a)
19513 (@)(e)ii)
@HdHon c "
@(d)Gi) - ' :
1-9513 42
1-9513" % 42"
@) 19513 (4;1)_‘__
1-9513 @O
333-45556  (4)(e)
@@  1-9513 QU
@@ 19513 @K
@) 19513 (4)(1) '
@) 15611 ° @)
40
@)
@)
(10  1-9513 (10)(b)
(10)b)  1-5611 (10)(g)
(10)©) 19513 10)d)
(10)d)  1-9513 (10)(d)
(10)e)  1-9513 (10)(m)
aom s
(10)g) 19513 7 (10)h)

i
s

Description

10th dated as of 10/12/00 (Form S-3 filed October 19, 2000)
11th dated as of 03/29/01 (Form S-8 filed April 11, 2001)

12th dated as of 07/02/01 (Form POS AM filed August 8, 2001)
14th dated as of 07/17/03 (2003 Form 10-K)

15th dated as of 9/29/04 -

16th dated' as of 12/16/04

17th dated ‘as' of 12/13/04 (Form 8-K filed December 13, 2004)

* 18th dated as of 1/19/05 (Form 8-K filed January 20, 2005)
- Indenture dated as of June 1, 1997, between CMS Energy and The -

Bank of New York, as trustee (Form 8-K filed July 1, 1997)
Indentures Supplemental thereto:

Ist dated as of 06/20/97 (Form 8-K filed July 1, 1997)

4th dated as of 08/22/00 (Form S-3 filed September 11, 2000)
Certificate of Designation of 4.50% Cumulative Convertible

‘ Preferred Stock dated as of December 2, 2003 (2003 Form 10-K)
'Regrstratron nghts Agreement dated as of July 17, 2003 between

CMS Energy and the Initial Purchasers all as defined therein (2003

" Form 10-K) -
K Reglstratlon Rights Agreement dated as of December 5, 2003
" betwéen CMS Energy and the Initial Purchasers, all as defined
~ therein (2003 Form 10-K)

Registration Rights Agreement dated as of August 17, 2004
between Consumers and the Initial Purchasers, as deﬁned therein

* (Form 8-K filed August 20, 2004)

$300 million Fifth Amended and Restated Credit Agreement dated

" as of August 3, 2004 among CMS Energy, CMS Enterprises, the

Banks, and the Admmlstratlve Agent and Collectron Agent all
defined therein

" Reaffirmation of grant of a security interest, dated as of August 3,

2004 among CMS Energy, CMS Enterprises, and the

- Admlmstratlve Agent and Collateral Agent, as defined therein

Cash Collateral Agreement dated as of August 3, 2004 made by

" CMS Energy to the Administrative Agent for the lenders and
"' collateral Agent, as deﬁned therein
* Form of Employment Agreement entered into by CMS Energy’s
"and Consumers’ executive officers (1999 Form 10-K)

Consumers’ Executive Stock Option and Stock Appreciation Rights

" Plan effective December 1, 1989 (1990 Form 10-K)
- CMS Energy s Performance Incentive Stock Plan effective
" February 3, 1988 as’ amended December 3, 1999 (1999

Form 10-K)
CMS Energy’s Salaried Employees Merit Program for 2003

effective January 1, 2003 (2003 Form 10-K)

CMS Deferred Salary Savmgs Plan effectlve January 1, 1994 (1993
Form 10- -K) s

Annual Officer Incentive Compensation Plan for CMS Energy
Corporation and its Subsidiaries effective January 1, 2004
Supplemental Exécutive Retirement Plan for Employees of CMS

_Energy/Consumers Energy Company effective January 1, 1982, as

amended December 3, 1999 (1999 Form 10-K)
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-Senior . Trust. Indenture, Leasehold Mortgage and Security

Agreement dated as of June 1, 1990 between The Connecticut

. --National Bank and United States Trust Company of New York

Indenture Supplemental thereto:
Supplement No. 1 dated as of June 1, 1990 (MCV Partnership) -
Coliateral Trust Indenture dated as of June 1, 1990 among Midland

.Funding Corporation I, MCV Partnership and United States
. Trust Company of New York, Trustee (3rd qtr 1990 Form 10-Q)

Indenture Supplemental thereto:

- Supplement No. 1 dated as of June 1, 1990 (MCV Partnershrp)
.Amended and-Restated Investor Partner Tax Indemnification

-+ Agreement dated as of June 1, 1990 among Investor Partners, CMS

- Midland as Indemnitor and CMS Energy as Guarantor (1990

: Environmental - Agreement dated as of June 1, 1990 made by CMS
-‘Energy to The Connecticut National Bank and Others (1990

