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CMS ENERGY CORPORATION

ANNUAL REPORT ON FORM 10-K/A-1 TO THE UNITED STATES
SECURITIES AND EXCHANGE COMMISSION
FOR THE YEAR ENDED DECEMBER 31, 2005

EXPLANATORY NOTE

This Form 10-K/A-1 amends CMS Energy's Form 10-K for the year ended December 31,
2005, which was filed with the SEC on February 24, 2006. CMS Energy and
Consumers filed a combined Form 10-K for the fiscal year ended December 31,
2005. However, this Form 10-K/A-1 only amends the CMS Energy Form 10-K.

Pursuant to Regulation S-X, Rule 3-09, this Form 10-K/A-1 includes the financial
statements for Emirates CMS Power Company PJSC, a foreign business, as of
December 31, 2005 and 2004 and for the years ended December 31, 2005, 2004 and
2003 that are filed as Exhibit 99(c). These financial statements were not
available at the time of the original filing of CMS Energy's Form 10-K.

Pursuant to Regulation S-X, Rule 3-09, this Form 10-K/A-1 also includes the
financial statements for SCP Investments (No. 1) PTY LTD, a foreign business.
The financial statements as of June 30, 2004 and 2003 and for the years ended
June 30, 2004, 2003 and 2002 are filed as Exhibit 99(d). The financial
statements for the period from July 1, 2004 to August 17, 2004 are filed as
Exhibit 99 (e) .
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Attorney General. ... ..ottt ineeeeennnnns

Bay

Harbor.....

Board of Directors..... ..o iieennnnenn.

Brownfield site

CMS
CMS

CMS

CMS

CMS

CMS

CMS
CMS

CMS

CMS

CMS

Energy Common Stock or common stock...
Electric and Gas.....oiiiiiiiiinnnee..

Gas Transmission.......eueeieeeeennnenn.

Generation.

Holdings...

International Ventures................

Midland....

Accumulated Benefit Obligation. The liabilities of
pension plan based on service and pay to date. This
differs from the Projected Benefit Obligation that
typically disclosed in that it does not reflect exg
future salary increases.

Allowance for Funds Used During Construction
Administrative Law Judge

Alliance Regional Transmission Organization
Alternative minimum tax

Accounting Principles Board

APB Opinion No. 18, "The Equity Method of Accountin
Investments in Common Stock"

Australian Pipeline Trust

Asset retirement obligation

Michigan Attorney General

a residential/commercial real estate area located n
Petoskey, Michigan. In 2002, CMS Energy sold its
interest in Bay Harbor.

Billion cubic feet

Big Rock Point nuclear power plant, owned by Consunr
Bluewater Pipeline, a 24.9-mile pipeline that exten
from Marysville, Michigan to Armada, Michigan

Board of Directors of CMS Energy

Provides for a tax incentive for the redevelopment
improvement of a facility (contaminated property),
functionally obsolete or blighted property, provide
that certain conditions are met.

British thermal unit

Chief Executive Officer

Chief Financial Officer

Commodity Futures Trading Commission

Cement Kiln Dust

Federal Clean Air Act, as amended

CMS Energy Corporation, the parent of Consumers and
Enterprises

Common stock of CMS Energy, par value $.01 per shar
CMS Electric and Gas Company, a subsidiary of
Enterprises

CMS Energy Resource Management Company, formerly CM
MST, a subsidiary of Enterprises

CMS Field Services, Inc., formerly a wholly owned
subsidiary of CMS Gas Transmission. The sale of thi
subsidiary closed in July 2003.

CMS Gas Transmission Company, a wholly owned subsid
of Enterprises

CMS Generation Co., a wholly owned subsidiary of
Enterprises

CMS Midland Holdings Company, a subsidiary of Consu
CMS International Ventures LLC, a subsidiary of
Enterprises

CMS Midland Inc., a subsidiary of Consumers

CMS Marketing, Services and Trading Company, a whol
owned subsidiary of Enterprises, whose name was cha
to CMS ERM effective January 2004

CMS 0il and Gas Company, formerly a subsidiary of
Enterprises
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CMS Viron Corporation, formerly a wholly owned
subsidiary of CMS Energy

Consumers Energy Company, a subsidiary of CMS Energ
Michigan Court of Appeals

Companhia Paulista de Energia Eletrica, a subsidiar
Enterprises

Customer Choice and Electricity Reliability Act, a
Michigan statute enacted in June 2000

Defined Company Contribution Plan

The Detroit Edison Company, a non-affiliated compan
Dearborn Industrial Generation, LLC, a wholly owned
subsidiary of CMS Energy

U.S. Department of Energy

U.S. Department of Justice

The Dow Chemical Company, a non-affiliated company
Demand-side management

Executive Incentive Separation Plan

Emerging Issues Task Force

Issues Involved in Accounting for Derivative Contra
Held for Trading Purposes and Contracts Involved in
Energy Trading and Risk Management Activities

The 1,200 MW hydro power plant located in Argentina
which CMS Generation holds a 17.23 percent ownershi
interest

CMS Enterprises Company, a subsidiary of CMS Energy
U.S. Environmental Protection Agency

Earnings per share

Employee Retirement Income Security Act

Euro Interbank Offered Rate

Securities Exchange Act of 1934, as amended
Financial Accounting Standards Board

FASB Interpretation No. 46, Consolidation of Variak
Interest Entities

Accounting and Disclosure Requirements Related to t
Medicare Prescription Drug, Improvement and
Modernization Act of 2003 (May 19, 2004)

Federal Energy Regulatory Commission

FASB Interpretation No. 47, Accounting for Conditio
Asset Retirement Obligations

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

First Mortgage Bonds

First Midland Limited Partnership, a partnership th
holds a 46.4 percent interest in the MCV Facility
FASB Staff Position

Financial transmission right

Generally Accepted Accounting Principles

An integrated natural gas pipeline and electric
generation project located in Argentina and Chile,
includes 702 miles of natural gas pipeline and a 72
gross capacity power plant

Gas cost recovery

A pipeline business located in Australia, in which
Energy formerly held a 39.7 percent ownership inter
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Ludington . oo i i it e e e e e e e e

Marysville . vt e ittt et e e e

Guardian Pipeline, L.L.C., in which CMS Gas Transmi
owned a one-third interest

GVK Facility, a 250 MW gas fired power plant locate
South Central India, in which CMS Generation holds
percent interest

Gigawatt-hour

Independent Power Production

Internal Revenue Service

Investment tax credit

The 1,356 MW coal-fueled power plant in Morocco, Jjc
owned by CMS Generation and ABB Energy Ventures, In
Kilowatt-hour

London Inter-Bank Offered Rate

Limited Obligation Revenue Bonds

The 2,000 MW brown coal fueled Loy Yang A power pla
and an associated coal mine in Victoria, Australia,
which CMS Generation formerly held a 50 percent
ownership interest

Ludington pumped storage plant, jointly owned by
Consumers and Detroit Edison

CMS Marysville Gas Liquids Company, a Michigan
corporation and a former subsidiary of CMS Gas
Transmission that held a 100 percent interest in
Marysville Fractionation Partnership and a 51 perce
interest in St. Clair Underground Storage Partnersh
Thousand cubic feet

A natural gas—-fueled, combined-cycle cogeneration
facility operated by the MCV Partnership and in whi
Consumers holds a 35 percent lessor interest
Midland Cogeneration Venture Limited Partnership in
which Consumers has a 49 percent interest through C
Midland

The Power Purchase Agreement between Consumers and
MCV Partnership with a 35-year term commencing in M
1990, as amended, and as interpreted by the Settlen
Agreement dated as of January 1, 1999 between the M
Partnership and Consumers.

Management's Discussion and Analysis

Michigan Department of Environmental Quality
Michigan Electric Transmission Company, LLC

An energy market developed by the MISO to provide
day-ahead and real-time market information and
centralized dispatch for market participants
Midwest Independent Transmission System Operator, I
Moody's Investors Service, Inc.

Michigan Public Service Commission

Michigan Single Business Tax

Megawatts

Nuclear Electric Insurance Limited, an industry mut
insurance company owned by member utility companies
North American Electric Reliability Council

CMS Generation Neyveli Ltd, a 250 MW lignite-fired
station located in Neyveli, Tamil Nadu, India, in w
CMS International Ventures holds a 50 percent inter
Nuclear Management Company LLC, formed in 1999 by

Northern States Power Company (now Xcel Energy Inc.
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Securitization........ii it
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SEAS NO. Sttt ittt e et et ettt te e aeeeenn
SEAS NO. 13 . ittt ittt ettt eeeeeeeaenanns

Alliant Energy, Wisconsin Electric Power Company, a
Wisconsin Public Service Company to operate and man
nuclear generating facilities owned by the four
utilities

Net Operating Loss

Nuclear Regulatory Commission

New York Mercantile Exchange

Postretirement benefit plans other than pensions fc
retired employees

Palisades nuclear power plant, which is owned by
Consumers

Panhandle Eastern Pipe Line Company, including its
subsidiaries Trunkline, Pan Gas Storage, Panhandle
Storage, and Panhandle Holdings. Panhandle was a wh
owned subsidiary of CMS Gas Transmission. The sale
this subsidiary closed in June 2003.

A business located in Australia comprised of a pipe
processing facilities, and a gas storage facility,
former subsidiary of CMS Gas Transmission
Polychlorinated biphenyl

The trusteed, non-contributory, defined benefit pen
plan of Panhandle, Consumers and CMS Energy

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

Power supply cost recovery

Public Utility Holding Company Act

Public Utility Regulatory Policies Act of 1978
Resource Conservation Plan

ReliabilityFirst Corporation

Retail Open Access

Renewable Resources Program

Standard & Poor's Ratings Group, a division of The
McGraw-Hill Companies, Inc.

Staff Accounting Bulletin No. 107, Share-Based Payn
Southern Cross Pipeline in Australia, in which CMS
Transmission formerly held a 45 percent ownership
interest

U.S. Securities and Exchange Commission

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

A financing method authorized by statute and approv
the MPSC which allows a utility to sell its right t
receive a portion of the rate payments received frc
customers for the repayment of Securitization bonds
issued by a special purpose entity affiliated with
utility

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

Supplemental Executive Retirement Plan

Statement of Financial Accounting Standards

SFAS No. 5, "Accounting for Contingencies"
SFAS No. 13, "Accounting for Leases"
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SFAS NO. 7Tl .ttt iiiaenn
SFAS NO. 87 . ittt ittt ii i
SFAS NOo. 98. .. it ii e
SFAS No. 106. ..ttt

SFAS No. 109. ... .ttt
SFAS No. 115. ... ..ttt

SFAS NO. 123, .. ittt ittt i
SFAS No.
SFAS NO. 133, .. ittt ittt i,
SFAS No. 143. ... ittt iien

SFAS No. 148. ... ittt i

Shuweihat..... .t i ittt

Superfund. . ...t e e e e e

Taweelah. ... .t it i ettt

Trunkline. . ...ttt ittt e ettt

Trust Preferred Securities................