Indemnity . Agreement dated as of June 1, 1990 made by CMS

- Energy to Midland Cogeneration Venture Limited Partnership (1990

.Environmental Agreement dated as of June 1, 1990 made by CMS
- ‘Energy to United States Trust Company of New York,” Meridian
. Trust. Company, each Subordinated Collateral Trust Trustee and

Holders from time.to time of Senior Bonds and Subordinated

*.Bonds and Participants from time to time in Senior Bonds and

Subordinated Bonds (1990 Form 10-K)
Amended and Restated Participation' Agreement dated as of June 1,

-+ 41990 among MCV Partnership, Owner Participant, The Connecticut

National Bank, United States Trust Company, Meridian

- Trust Company, Midland Funding Corporation I, Midland Funding

Corporation 1I, MEC Development Corporation and Institutional

- Senior Bond Purchasers (MCV Partnership) ‘
‘Power.Purchase Agreement dated as of July 17, 1986 between

MCV Partnership and'Consumers (MCYV Partnership)
Amendments thereto: -

Amendment No. 1 dated September 10, 1987 (MCV Partnershrp)
Amendment No. 2 dated March 18, 1988 (MCV Partnership)

---Amendment No. 3 dated ‘August 28, 1989 (MCV Partnership)-

Amendment.No. 4A dated May 25, 1989 (MCV Partnership) .
Unwind Agreement dated as of December 10, 1991 by and among

.. ;;CMS Energy,-Midland Group, Ltd., Consumers, CMS Midland,"

¢ Inc,,"MEC Development Corp. and CMS Midland Holdings

+ +Company (1991 Form*10-K) _
‘Stipulated- AGE Release Amount Payment Agreement dated as of

With File As Exhibit
Exhibits Number Number Description
(10)(h) - . 33-37977 41 . —
| ; (MCV. Partnership)
33-37977. 42 —
(10)i) 19513  -(28)b) « — ..
3337977 44—
(10)G) .19513 . (10)(v) ' —,
Lo | . Form10-K)
A0}k 19513  (19)d)* —.
A K , : Form 10-K)
(10)1). : 1-9513 . ¢ - (10)(2)* —-
T o T e .-Form 10-K) -
(10)(m) 1-9513 - (10)@a)* —
]
(10)n) . 33-37977- 104 .. —.
(10)0) * 33-3797. .. 104 . - — .
3337977 105 . —
33-37977 .. 106 . —
3337977 - 107 . . —
3337977 108 . —
(10)(p) 1_-5611 (10)(}’) —
(10)(@ 10z —

1-5611

~June:1,-1990, among CMS Energy, Consumers and The Dow..
- :Chemical Company (1991 Form 10-K)
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Previously Filed

Parent Guaranty dated as of June 14, 1990 from CMS Energy to
MCV, each of the Owner Trustees, the Indenture Trustees, the
Owner Participants and the Initial Purchasers of Senior Bonds in
the MCV Sale Leaseback transaction, and MEC Development
(1991 Form 10-K)-

Contract for Firm Transportation of Natural Gas between
Consumers Power Company and Trunkline Gas Company, dated

" November 1, 1989, and Amendment, dated November 1, 1989

(1989 Form 10-K of PanEnergy Corp.)

Contract for Firm Transportation of Natural Gas between
Consumers Power Company and Trunkline Gas Company, dated
November 1, 1989 (1991 Form 10-K of PanEnergy Corp.)
Contract for Firm Transportation of Natural Gas between
Consumers Power Company and Trunkline Gas Company, dated
September 1, 1993 (1993 Form 10-K)

First Amended and:Restated Employment Agreement between
Kenneth Whipple and CMS Energy Corporation effective as of
September 1, 2003 (8-K dated October 24, 2003)

Annual Management Incentive Compensation Plan for CMS Energy
Corporation and its' Subsidiaries effective January 1, 2004
Annual Employee Incentive Compensation Plan for CMS Energy
Corporation and its Subsidiaries effective January 1, 2004
Acknowledgement of Resignation between Tamela W. Pallas and
CMS Energy Corporation (2nd qtr 2002 Form 10-Q)
Employment, Separation and General Release Agreement between
William T. McCormick and CMS Energy Corporation (2nd qtr
2002 Form 10-Q)

Employment, Separation and General Release Agreement between
Alan M. Wright and CMS Energy Corporation (2nd qtr 2002

Statement regarding computation of CMS Energy’s Ratio of
Earnings to Fixed Charges

- Letter from Ernst & Young LLP to the Audit Committee of the

Boards of Directors for CMS Energy and Consumers regarding the
preferability of a change in accounting principle
Subsidiaries of CMS Energy (Form U-3A-2 filed February 28,