PART I

SFAS No. 71, "Accounting for the Effects of Certain
Types of Regulation”

SFAS No. 87, "Employers' Accounting for Pensions"
SFAS No. 98, "Accounting for Leases"

SFAS No. 106, "Employers' Accounting for Postretire
Benefits Other Than Pensions"

SFAS No. 109, "Accounting for Income Taxes"

SFAS No. 115, "Accounting for Certain Investments i
Debt and Equity Securities"

SFAS No. 123, "Accounting for Stock-Based Compensat
SFAS No. 123 (revised 2004), "Share-Based Payment"
SFAS No. 133, "Accounting for Derivative Instrument
Hedging Activities, as amended and interpreted"
SFAS No. 143, "Accounting for Asset Retirement
Obligations"

SFAS No. 148, "Accounting for Stock-Based
Compensation —-- Transition and Disclosure"

A power and desalination plant of Emirates CMS Powe
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, whic
not be recoverable in a competitive environment bec
of customers leaving their systems and ceasing to ¢
for their costs. These costs could include owned an
purchased generation and regulatory assets.
Comprehensive Environmental Response, Compensation
Liability Act

Al Taweelah A2, a power and desalination plant of
Emirates CMS Power Company, in which CMS Generation
holds a forty percent interest
CMS Trunkline Gas Company, LLC,
CMS Panhandle Holdings, LLC
Securities representing an undivided beneficial int
in the assets of statutory business trusts, the
interests of which have a preference with respect t
certain trust distributions over the interests of e
CMS Energy or Consumers, as applicable, as owner of
common beneficial interests of the trusts

Utility Workers of America, AFL-CIO

VEBA employees' beneficiary association trusts acco
established to specifically set aside employer
contributed assets to pay for future expenses of th
OPEB plan

formerly a subsidia

ITEM 1. BUSINESS

GENERAL

CMS Energy was formed in Michigan in 1987 and is an energy holding company
operating through subsidiaries in the United States and in selected markets
around the world. Its two principal subsidiaries are Consumers and Enterprises.
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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
subsidiaries and affiliates, i1s engaged in diversified energy businesses in the
United States and in selected international markets.

CMS Energy's consolidated operating revenue was $6.288 billion in 2005,
$5.472 billion in 2004 and $5.513 billion in 2003. 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.

BUSINESS SEGMENTS
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
ELECTRIC UTILITY OPERATIONS

Consumers' electric utility operating revenue was $2.701 billion in 2005,
$2.586 billion in 2004 and $2.590 billion in 2003. Consumers' electric utility
operations include the generation, purchase, distribution and sale of
electricity. At year—-end 2005, 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, 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 2005,
Consumers' electric sales were 39 billion kWh and retail open access deliveries
were 4 billion kWh, for total electric deliveries of 43 billion kWh. 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.

Consumers' 2005 summer peak demand was 7,845 MW excluding retail open
access loads and 8,474 MW including retail open access loads. For the 2004-05
winter period, Consumers' peak demand was 5,750 MW excluding retail open access
loads and 6,385 MW including retail open access loads. In October 2005,
Consumers experienced peak demand of 6,069 MW excluding retail open access loads
and 6,644 MW including retail open access loads. Based on its summer 2005
forecast, Consumers carried an 11 percent reserve margin target. However, as a
result of lower than forecasted peak loads, Consumers' ultimate reserve margin
was 15 percent compared to 30 percent in 2004. Currently, Consumers owns or
controls capacity necessary to supply approximately 101 percent of projected
firm summer peak load for summer 2006 and is in the process of securing the
additional capacity needed to meet its summer 2006 reserve margin target of 11
percent (111 percent of projected firm summer peak load). The ultimate use of
the reserve margin will depend primarily on summer
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8
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, 2005, Consumers' electric generating system
consisted of the following:

2005 2005 N
SUMMER NET GENERAT
SIZE AND YEAR DEMONSTRATED (MILLIC
NAME AND LOCATION (MICHIGAN) ENTERING SERVICE CAPABILITY (MWS) OF KWH
COAL GENERATION
J H Campbell 1 & 2 —- West Olive........... 2 Units, 1962-1967 615 4,19
J H Campbell 3 -- West Olive............... 1 Unit, 1980 765 (a) 5,33
D E Karn —— Essexville......uiiiiiineenennn 2 Units, 1959-1961 515 3,74
B C Cobb —— Muskegon.........c.eeuieiieeeeen. 2 Units, 1956-1957 312 2,05
J R Whiting —— Erie.....uiiiiiiieerennnnn. 3 Units, 1952-1953 328 2,32
J C Weadock —— Essexville.....vouiiieenenenn. 2 Units, 1955-1958 302 2,05
Total coal generation..........iiiiiieeenenn. 2,837 19,71
OIL/GAS GENERATION
B C Cobb —— Muskegon.........c.ouuiiieeeeenen. 3 Units, 1999-2000 (b) 183 4
D E Karn —— Essexville......iiiiiinnennnnn 2 Units, 1975-1977 1,276 48
Total oil/gas generation.......eeeeeweeennnn. 1,459 52
HYDROELECTRIC
Conventional Hydro Generation.............. 13 Plants, 1906-1949 74 38
Ludington Pumped Storage.........oeeeeeeee.. 6 Units, 1973 955 (c) (51
Total HydroelectricC..... ..o iiiennnnennn. 1,029 (12
NUCLEAR GENERATION
Palisades —— South Haven...........c.ouee.o.. 1 Unit, 1971 778 6,63
GAS/0OIL COMBUSTION TURBINE
Generation. it ittt e e e e e e e e e e 7 Plants, 1966-1971 332 (e) 5
Total owned generation...........ccuoeveueeeno.. 6,435 26,79
PURCHASED AND INTERCHANGE POWER
(O TV e 2,516 (f)
1 = Y 8,951

(a) Represents Consumers' share of the capacity of the J H Campbell 3 unit, net
of 6.69 percent (ownership interests of the Michigan Public Power Agency
and Wolverine Power Supply Cooperative, Inc.).

(b) Cobb 1-3 are retired coal-fired units that were converted to gas-fired.

10
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Units were placed back into service in the years indicated.

(c) Represents Consumers' share of the capacity of Ludington. Consumers and
Detroit Edison have 51 percent and 49 percent undivided ownership,
respectively, in the plant.

(d) Represents Consumers' share of net pumped storage generation. This facility
electrically pumps water during off-peak hours for storage to later
generate electricity during peak-demand hours.

(e) Campbell A (13 MW) was on an extended forced outage and therefore has not
been included in the total.

(f) Includes 1,240 MW of purchased contract capacity from the MCV Facility.

In 2005, through the Midwest Energy Market, long-term purchase contracts,
options, spot market and other seasonal purchases, Consumers purchased up to
2,522 MW of net capacity from others, which amounted to 32 percent of Consumers'
total system requirements.

DISTRIBUTION: Consumers' distribution system includes:

— 363 miles of high-voltage distribution radial lines operating at 120
kilovolts and above;

- 4,180 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;

- 55,373 miles of electric distribution overhead lines;
- 9,275 subsurface miles of underground distribution lines; and

- substations having an aggregate transformer capacity of 22,761,970
kilovoltamperes.

Consumers is interconnected to METC, a member of MISO. METC owns an
interstate high voltage electric transmission system located in Michigan and is
interconnected with neighboring utilities as well as out-state transmission
systems.

FUEL SUPPLY: Consumers has four generating plant sites that burn coal. In
2005, these plants produced a combined total of 19,711 million kWhs of
electricity, which represents 75 percent of Consumers' 26,347 million kWhs
baseload supply, the capacity used to serve a constant level of customer demand.
These plants burned 9.9 million tons of coal in 2005. On December 31, 2005,
Consumers had on hand a 33-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 to operate 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

11
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delivery of the coal and make payment based upon the contract terms. Consumers'
coal supply contracts expire through 2010, and total an estimated $661 million.
Its coal transportation contracts expire through 2009, and total an estimated
$314 million. Long-term coal supply contracts have accounted for approximately
60 to 90 percent of Consumers' annual coal requirements over the last 10 years.
Although future contract coverage is not finalized at this time, Consumers
believes that it will be within the historic 60 to 90 percent range.

At December 31, 2005, Consumers had future unrecognized commitments to
purchase capacity and energy under long-term power purchase agreements with
various generating plants. These contracts require monthly capacity payments
based on the plants' availability or deliverability. These payments for 2006
through 2030 total an estimated $4.468 billion, to present value. This amount
may vary depending upon plant availability and fuel costs. Consumers is
obligated to pay capacity charges based only on the amount of capacity available
at a given time, whether or not power is delivered to Consumers.

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 2005, Palisades'
net generation was 6,636 million kWhs, constituting 25 percent of Consumers'
baseload supply. 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
100 percent of the uranium concentrates and conversion services and 100 percent
of the enrichment services requirements for the 2006 reload. A contract for
uranium concentrates is in place to supply approximately 85 percent of the 2007
reload requirements. A contract for conversion services is in place to supply
approximately 43 percent of the 2007 reload requirements and a contract for
enrichment services is in place to supply approximately 100 percent of the 2007
reload requirements. A mix of spot, 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.

10

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.

In December 2005, Consumers announced plans to sell the Palisades nuclear
plant and enter into a long-term power purchase agreement with the new owner.
Consumers believes a sale is the best option for the company, as it will reduce
risk and improve cash flow while retaining the benefits of the plant for
customers. The Palisades sale will use a competitive bid process, providing
interested companies the option to bid on the plant, as well as the related
decommissioning liabilities and trust funds assets, and spent nuclear fuel at
Palisades and Big Rock. Consumers expects to complete the sale in 2007.

As shown below, Consumers generates electricity principally from coal and
nuclear fuel.

MILLIONS OF KWHS

POWER GENERATED 2005 2004 2003 2002

12
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L T 19,711 18,810 20,091 19,361
NUCLEaAT . i vt ittt ettt e et e e et e et e ettt 6,636 5,346 6,151 6,358
O 225 193 242 347
= 356 38 129 354
3372 ol o3 387 445 335 387
Net pumped StOrage . v i vttt ittt et eneeeeeeneenns (516) (538) (517) (486)
Total net generation. ... ...ttt teeneneenns 26,799 24,294 26,431 26,321
(a) On June 20, 2001, the Palisades reactor was shut down so technicians could

inspect a small steam leak on a control rod drive assembly. The defective

components were replaced and the plant returned to service on January 21,

2002.