Consent of Ernst & Young LLP for CMS Energy

" Consent of PricewaterhouseCoopers LLP for CMS Energy re: MCV

Consent of Pricewaterhouse for CMS Energy re: Jorf Lasfar

Power of Attorney for CMS Energy

CMS Energy’s:certification of the CEO pursuant to Section 302 of
the Sarbanes-Oxley Act of 2002

“CMS Energy’s certification of the CFO pursuant to Section 302 of
.the Sarbanes-Oxley Act of 2002

CMS Energy’s certifications pursuant to Section 906 of the
Sarbanes-Oxley Act of 2002

With File As Exhibit
Exhibits Number Number Description
(10)r)  1-5611 .(10)(aa)*
(10)s)  1-8157 10.41 -
(10)t)  1-8157 10.41
(10)w)  1-2921 10.03
(10)(v)  1-5611 10
(10)(w)
(10)(x)
(10)y) 1-9513 - (10)v(a)'
(10)(z)  1-9513 | (10)(b)' :
(10)(aa) 1-9513 (IO)‘(c)“"

| Form 10-Q) -.
(12)@) -
(18)
@n 1-9513
. 2005)

(23)@)
(23)(b)
(23)(e)
2H()
(31)(a)
(31)(b)
(32)(a)
(99(a)

Financial Statements for Midland Cogeneration Venture Limited
Partnership for the years ended December 31, 2001, 2002, and
2003
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Exhibits

Previously Filed

With File
Number

As Exhibit

Number

Description

(99)(b)
(99)(c)
(99)(@)

Financial Statements for Jorf Lasfar for the years ended .

.. December 31, 2002, 2003, and 2004

Representatron regardmg Emirates CMS Power ‘Company financial
statements for the years ended December 31, 2002, 2003 and 2004
Representation regarding SCP Investments(1) PTY. LTD., financial
statements for the years ended June 30, 2003 2004 and 2005

* Oblrgatrons of only CMS Holdmgs and CMS Mrdland second tier subsrdrarles of Consumers and of CMS
Energy but not of Consumers

Exhibits listed above that have heretofore been ﬁled wrth the Securmes and Exchange Commlssron pursuant
to various acts administered by the Commission, and which were designated as noted above, are hereby
incorporated herein by reference and made a part hereof with the same effect as if filed herewith.
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INDEX TO FINANCIAL STATEMENT SCHEDULES

Page
Schedule 11 ' '
Valuation and Qualifying Accounts and Reserves 2004, 2003 and 2002:
* CMS Energy Corporatlon PR © 153
Report of Independent Reglstered Pubhc Accountlng Flrm ,
CMS Energy Corporatlon et e e 141

Schedules other than those listed above are omltted because they are either not requxred not apphcable or
the required information’is shown'in the financial statements or notes thereto. - ~

Columns omitted from schedules filed have been omitted because the information is not applicable.

1
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CMS ENERGY CORPORATION

- Schedule | — VALUATION -AND" QUALIFYING ACCOUNTS AND RESERVES -
- YEARS ENDED DECEMBER 31, 2004, 2003 AND 2002

Chargéd/ A

Balance at Accrued Balance
Beginning Charged to other at End
Description EEINILIE T v+ o - of Period to Expense  Accounts  Deductions of Period

(In Millions)

Accumulated provision for uncollectible accounts:

2004 ... SRR L s40 $19 $— $21 $38
2003 Lo U $23 $28 $ 4 $15 $40
2002 ... P $23 $22 $(3) $19 $23
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, CMS Energy
Corporation has duly caused this Annual Report to be signed on its behalf by the undersigned, thereunto duly
authorized, on the 10th day of March 2005.

CMS ENERGY CORPORATION

By ' /s/" Davip W. Joos

David W. Joos
President and Chief Executive Officer ,

Pursuant to the requirements of the Securities Exchange Act of 1934, this Annual Report has been signed
below by the following persons on behalf of CMS Energy Corporation and in the capacities and on the 10th day
of March 2005.

Signature Title

(1) Principal executive officer:

/s/ Davip W. Joos President and Chief Executive Officer
David W. Joos

(ii) Principal financial officer:

/s/ TuHomas J. WEBB Executive Vice President and
Thomas J. Webb Chief Financial Officer

(iii) Controller or principal accounting officer:

/s/  GLENN P, BARBA Vice President, Controller and
Glenn P. Barba Chief Accounting Officer

(iv) A majority of the Directors including those
named above:

* Director
Merribel S. Ayres

* Director
Earl D. Holton

* Director
David W. Joos

* Director
Michael T. Monahan

* Director

Joseph F. Paquette, Jr.

* Director
William U. Parfet
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Signature

*

Percy A. Pierre

*

S. Kinnie Smith, Jr.

*

Kenneth L. Way

*

Kenneth Whipple

*

John B. Yasinsky

*By: /s/ THOMAS J. WEBB

Thomas J. Webb, Attorney-in-Fact
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