The cost of all fuels consumed, shown below, fluctuates with the mix of
fuel burned.

COST PER
MILLION BTU

FUEL CONSUMED 2005 2004 2003 2002
[ T P $1.78 $1.43 $1.33 $1.34
P 5.98 4.68 3.92 3.49
(7= P 9.76 10.07 7.62 3.98
NUC L AT . ¢ vt ettt ettt e e e e e e et e et et et e e e 0.34 0.33 0.34 0.35
N G T = N 1.64 1.26 1.16 1.19

(a) Weighted average fuel costs.

The Nuclear Waste Policy Act of 1982 made the federal government
responsible for the permanent disposal of spent nuclear fuel and high-level
radiocactive waste by 1998. The DOE has not arranged for storage facilities and
it does not expect to receive spent nuclear fuel for storage in 2006. 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.
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CONSUMERS GAS UTILITY
GAS UTILITY OPERATIONS
Consumers' gas utility operating revenue was $2.483 billion in 2005, $2.081

billion in 2004 and $1.845 billion in 2003. Consumers' gas utility operations
purchase, transport, store, distribute and sell natural gas. As of December 31,

13
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2005, it was authorized to provide service in 47 of the 68 counties in
Michigan'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 to have a material adverse effect on its financial
condition.

Consumers' gas utility operations are seasonal. Consumers injects natural
gas into storage during 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 temperatures and the resulting increased demand for heating fuels.
In 2005, 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 355 bcf.

GAS UTILITY PROPERTIES: Consumers' gas distribution and transmission system
consists of:

- 26,078 miles of distribution mains throughout Michigan's Lower Peninsula;
- 1,643 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 bcf and a working storage capacity of 143 bcf.

GAS SUPPLY: In 2005, Consumers purchased 70 percent of the gas it delivered
from United States producers and 24 percent from Canadian producers. Authorized
suppliers in the gas customer choice program supplied the remaining 6 percent of
gas that Consumers delivered.

Consumers' firm gas transportation agreements are with ANR Pipeline
Company, Great Lakes Gas Transmission, L.P., Trunkline Gas Co., Panhandle
Eastern Pipe Line Company, and Vector Pipeline. Consumers 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, 2005,
Consumers' portfolio of firm transportation from pipelines to Michigan is as
follows:

VOLUME
(DEKATHERMS/DAY)

ANR Pipeline CoOmMPany .« v v e e oo et e eennneeeeeeeaneeeeeseenneenens 50,000
Great Lakes Gas Transmission, L.P. ...ttt inteneeneenneens 50,000
Great Lakes Gas Transmission, L.P. ...ttt inteneeneenneens 100,000
Trunkline Gas CO. i vttt ittt ettt ettt et et e eeeeeeeeneaneean 290,000
Panhandle Eastern Pipe Line Company (starting 04/01/06)..... 50,000
Panhandle Eastern Pipe Line Company (starting 04/01/07)..... 50,000
Panhandle Eastern Pipe Line Company (starting 04/01/08)..... 50,000
Panhandle Eastern Pipe Line COmMPany . ... .eeeeneneeeeennneeeennn 50,000
VecCtor Pipeline. . .ttt it ittt e e e ettt et 50,000

Consumers purchases the balance of its required gas supply under
incremental firm transportation contracts, firm city gate contracts, and as

EXPIRATION
March 20
March 20
March 20
October 20
October 20
October 20
October 20
October 20
March 20

14
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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

12

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

ENTERPRISES

Enterprises, through various subsidiaries and equity investments, is
engaged in domestic and international diversified energy businesses including
independent power production, electric distribution, and natural gas
transmission, storage and processing. Enterprises' operating revenue was $1.110
billion in 2005, $808 million in 2004 and $1.085 billion in 2003.

NATURAL GAS TRANSMISSION

CMS Gas Transmission was formed in 1988 and owns, develops and manages
domestic and international natural gas facilities. In 2005, CMS Gas
Transmission's operating revenue was $18 million.

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 through 2008.

In August 2004, CMS Gas Transmission sold its interest 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 $3 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 bcf. At December 31, 2005, CMS Gas
Transmission had nominal processing capabilities of approximately 0.33 bcf per
day of natural gas in Michigan.

At December 31, 2005, CMS Gas Transmission had ownership interests in the
following international pipelines:

LOCATION OWNERSHIP INTEREST (%) MILES OF PIP
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Argentina to Brazil. ... ...ttt ittt 20 262
Argentina to Chile. ...ttt ittt et ettt eeeeeeeeeanns 50 707

INDEPENDENT POWER PRODUCTION

CMS Generation was formed in 1986. It invests in, acquires, develops,
constructs and operates non-utility power generation plants in the United States
and abroad. In 2005, the independent power production business segment's
operating revenue was $315 million.

INDEPENDENT POWER PRODUCTION PROPERTIES: As of December 31, 2005, CMS
Energy had ownership interests in operating independent power plants (excluding
the MCV Facility) totaling 8,809 gross MW (4,308 net MW). In 2006, Enterprises
plans to complete the restructuring of its operations by narrowing the scope of
its existing operations and commitments to three regions: North America, 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.

13
The following table details CMS Energy's interest in independent power

plants as of year—-end 2005 (excluding the MCV Facility, discussed further
below) :

PERCENT
GROSS CA
UNDER LC
OWNERSHIP INTEREST GROSS CAPACITY CONTR
LOCATION FUEL TYPE (%) (MW) (%
California.....o.eeee e Wood 37.8 36 10
Connecticut.........ciiiinn.. Scrap tire 100 31 10
Michigan......oee i eeeeneeennn Coal 50 70 10
Michigan.......u i eeneneennnn Natural gas 100 710 8
Michigan.......ee e eeeeneennnn Natural gas 100 224
Michigan......oee i eeeeneennnn Wood 50 40 10
Michigan......oee i eeeeeeennnn Wood 50 38 10
New YorkK. ... u oot iieeeeieeeennnns Hydro 0.3 14 10
North Carolina........viiiieeenn.. Wood 50 50 10
Oklahoma..... oot Natural gas 6.25 124 10
DOMESTIC TOTAL. ..ttt ennn. 1,337
Argentina......c.oiiiii ittt Hydro 17.2 1,320 2
Argentina......c.oiiiii it Natural gas 98.5 128 5
Argentina. . ...ttt Natural 92.6 597 4
gas/oil
[ o Natural gas 50 720 10
(350 1= Crude oil 90 224 (b) 10
10 0 = Coal 50 250 10
Jamalca. o v v it e e e e Diesel 42.3 63 10
|1 (@ iate Y o1 o X Coal 50 1,356 10
Kingdom of Saudi Arabia............ Natural gas 25 250 10
United Arab Emirates............... Natural gas 40 777 10
United Arab Emirates............... Natural gas 20 1,500 10
Venezuela. . v.vuw e e ittt Gas 87 287 -
turbine/diesel
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INTERNATIONAL TOTAL......covven.. 7,472
TOTAL DOMESTIC AND INTERNATIONAL... 8,809

(a) El1 Chocon sells its power primarily on a spot market basis; however, it has
a high dispatch rate due to low cost. The El1 Chocon facility is held
pursuant to a 30-year possession agreement.

(b) Subject to obtaining adequate financing, the Takoradi Power Plant will be
converted from single-cycle to combined-cycle with an increase in gross
capacity from 224 MW to 341 MW.

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

(d) SENECA is a combined generation/distribution utility that produces power
for its sole use.

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 MCV Partnership.
CMS Holdings is a limited partner in the FMLP, which is a beneficiary of one of
these trusts. Through the 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.

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) .
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OIL AND GAS EXPLORATION AND PRODUCTION

CMS Energy used to own an oil and gas exploration and production company.
In October 2002, CMS Energy completed its exit from the o0il 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 2005, CMS ERM marketed approximately 57 bcf of natural gas and 3,842
GWh of electricity. Its operating revenue was $589 million in 2005, $381 million
in 2004 and $711 million in 2003.

INTERNATIONAL ENERGY DISTRIBUTION

In October 2001, CMS Energy discontinued the operations of its
international energy distribution business. 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 SENECA, which is its
energy distribution business in Venezuela, and CPEE, which is its energy
distribution business in Brazil, to continuing operations.

17
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REGULATION

CMS Energy is a public utility holding company that was previously exempt
from registration under PUHCA of 1935. PUHCA of 1935 was repealed by the Energy
Policy Act of 2005 and replaced by PUHCA of 2005, effective February 8, 2006.
CMS Energy, Consumers and their subsidiaries are subject to regulation by
various federal, state, local and foreign governmental agencies, including those
described below.

MICHIGAN PUBLIC SERVICE COMMISSION

Consumers is subject to the MPSC's jurisdiction, which regulates public
utilities in Michigan with 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 ownership 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 2005, the MPSC issued an order that established the
electric authorized rate of return on common equity at 11.15 percent.

MPSC REGULATORY AND MICHIGAN LEGISLATIVE CHANGES: State regulation of the
retail electric and gas utility businesses has undergone significant changes. In
2000, the Michigan Legislature enacted the Customer Choice Act. The Customer
Choice Act provides 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,
which expired at the end of 2005. For additional information regarding the
Customer Choice Act, see ITEM 7. CMS ENERGY'S MANAGEMENT'S DISCUSSION AND
ANALYSIS —— OUTLOOK ——- ELECTRIC UTILITY BUSINESS UNCERTAINTIES ——- COMPETITION
AND REGULATORY RESTRUCTURING.

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 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.
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FEDERAL ENERGY REGULATORY COMMISSION

The 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 certain assets and facilities and to the service provided and rates
charged. The FERC also has limited jurisdiction over CMS Energy with respect to
certain acquisitions of assets and other holding company matters. Some of
Consumers' gas business i1s also subject to regulation by the FERC, including a
blanket transportation tariff pursuant to which Consumers can transport gas in
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interstate commerce.

The 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. The FERC is currently soliciting
comments on whether it should exercise jurisdiction over power marketers like
CMS ERM, requiring them to follow the 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 NOTES TO
CONSOLIDATED FINANCIAL STATEMENTS -- OTHER CONSUMERS' ELECTRIC UTILITY
CONTINGENCIES ——- 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 the 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, Consumers and their subsidiaries are subject to various
federal, state and local regulations for environmental quality, including air
and water quality, waste management, zoning and other matters.

CMS Energy has significant possible liability for its obligations
associated with Bay Harbor. For additional information, see ITEM 8. FINANCIAL
STATEMENTS AND SUPPLEMENTARY DATA -- NOTE 3 (CONTINGENCIES) OF CMS ENERGY'S
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS.

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 and proposed regulations
regarding nitrogen oxide, particulate-related emissions, and mercury. These
regulations will require Consumers to make significant capital expenditures.

Consumers is in the process of closing older ash disposal 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 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
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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, as
feedstock for the manufacture of Portland cement, 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

16

through industry groups to help ensure 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
solutions for compliance.

Like most electric utilities, Consumers has PCB in some of its electrical
equipment. During 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 with 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
Superfund. Superfund can require any individual or entity that may have owned or
operated a disposal site, as well as transporters or generators of hazardous
substances that were sent to such site, to share in remediation costs for the
site.

CMS Energy's and Consumers' current insurance coverage does not extend to
certain environmental cleanup 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 emissions, 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 experiences actual and potential
competition from many sources, both in the wholesale and retail markets, as well
as in electric generation, electric delivery and retail services.

In the wholesale electricity markets, Consumers competes with other
wholesale suppliers, 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'
2005 revenues from electric utility operations. Consumers believes future loss
of wholesale for resale transactions will be insignificant.

Price 1is the principal method of competition for electric generation
services. The Customer Choice Act gives all electric customers the right to buy
generation service from an alternative electric supplier. In June 2004, the MPSC
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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. In January 2006, the MPSC approved cost-based retail open
access distribution tariffs. A significant decrease in retail electric
competition occurred in 2005 due to changes in market conditions, including
increased uncertainty and volatility in fuel commodity prices. At December 31,
2005, alternative electric suppliers were providing 552 MW of generation service
to ROA customers. This amount represents a decrease of 40 percent compared to
December 31, 2004, and is 7 percent of Consumers' total distribution load. It is
difficult to predict future ROA customer trends.

In addition to retail electric customer choice, Consumers has competition
or potential competition from:

— customers relocating for economic reasons outside Consumers' service
territory;

- municipalities owning or operating competing electric delivery systems;
- customer self-generation; 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, providing non-energy
services, and providing tariff-based incentives that support economic
development.
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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 MANAGEMENT'S DISCUSSION AND ANALYSIS —-- OUTLOOK —-- ELECTRIC UTILITY
BUSINESS UNCERTAINTIES.

GAS COMPETITION

Competition has existed for the past decade in various aspects of
Consumers' gas utility business, and is likely to increase. Competition
traditionally comes from other gas suppliers taking advantage of direct access
to Consumers' customers and from alternate fuels and energy sources, such as
propane, o0il and electricity.

INSURANCE
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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. A portion of each
loss is generally assumed by CMS Energy in the form of deductibles and
self-insured retentions that, in some cases, are substantial. As CMS Energy
renews its policies it is possible that some of the insurance coverage may not
be renewed or obtainable on commercially reasonable terms due to restrictive
insurance markets.

For a discussion of nuclear insurance coverage, see 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.

EMPLOYEES

As of December 31, 2005, CMS Energy and its wholly owned subsidiaries,
including Consumers, had 8,713 full-time equivalent employees. Included in the
total are 3,672 employees who are covered by union contracts.
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EXECUTIVE OFFICERS
(as of February 1, 2006)
NAME AGE POSITION
David W. JOOS . e ittt ittt eeeeeeeeannnn 52 President and Chief Executive Officer of
CMS Energy
Chairman of the Board, Chief Executive
Officer of Enterprises
President, Chief Operating Officer of CMS
Energy
Chief Executive Officer of Consumers
President, Chief Operating Officer of
Consumers
President, Chief Operating Officer of
Enterprises
Director of CMS Energy
Director of Consumers
Director of Enterprises
Executive Vice President, Chief Operating
Officer —-—- Electric of CMS Energy
Executive Vice President, Chief Operating
Officer —-- Electric of Enterprises
Executive Vice President, President and
Chief Executive Officer -- Electric of
Consumers
S. Kinnie Smith, Jr. ........... .. ... 74 Chief Legal Officer of CMS Energy

General Counsel of CMS Energy

Vice Chairman of the Board of Enterprises
Vice Chairman of the Board of CMS Energy
Vice Chairman of the Board of Consumers
Director of CMS Energy
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Thomas J.

Thomas W.

NAME

Edgar Filing

Elward......ccooo...

John G. Russell...............

David G. Mengebier............
John F. Drake........ouuunnn..
Glenn P. Barba................
James E. Brunner*.............

: CMS ENERGY CORP - Form 10-K/A

....... 53

....... 57
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AGE

....... 48

....... 48

....... 57

....... 40

....... 53

Director of Consumers

Director of Enterprises

Vice Chairman of Trans-Elect,

Senior Counsel at Skadden, Arps,
Meagher, & Flom LLP

Executive Vice President,

Officer of CMS Energy

Executive Vice President,
Officer of Consumers

Executive Vice President,
Officer of Enterprises

Director of Enterprises

Executive Vice President, Chief Financial
Officer of Panhandle Eastern Pipe Line
Company

Executive
Officer

President,

Enterprises

President, Chief Executive Officer of CMS
Generation Co.

Director of Enterprises

Director of CMS Generation Co.

Senior Vice President of Enterprises

Senior Vice President of CMS Generation Co.

Inc.
Slate,

Chief Financial
Chief Financial

Chief Financial

Vice President, Chief Financial
of Kellogg Company
Chief Operating Officer of

POSITION

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 Enterprises

Senior Vice President
Senior Vice President
Vice President of CMS

of CMS Energy
of Consumers
Energy

Vice President of Consumers

Senior Vice President
Senior Vice President
Senior Vice President
Vice President of CMS

of Enterprises
of CMS Energy
of Consumers
Energy

Vice President of Consumers

Vice President,
Enterprises
Vice President,

Chief Accounting Officer of

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

Senior Vice President

and General Counsel

of CMS Energy and Consumers
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20

20

20

19

20
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Vice President and General Counsel of
Consumers

* From 1993 until July of 2004, Mr. Brunner was Assistant General Counsel of
Consumers.

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

The present term of office of each of the executive 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 19, 2006).

AVAILABLE INFORMATION

CMS Energy's internet address is www.cmsenergy.com. You can access free of
charge on our web site 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 electronically filed with the SEC.
Also on our web site are our:

— Corporate Governance Principles;
— Code of Conduct (Code of Business Conduct and Ethics); and

- Board Committee Charters (including the Audit Committee and the
Governance and Public Responsibility Committee) .

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

You may also read and copy any materials we file with the SEC at the SEC's
Public Reference Room at 100 F Street, NE, Washington DC, 20549. You may obtain
information on the operation of the Public Reference Room by calling the SEC at
1-800-SEC-0330. The SEC also maintains an internet site that contains reports,
proxy and information statements, and other information regarding issuers that
file electronically with the SEC. The address is http://www.sec.gov.
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ITEM 1A. RISK FACTORS

CMS ENERGY DEPENDS ON DIVIDENDS FROM ITS SUBSIDIARIES TO MEET ITS DEBT SERVICE
OBLIGATIONS.

Due to its holding company structure, CMS Energy depends on dividends from
its subsidiaries to meet its debt obligations. Restrictions contained in
Consumers' preferred stock provisions and other legal restrictions, such as
certain terms in its articles of incorporation, limit Consumers' ability to pay
dividends or acquire its own stock from CMS Energy. As of December 31, 2005, the
most restrictive provisions in its financing documents allowed Consumers to pay
an aggregate of $300 million in dividends to CMS Energy during any year. At
December 31, 2005 Consumers had $179 million of unrestricted retained earnings
available to pay common stock dividends. If sufficient dividends are not paid to
CMS Energy by its subsidiaries, CMS Energy may not be able to generate the funds
necessary to fulfill its cash obligations, thereby adversely affecting its
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liquidity and financial condition.

CMS ENERGY HAS SUBSTANTIAL INDEBTEDNESS THAT COULD LIMIT ITS FINANCIAL
FLEXIBILITY AND HENCE ITS ABILITY TO MEET ITS DEBT SERVICE OBLIGATIONS.

As of December 31, 2005, CMS Energy had outstanding approximately $2.527
billion aggregate principal amount of indebtedness, including approximately $178
million of subordinated indebtedness relating to its convertible preferred
securities but excluding approximately $4.888 billion of indebtedness of its
subsidiaries. In May 2005, CMS Energy entered into the Sixth Amended and
Restated Credit Agreement in the amount of approximately $300 million. As of
December 31, 2005, there were approximately $96 million of letters of credit
outstanding under the Sixth Amended and Restated Credit Agreement. CMS Energy
and its subsidiaries may incur additional indebtedness in the future.

The level of CMS Energy's present and future indebtedness could have
several important effects on its future operations, including, among others:

- a significant portion of its cash flow from operations will be dedicated
to the payment of principal and interest on its indebtedness and will not
be available for other purposes;

- covenants contained in its existing debt arrangements require it to meet
certain financial tests, which may affect its flexibility in planning
for, and reacting to, changes in its business;

- its ability to obtain additional financing for working capital, capital
expenditures, acquisitions and general corporate and other purposes may
be limited;

- it may be at a competitive disadvantage to its competitors that are less
leveraged; and

— its wvulnerability to adverse economic and industry conditions may
increase.

CMS Energy's ability to meet its debt service obligations and to reduce its
total indebtedness will be dependent upon its future performance, which will be
subject to general economic conditions, industry cycles and financial, business
and other factors affecting its operations, many of which are beyond its
control. CMS Energy cannot assure you that its business will continue to
generate sufficient cash flow from operations to service its indebtedness. If it
is unable to generate sufficient cash flows from operations, it may be required
to sell additional assets or obtain additional financings. CMS Energy cannot
assure that additional financing will be available on commercially acceptable
terms or at all.

There can be no assurance that the requirements of CMS Energy's existing
debt arrangements or other indebtedness will be met in the future. Failure to
comply with those covenants may result in a default with respect to the related
debt and could lead to acceleration of that debt or any instruments evidencing
indebtedness that contain cross—acceleration or cross-default provisions.

In such a case, there can be no assurance that CMS Energy would be able to
refinance or otherwise repay that indebtedness.
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CMS ENERGY CANNOT PREDICT THE OUTCOME OF CLAIMS REGARDING ITS PARTICIPATION IN

THE DEVELOPMENT OF BAY HARBOR OR OTHER LITIGATION IN WHICH SUBSTANTIAL MONETARY
CLAIMS ARE INVOLVED.
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As part of the development of Bay Harbor by certain subsidiaries of CMS
Energy, which went forward under an agreement with the MDEQ, a third party
constructed a golf course over several abandoned cement kiln dust (CKD) piles,
left over from the former cement plant operation on the Bay Harbor site.
Pursuant to the agreement with the MDEQ, CMS Energy constructed a water
collection system to recover seep water from one of the CKD piles. In 2002, CMS
Energy sold its interest in Bay Harbor, but retained its obligations under
previous environmental indemnifications entered into at the inception of the
project.

In September 2004, the MDEQ issued a notice of noncompliance (NON), after
finding high-pH seep water in Lake Michigan adjacent to the property. The MDEQ
also found higher than acceptable levels of heavy metals, including mercury, in
the seep water.

In February 2005, the EPA executed an Administrative Order on Consent (AOC)
to address problems at Bay Harbor, upon the consent of CMS Land Company, a
subsidiary of Enterprises and CMS Capital, LLC, a subsidiary of CMS Energy.
Under the AOC, CMS Land Company and CMS Capital, LLC are 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 "removal action
work 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. The EPA
approved a final removal action work plan in September 2005.

The EPA-approved removal action work plan provides for fencing of affected
beachfront areas and installing an underground leachate collection system, among
other elements. The EPA's approvals also specify that a backup "containment and
isolation system," involving dams or barriers in the lake, could be required in
certain areas, if the collection system is ineffective. In addition, there are
indications that CKD may be located on the beach at the west end of the
collection system installation. As a result, construction in the affected area
has been halted pending further investigation. CMS Energy has worked out a
schedule with the EPA to perform further investigation of these conditions and
will deliver a conceptual design to the EPA for a remediation system. CMS Energy
is presently engaged in negotiations with the EPA and the MDEQ concerning
potential interim remediation activities for the Eastern CKD pile, which may
include a carbon dioxide injection system to neutralize high-pH materials and/or
a collection system or systems.

Several parties have issued demand letters to CMS Energy claiming breach of
the indemnification provisions, making requests for payment of their expenses
related to the NON, and/or claiming damages to property or personal injury with
regard to the matter. Several landowners have threatened litigation in the event
their demands are not met and owners of one parcel have filed a lawsuit in Emmet
County Circuit Court against CMS Energy and several of its subsidiaries, as well
as Bay Harbor Company LLC and David Johnson, one of the developers at Bay
Harbor. 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 has entered into various access, purchase and settlement
agreements with several of the affected landowners at Bay Harbor and continues
negotiations with other landowners for access as necessary to implement
remediation measures. CMS Energy will defend vigorously any property damage and
personal injury claims or lawsuits.

CMS Energy originally recorded a liability for its obligations associated
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with this matter in the amount of $45 million in the fourth quarter of 2004.
Under the AOC, CMS Land Company is presently conducting a remedial investigation
of the site, which includes the gathering and analysis of data to be utilized in
arriving at a permanent fix. Based on the evaluation of recent construction
events and site-related data, CMS Energy has increased its cost projections and
reserves to $85 million. An adverse outcome of this matter could, depending on
the size of any indemnification obligation or liability under environmental
laws, have a potentially significant adverse effect on CMS Energy's financial
condition and liquidity and could negatively impact CMS Energy's financial
results. CMS Energy cannot predict the ultimate cost or outcome of this matter.
22

In addition to the litigation and proceedings discussed above, CMS Energy
or various of its subsidiaries are parties in other pending litigation in which
substantial monetary damages are sought. An adverse outcome in one or more of
these cases could, depending on the timing and size of any award and the
availability of insurance or reimbursement from third parties, have an adverse
effect on CMS Energy's financial condition, liquidity or results of operations.

CMS ENERGY RETAINS CONTINGENT LIABILITIES IN CONNECTION WITH ITS ASSET SALES.

The agreements CMS Energy enters into for the sale of assets customarily
include provisions whereby it is required to:

— retain specified preexisting liabilities such as for taxes and pensions;

— indemnify the buyers against specified risks, including the inaccuracy of
representations and warranties it makes; and

- require payments to the buyers depending on the outcome of post-closing
adjustments, audits or other reviews.

Many of these contingent liabilities can remain open for extended periods
of time after the sales are closed. Depending on the extent to which the buyers
may ultimately seek to enforce their rights under these contractual provisions,
and the resolution of any disputes CMS Energy may have concerning them, these
liabilities could have a material adverse effect on its financial condition,
liquidity and results of operations.

CMS Energy has received a request for indemnification from the purchaser of
CMS 0il and Gas. The indemnification claim relates to the sale by CMS Energy of
its o0il, gas and methanol projects in Equatorial Guinea and the claim of the
government of Equatorial 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 government's tax claim is without
merit and the purchaser of CMS 0Oil and Gas has submitted a response to the
government rejecting the claim. An adverse outcome of this claim could have a
material adverse effect on CMS Energy's financial condition, liquidity and
results of operations.

CMS ENERGY HAS MADE SUBSTANTIAL INTERNATIONAL INVESTMENTS THAT ARE SUBJECT TO
POSSIBLE NATIONALIZATION, EXPROPRIATION OR INABILITY TO CONVERT CURRENCY.

CMS Energy's investments in selected international markets in electric
generating facilities, natural gas pipelines and electric distribution systems
face a number of risks inherent in acquiring, developing and owning these types
of international facilities. Although CMS Energy maintains insurance for wvarious
risk exposures, including political risk from possible nationalization,
expropriation or inability to convert currency, it is exposed to some risks that
include local political and economic factors over which it has no control, such
as changes in foreign governmental and regulatory policies (including changes in
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industrial regulation and control and changes in taxation), changing political
conditions and international monetary fluctuations. In some cases an investment
may have to be abandoned or disposed of at a loss. These factors could have a
significant adverse effect on the financial results of the affected subsidiary
and CMS Energy's financial position and results of operations.

International investments of the type CMS Energy has made are subject to
the risk that the investments may be expropriated or that the required
agreements, licenses, permits and other approvals may be changed or terminated
in violation of their terms. These kinds of changes could result in a partial or
total loss of CMS Energy's investment.

The local foreign currency may be devalued, the conversion of the currency
may be restricted or prohibited or other actions, such as increases in taxes,
royalties or import duties, may be taken which adversely affect the value and
the recovery of CMS Energy's investment.

23

CMS ENERGY AND CONSUMERS HAVE FINANCING NEEDS AND THEY MAY BE UNABLE TO
SUCCESSFULLY ACCESS BANK FINANCING OR THE CAPITAL MARKETS.

Consumers expects to incur significant costs for capital expenditures,
including future environmental regulation compliance, especially compliance with
clean air laws. See "CMS Energy and Consumers could incur significant capital
expenditures to comply with environmental standards and face difficulty in
recovering these costs on a current basis" below. As of December 31, 2005,
Consumers had incurred $605 million in capital expenditures to comply with these
regulations and future capital expenditures may total approximately $210 million
between 2006 and 2011.

CMS Energy and Consumers continue to be challenged by the substantial
increase in natural gas prices. Although Consumers' reasonably and prudently
incurred natural gas purchases are recoverable from its utility customers, as
gas prices increase, the amount it pays for natural gas stored as inventory will
require additional liquidity due to the timing of the cost recoveries from its
customers. Consumers anticipates that it will need a substantial amount of cash
in the summer of 2006 to purchase storage for natural gas for winter 2006-2007.
See "The combined effects of substantially higher natural gas prices,
restrictions on Consumers' ability to issue first mortgage bonds and possible
power purchase supply cost recovery delays may have a negative effect on
Consumers' short-term liquidity" below. CMS Energy and Consumers could also be
required to make additional cash contributions to their employee pension and
benefit plans and become subject to liquidity demands pursuant to commercial
commitments under guarantees, indemnities and letters of credit. Management is
actively pursuing plans to sell assets. There can be no assurances that this
business plan will be successful and failure to achieve its goals could have a
material adverse effect on CMS Energy's and Consumers' liquidity and operations.

CMS Energy continues to explore financing opportunities to supplement its
financial plan. These potential opportunities include: refinancing its bank
credit facilities, entering into leasing arrangements and refinancing and/or
issuing new capital markets debt, preferred stock and/or common equity. CMS
Energy cannot guarantee the capital market's acceptance of its securities or
predict the impact of factors beyond its control, such as actions of rating
agencies. If CMS Energy is unable to access bank financing or the capital
markets to incur or refinance indebtedness, there could be a material adverse
effect upon its liquidity and operations.

Similarly, Consumers currently plans to seek funds through the capital
markets and commercial lenders. Entering into new financings is subject in part
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to capital market receptivity to utility industry securities in general and to
Consumers' securities issuances in particular. Consumers cannot guarantee the
capital market's acceptance of its securities or predict the impact of factors
beyond its control, such as actions of rating agencies. If Consumers is unable
to access bank financing or the capital markets to incur or refinance
indebtedness, there could be a material adverse effect upon its liquidity and
operations.

Certain of CMS Energy's securities and those of its affiliates, including
Consumers, are rated by various credit rating agencies. Any reduction or
withdrawal of one or more of its credit ratings could have a material adverse
impact on CMS Energy's ability to access capital on acceptable terms and
maintain commodity lines of credit and could make its cost of borrowing higher.
If it is unable to maintain commodity lines of credit, CMS Energy may have to
post collateral or make prepayments to certain of its suppliers pursuant to
existing contracts with them. Further, any adverse developments to Consumers,
which provides dividends to CMS Energy, that result in a lowering of Consumers'
credit ratings could have an adverse effect on CMS Energy's credit ratings. CMS
Energy and Consumers cannot assure you that any of their current ratings will
remain in effect for any given period of time or that a rating will not be
lowered or withdrawn entirely by a rating agency.

On August 2, 2005, the IRS issued Revenue Ruling 2005-53 and regulations to
provide guidance with respect to the use of the "simplified service cost" method
of tax accounting. CMS Energy and Consumers use this tax accounting method,
generally allowed by the IRS under section 263A of the Internal Revenue Code,
with respect to the allocation of certain corporate overheads to the tax basis
of self-constructed utility assets. Under the IRS guidance, significant issues
with respect to the application of this method remain unresolved and subject to
dispute. However, the effect of the IRS's position may be to require CMS Energy
either (1) to repay a portion of previously received tax benefits, or (2) to add
back to taxable income, half in each of 2005 and 2006, a significant portion of
previously deducted overheads. The impact of this matter on future earnings,
cash flows, or present NOL carryforwards remains uncertain, but could be
material. CMS Energy and Consumers have recorded a
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reduction in NOL carryforwards of $359 million in 2005, and a corresponding
reduction in deferred taxes related to property, to reflect the estimated 2005
effect of the new regulation. CMS Energy and Consumers cannot predict the
outcome of this matter.

PERIODIC REVIEWS OF THE VALUES OF CMS ENERGY'S AND CONSUMERS' ASSETS COULD
RESULT IN ADDITIONAL ACCOUNTING CHARGES SUCH AS THE RECENT ASSET IMPAIRMENT
CHARGES THEY TOOK RELATING TO THEIR INTEREST IN THE MCV PARTNERSHIP.

CMS Energy and Consumers are required by GAAP to periodically review the
carrying value of their assets, including those that may be sold. Market
conditions, the operational characteristics of their assets and other factors
could result in recording additional impairment charges for their assets, which
could have an adverse effect on their stockholders' equity and their access to
additional financing. In addition, they may be required to record impairment
charges and/or foreign currency translation losses at the time they sell assets,
depending on the sale prices they are able to secure and other factors.

The MCV Partnership's costs of producing electricity are tied to the price
of natural gas, but its revenues do not vary with changes in the price of
natural gas. In 2005, NYMEX forward natural gas price forecasts for the years
2005 through 2010 increased substantially. Additionally, other independent
natural gas long-term forward price forecasting organizations indicated their
intention to raise their forecasts for the price of natural gas generally over
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the entire long-term forecast horizon beyond 2010. CMS Energy's and Consumers'
analysis and assessment of this information suggested that forward natural gas
prices for the period from 2006 through 2010 could average approximately $9 per
mcf. Further, this information indicated that natural gas prices could average
approximately $6.50 per mcf over the long term beyond 2010. As a result, in
2005, the MCV Partnership reevaluated the economics of operating the MCV
Facility and determined that an impairment analysis, considering revised forward
natural gas price assumptions, was required. In its impairment analysis, the MCV
Partnership determined the fair value of its fixed assets by discounting a set
of probability-weighted streams of future operating cash flows at a 4.3 percent
risk free interest rate. The carrying value of the MCV Partnership's fixed
assets exceeded the estimated fair value, resulting in an impairment charge of
$1.159 billion to recognize the reduction in fair value of the MCV Facility's
fixed assets. As a result, Consumers' 2005 net income was reduced by $369
million after considering tax effects and minority interest. The MCV
Partnership's fixed assets, which are included on Consumers' Consolidated
Balance Sheets and reported by CMS Energy under the Enterprises business
segment, after reflecting the impairment charge, are valued at $224 million at
December 31, 2005.

The impairment of the MCV Facility, and any potential future impairment of
the MCV Facility, will likely decrease the amount of equity investment
recognized in future electric and gas rate orders. Lower equity investment may
result in a reduced revenue requirement. However, CMS Energy and Consumers
cannot predict the outcome of any future rate cases, which may be lower or
higher based on several factors, including the amount of equity investment and
related risk.

If natural gas prices remain at present levels or increase, the operations
of the MCV Facility would be adversely affected and could result in the MCV
Partnership failing to meet its obligations under the sale and leaseback
transactions and other contracts and could result in a potential impairment of
the FMLP. At December 31, 2005, Consumers' investment in the FMLP was $235
million.

Consumers' 49 percent interest in the MCV Partnership is held through
Consumers' wholly-owned subsidiary, CMS Midland. The severe adverse change in
the anticipated economics of the MCV Partnership operations discussed herein
also led to the decision to impair certain assets carried on the balance sheet
of CMS Midland. These assets represented interest capitalized during the
construction of the MCV Facility, which were being amortized over the life of
the MCV Facility. In the third quarter of 2005, Consumers recorded an impairment
charge of $25 million ($16 million, net of tax) to reduce the carrying amount of
these assets to zero.

The total of the CMS Midland impairment and the MCV Partnership impairment
discussed above is $1.184 billion, before tax, and $385 million net of taxes and
minority interest.
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THE COMBINED EFFECTS OF SUBSTANTIALLY HIGHER NATURAL GAS PRICES, RESTRICTIONS ON
CONSUMERS' ABILITY TO ISSUE FIRST MORTGAGE BONDS AND POSSIBLE POWER PURCHASE
SUPPLY COST RECOVERY DELAYS MAY HAVE A NEGATIVE EFFECT ON CONSUMERS' SHORT-TERM
LIQUIDITY.

Natural gas prices continue to increase substantially. Although Consumers'
natural gas purchases are recoverable from its utility customers, as gas prices
increase, the amount it pays for natural gas stored as inventory will require
additional liquidity due to the timing of the cost recoveries from its
customers. Due to the high natural gas prices, Consumers' ability to collect
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accounts receivable from its gas customers may be negatively impacted. In
addition, if natural gas prices increase or stay at current levels, Consumers
will require significant additional liquidity in the summer of 2006 to fill its
gas storage facilities in preparation for the 2006-2007 heating season.

Due to the adverse impact of the MCV Partnership asset impairment charge
recorded in September 2005, Consumers' ability to issue FMB as primary
obligations or as collateral for financing is expected to be limited to $298
million through September 30, 2006. FMB have been a primary source of financing
for Consumers. After September 30, 2006, Consumers' ability to issue FMB in
excess of $298 million is based on achieving a two-times FMB interest coverage
ratio.

Consumers is entitled to recover its reasonably and prudently incurred
power supply costs pursuant to the PSCR process. In September 2005, Consumers
submitted its 2006 PSCR plan filing to the MPSC. In November 2005, it submitted
an amended 2006 PSCR plan to the MPSC to include higher estimates for certain
transmission and coal supply costs. In December 2005, the MPSC issued an order
that temporarily excludes the increased portion of these costs from Consumers'
PSCR charge, which began in January 2006. The order also includes a one mill per
kWh reduction in the PSCR charge. To the extent that Consumers incurs and is
unable to collect these costs in a timely manner, its cash flows from electric
utility operations will be affected negatively. Consumers cannot predict the
outcome of the PSCR proceeding.

CMS ENERGY AND CONSUMERS MAY BE ADVERSELY AFFECTED BY REGULATORY INVESTIGATIONS
AND A LAWSUIT REGARDING "ROUND-TRIP" TRADING BY CMS MST AS WELL AS CIVIL
LAWSUITS REGARDING PRICING INFORMATION THAT CMS MST AND CMS FIELD SERVICES
PROVIDED TO MARKET PUBLICATIONS.

As a result of round-trip trading transactions (simultaneous, prearranged
commodity trading transactions in which energy commodities were sold and
repurchased at the same price) at CMS MST, CMS Energy is under investigation by
the DOJ. CMS Energy has also received subpoenas from U.S. Attorneys' Offices
regarding investigations of those trades. In addition, CMS Energy, Consumers and
certain officers and directors of CMS Energy and its affiliates, have been named
in numerous securities class action lawsuits by individuals who allege that they
purchased CMS Energy securities during a purported class period. The cases have
been consolidated into a single lawsuit. The consolidated lawsuit 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. In January 2005, a motion was granted dismissing
Consumers and three of the individual defendants, but the court denied the
motions to dismiss for CMS Energy and the 13 remaining individual defendants.
Plaintiffs filed a motion for class certification on April 15, 2005 and an
amended motion for class certification on June 20, 2005. On November 29, 2005,
the court denied a further motion to dismiss filed by CMS Energy and denied a
motion by the plaintiffs for partial summary judgment.

In March 2004, the SEC approved a cease-and-desist order settling an
administrative action against CMS Energy relating to round-trip trading. The
order did not assess a fine and CMS Energy neither admitted nor denied the
order's findings.

CMS Energy has notified appropriate regulatory and governmental agencies
that some employees at CMS MST and CMS Field Services (now Cantera Gas Company)
appeared to have provided inaccurate information regarding natural gas trades to
various energy industry publications which compile and report index prices. CMS
Energy is cooperating with an ongoing investigation by the DOJ regarding this
matter. On November 25, 2003, the CFTC issued a settlement order regarding this
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matter. CMS MST and CMS Field Services agreed to pay a
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fine to the CFTC totaling $16 million. CMS Energy neither admitted nor denied
the findings of the CFTC in the settlement order. 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
those acts, compel compliance with the Commodities Exchange Act and impose
monetary penalties. CMS Energy is currently advancing legal defense costs to the
two individuals in accordance with existing indemnification policies.

CMS Energy has also been named as a defendant in a number of gas industry
civil lawsuits regarding inaccurate gas trade reporting that include claims
alleging manipulation of NYMEX natural gas futures and options prices,
price-fixing conspiracies and artificial inflation of natural gas retail prices
in California, Kansas and Tennessee.

CMS Energy and Consumers cannot predict the outcome of the DOJ
investigations and the lawsuits. It is possible that the outcome in one or more
of the investigations or the lawsuits could adversely affect CMS Energy's and
Consumers' financial condition, liquidity or results of operations.

CMS ENERGY AND CONSUMERS MAY BE NEGATIVELY IMPACTED BY THE RESULTS OF AN
EMPLOYEE BENEFIT PLAN LAWSUIT.

CMS Energy and Consumers are defendants, along with 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 their 401 (k) plan.
The two cases, filed in July 2002 in the United States District Court for the
FEastern District of Michigan, were consolidated by the trial judge and an
amended and consolidated complaint has been 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. The plaintiffs also seek other equitable relief and legal fees. The
judge has conditionally granted plaintiffs' motion for class certification. A
trial date has not been set, but is expected to be no earlier than mid-2006 in
the absence of an intervening settlement of the lawsuits. Settlement
negotiations among counsel for the parties and CMS Energy's fiduciary insurance
carrier are ongoing. In the absence of such a settlement, CMS Energy and
Consumers will defend themselves vigorously in this litigation but cannot
predict its outcome.

It is possible that an adverse outcome in this lawsuit could adversely
affect CMS Energy's and Consumers' financial condition, liquidity or results of
operations.

REGULATORY CHANGES AND OTHER DEVELOPMENTS HAVE RESULTED AND COULD CONTINUE TO
RESULT IN INCREASED COMPETITION IN THE DOMESTIC ENERGY BUSINESS. GENERALLY,
INCREASED COMPETITION THREATENS MARKET SHARE IN CERTAIN SEGMENTS OF CMS ENERGY'S
BUSINESS AND CAN REDUCE ITS AND CONSUMERS' PROFITABILITY.

Pursuant to the Customer Choice Act, as of January 1, 2002, all electric
customers in Michigan had the choice of buying electric generation service from
Consumers or an alternative electric supplier. Consumers had experienced, and
could experience in the future, a significant increase in competition for
generation services due to the introduction of ROA. At December 31, 2005,
alternative electric suppliers were providing 552 MW of generation service to
ROA customers. This amount represents 7 percent of Consumers' total distribution
load. It is difficult to predict the total amount of electric supply load that
may be lost to competitor suppliers in the future.
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ELECTRIC INDUSTRY REGULATION COULD ADVERSELY AFFECT CMS ENERGY'S AND CONSUMERS'
BUSINESS, INCLUDING THEIR ABILITY TO RECOVER COSTS FROM THEIR CUSTOMERS.

Federal and state regulation of electric utilities has changed dramatically
in the last two decades and could continue to change over the next several
years. These changes could adversely affect CMS Energy's and Consumers'
business, financial condition and profitability.

There are multiple proceedings pending before the FERC involving
transmission rates, regional transmission organizations and electric bulk power
markets and transmission. FERC is also reviewing the standards under which
electric utilities are allowed to participate in wholesale power markets without
price restrictions. CMS

27

Energy and Consumers cannot predict the impact of these electric industry
restructuring proceedings on their financial position, liquidity or results of
operations.

CMS ENERGY AND CONSUMERS COULD INCUR SIGNIFICANT CAPITAL EXPENDITURES TO COMPLY
WITH ENVIRONMENTAL STANDARDS AND FACE DIFFICULTY IN RECOVERING THESE COSTS ON A
CURRENT BASIS.

CMS Energy, Consumers, and their subsidiaries are subject to costly and
increasingly stringent environmental regulations. They expect that the cost of
future environmental compliance, especially compliance with clean air and water
laws, will be significant.

In 1998, the EPA issued regulations requiring the State of Michigan to
further limit nitrogen oxide emissions at coal-fired electric plants. The EPA
and State of Michigan regulations require Consumers to make significant capital
expenditures estimated to be $815 million. As of December 2005, Consumers has
incurred $605 million in capital expenditures to comply with these regulations
and anticipates that the remaining $210 million of capital expenditures will be
made in 2006 through 2011. These expenditures include installing selective
catalytic reduction technology at four of its coal-fired electric plants. In
addition to modifying coal-fired electric plants, Consumers compliance plan
includes the use of nitrogen oxide emission allowances until all of the control
equipment is operational in 2011. The nitrogen oxide emission allowance annual
expense is projected to be $10 million per year, which Consumers expects to
recover from customers through the PSCR process. The projected annual expense is
based on market price forecasts and forecasts of regulatory provisions, known as
progressive flow control, that restrict the usage in any given year of
allowances banked from previous years.

The EPA recently adopted a Clean Air Interstate Rule that requires
additional coal-fired electric plant emission controls for nitrogen oxides and
sulfur dioxide. The rule involves a two-phase program to reduce emissions of
sulfur dioxide by 71 percent and nitrogen oxides by 63 percent by 2015. The
final rule will require that Consumers run its selective catalytic control
technology units year-round beginning in 2009 and may require that it purchase
additional nitrogen oxide allowances beginning in 2009. In addition to the
selective catalytic control technology installed to meet the nitrogen oxide
standards, Consumers' current plan includes installation of flue gas
desulfurization scrubbers. The scrubbers are to be installed by 2014 to meet the
Phase I reduction requirements of the Clean Air Interstate Rule at costs similar
to those to comply with nitrogen oxide standards.

In May 2005, the EPA issued the Clean Air Mercury Rule, which requires
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initial reductions of mercury emissions from coal-fired electric power plants by
2010 and further reductions by 2018. While the industry has not reached a
consensus on the technical methods for curtailing mercury emissions, Consumers'
capital and operating costs for mercury emissions reductions are expected to be
significantly less than what was required for selective catalytic reduction
technology used for nitrogen oxide compliance.

In August 2005, the MDEQ filed a Motion to Intervene in a court challenge
to certain aspects of EPA's Clean Air Mercury Rule, asserting that the rule is
inadequate. The MDEQ has not indicated the direction that it will pursue to meet
or exceed the EPA requirements through a state rulemaking. Consumers is actively
participating in dialog with the MDEQ regarding potential paths for controlling
mercury emissions and meeting the EPA requirements. In October 2005, the EPA
announced it would reconsider certain aspects of the Clean Air Mercury Rule.
Consumers cannot predict the outcome of this proceeding.

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. CMS Energy and Consumers cannot predict
whether any federal mandatory greenhouse gas emission reduction rules ultimately
will be enacted, or the specific requirements of any of these rules.

To the extent that greenhouse gas emission reduction rules come into
effect, the mandatory emissions reduction requirements could have far-reaching
and significant implications for the energy sector. CMS Energy and Consumers
cannot estimate the potential effect of federal or state level greenhouse gas
policy on their future consolidated results of operations, cash flows, or
financial position due to the uncertain nature of the policies at this time.
However, CMS Energy and Consumers stay abreast of and engage in greenhouse gas
policy developments and will continue to assess and respond to the potential
implications on their business operations.
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These and other required environmental expenditures, if not recovered from
customers in Consumers' rates, may require CMS Energy and/or Consumers to seek
significant additional financing to fund these expenditures and could strain
their cash resources.

CMS ENERGY'S AND CONSUMERS' REVENUES AND RESULTS OF OPERATIONS ARE SUBJECT TO
RISKS THAT ARE BEYOND THEIR CONTROL, INCLUDING BUT NOT LIMITED TO FUTURE
TERRORIST ATTACKS OR RELATED ACTS OF WAR.

The cost of repairing damage to CMS Energy's and Consumers' facilities due
to storms, natural disasters, wars, terrorist acts and other catastrophic
events, in excess of insurance recoveries and reserves established for these
repairs, may adversely impact their results of operations, financial condition
and cash flows. The occurrence or risk of occurrence of future terrorist
activity and the high cost or potential unavailability of insurance to cover
this terrorist activity may impact their results of operations and financial
condition in unpredictable ways. These actions could also result in disruptions
of power and fuel markets. In addition, their natural gas distribution system
and pipelines could be directly or indirectly harmed by future terrorist
activity.

CONSUMERS' OWNERSHIP OF A NUCLEAR GENERATING FACILITY CREATES RISK RELATING TO
NUCLEAR ENERGY.

Consumers owns the Palisades nuclear power plant and is, therefore, subject

to the risks of nuclear generation, including the risks associated with the
operation of plant facilities and the storage and disposal of spent fuel and
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other radioactive waste. The NRC has broad authority under federal law to impose
licensing and safety-related requirements for the operation of nuclear
generation facilities. In the event of non-compliance, the NRC has the authority
to impose fines or shut down a unit, or both, depending upon its assessment of
the severity of the situation, until compliance is achieved. In addition, if a
serious nuclear incident were to occur at Consumers' plant, it could harm
Consumers' results of operations and financial condition. A major incident at a
nuclear facility anywhere in the world could cause the NRC to limit or prohibit
the operation or licensing of any domestic nuclear unit.

In December 2005, Consumers announced plans to sell the Palisades plant in
a competitive bid process expected to lead to a sale in 2007.

CONSUMERS CURRENTLY UNDERRECOVERS IN ITS RATES ITS PAYMENTS TO THE MCV
PARTNERSHIP FOR CAPACITY AND ENERGY, AND IS ALSO EXPOSED TO FUTURE CHANGES IN
THE MCV PARTNERSHIP'S FINANCIAL CONDITION THROUGH ITS EQUITY AND LESSOR
INVESTMENTS.

The MCV PPA expires in 2025. Under the MCV PPA, variable energy payments to
the MCV Partnership are based on the cost of coal burned at Consumers' coal
plants and its operation and maintenance expenses. However, the MCV
Partnership's costs of producing electricity are tied to the cost of natural
gas. Natural gas prices have increased substantially in recent years and
throughout 2005. In 2005, the MCV Partnership reevaluated the economics of
operating the MCV Facility and recorded an impairment. For additional details on
the impairment of the MCV Facility, see "Periodic reviews of the values of CMS
Energy's and Consumers' assets could result in additional accounting charges
such as the recent asset impairment charges they took relating to their interest
in the MCV Partnership" above.

Further, the cost that Consumers incurs under the MCV PPA exceeds the
recovery amount allowed by the MPSC. Underrecoveries of capacity and fixed
energy payments totaled $59 million in 2005. Consumers estimates underrecoveries
of $55 million in 2006 and $39 million in 2007. After September 15, 2007, it
expects to claim relief under the regulatory out provision in the MCV PPA,
thereby limiting its capacity and fixed energy payments to the MCV Partnership
to the amounts that it collects from its customers. The MCV Partnership has
indicated that it may take issue with Consumers' exercise of the regulatory out
clause after September 15, 2007. Consumers believes that the clause is wvalid 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 financial performance of the MCV Partnership.

In January 2005, Consumers implemented the RCP. The underlying agreement
for the RCP between Consumers and the MCV Partnership extends through the term
of the MCV PPA. However, either party may terminate that agreement under certain
conditions. In February 2005, a group of intervenors in the RCP case filed
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for rehearing of the MPSC order approving the RCP. The Attorney General also
filed an appeal with the Michigan Court of Appeals. Consumers cannot predict the
outcome of these matters.

CMS Energy and Consumers cannot estimate, at this time, the impact of these
issues on Consumers' future earnings or cash flow from its interest in the MCV
Partnership. The ability to develop a new long-term strategy with respect to the
MCV Facility, the future price of natural gas and an MPSC decision related to
Consumers' recovery of capacity payments are the three most significant
variables in the analysis of the MCV Partnership's future financial performance.
It is not presently possible to predict the success of the ability to develop a
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new long —-- term strategy with respect to the MCV Facility, the future price of
natural gas, or the actions of the MPSC in 2007 or later. For these reasons, at
this time CMS Energy and Consumers cannot predict the impact of these issues on
Consumers' future earnings or cash flows or on the value of its equity interest
in the MCV Partnership and CMS Energy's lessor interest in the FMLP.

CONSUMERS' ENERGY RISK MANAGEMENT STRATEGIES MAY NOT BE EFFECTIVE IN MANAGING
FUEL AND ELECTRICITY PRICING RISKS, WHICH COULD RESULT IN UNANTICIPATED
LIABILITIES TO CONSUMERS OR INCREASED VOLATILITY OF ITS EARNINGS.

Consumers is exposed to changes in market prices for natural gas, coal,
electricity and emission credits. Prices for natural gas, coal, electricity and
emission credits may fluctuate substantially over relatively short periods of
time and expose Consumers to commodity price risk. A substantial portion of
Consumers' operating expenses for its plants consists of the costs of obtaining
these commodities. Consumers manages these risks using established policies and
procedures, and it may use various contracts to manage these risks, including
swaps, options, futures and forward contracts. No assurance can be made that
these strategies will be successful in managing Consumers' pricing risk, or that
they will not result in net liabilities to Consumers as a result of future
volatility in these markets.

Natural gas prices in particular have historically been volatile. To manage
market risks associated with the volatility of natural gas prices, the MCV
Partnership maintains a gas hedging program. The MCV Partnership enters into
natural gas futures contracts, option contracts and over-the-counter swap
transactions 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.
Consumers also routinely enters into contracts to offset its positions, such as
hedging exposure to the risks of demand, market effects of weather and changes
in commodity prices associated with its gas distribution business. These
positions are taken in conjunction with the GCR mechanism, which allows
Consumers to recover prudently incurred costs associated with those positions.
However, neither Consumers nor the MCV Partnership always hedges the entire
exposure of its operations from commodity price volatility. Furthermore, the
ability to hedge exposure to commodity price volatility depends on liquid
commodity markets. As a result, to the extent the commodity markets are
illiquid, Consumers may not be able to execute its risk management strategies,
which could result in greater open positions than preferred at a given time. To
the extent that open positions exist, fluctuating commodity prices can improve
or diminish CMS Energy's and Consumers' financial results and financial
position.

30

ITEM 1B. UNRESOLVED STAFF COMMENTS
Not applicable.
ITEM 2. PROPERTIES

Descriptions of CMS Energy's properties are found in the following sections
of Item 1, all of which are incorporated by reference in this Item 2:

— BUSINESS —-- GENERAL -- Consumers —-- Consumers' Properties —-- General;

— BUSINESS —-- BUSINESS SEGMENTS -- Consumers Electric Utility -- Electric
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Utility Properties;

- BUSINESS —-- BUSINESS SEGMENTS -- Consumers Gas Utility —-- Gas Utility
Properties;
- BUSINESS —-- BUSINESS SEGMENTS -- Natural Gas Transmission —-- Natural Gas

Transmission Properties;

— BUSINESS —-- BUSINESS SEGMENTS -- Independent Power
Production -- Independent Power Production Properties; and
— BUSINESS —-- BUSINESS SEGMENTS -- International Energy Distribution.

ITEM 3. LEGAL PROCEEDINGS

CMS Energy, Consumers and some of their 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
1. 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 voluntarily produce documents and data relating to the SEC's inquiry into
payments made to the officials or relatives of 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 received a request from the SEC that CMS Energy voluntarily
produce certain of such documents. CMS Energy has provided responsive documents
to the SEC and will continue to provide such documents as it reviews its
electronic records in further response to the SEC's request. The SEC
subsequently issued a formal order of private investigation on this matter and
on August 1, 2005, CMS Energy and several other companies who have conducted
business in Equatorial Guinea received subpoenas from the SEC to provide
documents regarding payments made to officials or relatives of officials of the
government of Equatorial Guinea. CMS Energy 1is cooperating and has been and will
continue to produce documents responsive to the subpoena.

GAS INDEX PRICE REPORTING LITIGATION

In August 2003, Cornerstone Propane 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 Cornerstone complaint was subsequently consolidated with two
similar complaints filed by other plaintiffs. 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
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futures and options. The complaint contains two counts under the Commodity
Exchange Act, one for manipulation and one for aiding and abetting violations.
On September 30, 2005, the court entered an order granting plaintiffs' motion
for class certification. Plaintiffs are seeking 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
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Energy sold CMS Field Services to Cantera Natural Gas, LLC, which changed the
name of CMS Field Services to Cantera Gas Company. CMS Energy is required to
indemnify Cantera Natural Gas, LLC with respect to this action.) Settlement
negotiations among counsel for the parties are ongoing. In the absence of such a
settlement, CMS MST and CMS Field Services will defend themselves vigorously in
this litigation but cannot predict its outcome.

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 (including CMS Energy) .
The complaint alleged defendants entered into a price-fixing scheme by engaging
in activities to manipulate the price of natural gas in California. The
complaint alleged 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 sought 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 Multidistrict Litigation (MDL) Panel
ordered the transfer of 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 wvarious
state courts in California and subsequently transferred to the MDL proceeding,
were remanded back to California state court. The Texas-Ohio case remained in
Nevada federal district court, and defendants, with CMS Energy joining, filed a
motion to dismiss. The court issued an order granting the motion to dismiss on
April 8, 2005 and entered a judgment in favor of the defendants on April 11,
2005. Texas-Ohio has appealed the dismissal to the Ninth Circuit Court of
Appeals.

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.)

The Fairhaven, Utility Savings and Abelman Art Glass cases have been
transferred to the MDL proceeding, where the Texas-Ohio case was pending.
Pursuant to stipulation by the parties and court order, defendants were not
required to respond to the Fairhaven, Utility Savings and Abelman Art Glass
complaints until the court ruled on defendants' motion to dismiss in the
Texas—-Ohio case. Plaintiffs subsequently filed a consolidated class action
complaint alleging violations of federal and California antitrust laws.
Defendants filed a motion to dismiss, arguing that the consolidated complaint
should be dismissed for the same reasons as the Texas-Ohio case. The court
issued an order granting the motion to dismiss on December 19, 2005 and entered
judgment in favor of defendants on December 23, 2005. Plaintiffs have appealed
the dismissal to the Ninth Circuit Court of Appeals.

Commencing in or about February 2004, 15 state law complaints containing
allegations similar to those made in the Texas-Ohio case, but generally limited
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to the California Cartwright Act and unjust enrichment, were filed in various
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 one complaint.
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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 24 state court
complaints involving price reporting were coordinated as Natural Gas Antitrust
Cases V. Plaintiffs in Natural Gas Antitrust Cases V were ordered to file a
consolidated complaint, but a consolidated complaint was filed only for the two
putative class action lawsuits. On April 8, 2005, defendants filed a demurrer to
the master class action complaint and the individual complaints and on May 13,
2005, plaintiffs filed a memorandum of points and authorities in opposition to
defendants' federal preemption demurrer and motion to strike. Pursuant to a
ruling dated June 29, 2005, the demurrer was overruled and the motion to strike
was denied.

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
Tennessee, 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 regulating
defendants' future conduct. The defendants include CMS Energy, CMS MST and CMS
Field Services. On March 7, 2005, defendants removed the case to the United
States District Court for the Western District of Tennessee, Western Division,
and they filed a motion on May 20, 2005 to transfer the case to the MDL
proceeding in Nevada. On April 6, 2005, plaintiffs filed a motion to remand the
case back to the Chancery Court in Tennessee. On August 10, 2005, certain
defendants, including CMS MST, filed a motion to dismiss, and CMS Energy and CMS
Field Services filed a motion to dismiss for lack of personal jurisdiction.
Plaintiffs have opposed the motions to dismiss. An order transferring the case
to the MDL proceeding in Nevada was issued on or about August 11, 2005, and the
motions to dismiss remain pending.

On November 20, 2005, CMS MST was served with a summons and complaint which
named CMS Energy, CMS MST and CMS Field Services as defendants in a new putative
class action filed in Kansas state court, Learjet, Inc., et al. v. Oneok, Inc.,
et al. Similar to the other actions that have been filed, the complaint alleges
that during the putative class period, January 1, 2000 through October 31, 2002,
defendants engaged in a scheme to violate the Kansas Restraint of Trade Act by
knowingly reporting false or inaccurate information to the publications, thereby
affecting the market price of natural gas. Plaintiffs, who allege they purchased
natural gas from defendants and other for their facilities, are seeking
statutory full consideration damages consisting of the full consideration paid
by plaintiffs for natural gas. On December 7, 2005, the case was removed to the
United States District Court for the District of Kansas and later that month a
motion was filed to transfer the case to the MDL proceeding in Nevada. On
January 6, 2006, plaintiffs filed a motion to remand the case to Kansas state
court. On January 23, 2006, a conditional transfer order transferring the case
to the MDL proceeding in Nevada was issued. On February 7, 2006, plaintiffs
filed an opposition to the conditional transfer order.
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CMS Energy and the other CMS defendants will defend themselves vigorously
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 operating
revenues, operating expenses, accounts receivable, accounts payable and reported
trading volumes.

CMS Energy is cooperating with an investigation 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 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. Also in March 2004, the SEC filed an action
against three former
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employees related to round-trip trading at CMS MST. One of the individuals has
settled with the SEC. CMS Energy 1is currently advancing legal defense costs for
the remaining two individuals in accordance with existing indemnification
policies.

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 has conditionally granted plaintiffs' motion
for class certification. A trial date has not been set, but is expected to be no
earlier than mid-2006 in the absence of an intervening settlement of the
lawsuits. Settlement negotiations among counsel for the parties and CMS Energy's
fiduciary insurance carrier are ongoing. In the absence of such a settlement,
CMS Energy and Consumers will defend themselves vigorously in this litigation
but cannot predict its outcome.

SECURITIES CLASS ACTION LAWSUITS

Beginning on May 17, 2002, a number of complaints were filed against CMS
Energy, Consumers, and certain officers and directors of CMS Energy and its
affiliates, including but not limited to Consumers which, while established,
operated and regulated as a separate legal entity and publicly traded company,
shares a parallel Board of Directors with CMS Energy. 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 running from May 2000
through March 2003. The cases were consolidated into a single lawsuit. The
consolidated lawsuit generally seeks unspecified damages based on allegations

40



Edgar Filing: CMS ENERGY CORP - Form 10-K/A

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. In January 2005, a motion was
granted, dismissing Consumers and three of the individual defendants, but the
court denied the motions to dismiss for CMS Energy and the 13 remaining
individual defendants. Plaintiffs filed a motion for class certification on
April 15, 2005 and an amended motion for class certification on June 20, 2005.
The hearing on this motion is scheduled for February 28, 2006. On September 20,
2005, CMS Energy filed a motion for judgment on the pleadings, based on the Dura
Pharmaceuticals decision issued by the United States Supreme Court. Plaintiffs
filed their response on October 25, 2005, along with a so-called "cross-motion
for partial summary judgment" seeking a determination that CMS Energy is liable
for all damages proximately caused by its "culpable conduct." On November 29,
2005, the judge issued a decision denying both CMS Energy's motion for judgment
on the pleadings and plaintiffs' cross-motion for partial summary judgment. CMS
Energy and the individual defendants will defend themselves vigorously in this
litigation but cannot predict its outcome.
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ENVIRONMENTAL MATTERS

CMS Energy and Consumers, as well as their subsidiaries and affiliates are
subject to various federal, state and local laws and regulations relating to the
environment. Several of these companies have been named parties to various
actions involving environmental issues. 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
effect 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 2005, CMS Energy did not submit any matters to
a vote of security holders.
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PART II
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 (UNAUDITED), which is incorporated by reference herein.
At February 22, 2006, the number of registered holders of CMS Energy Common
Stock totaled 54,670, based upon the number of record holders. In January 2003,
CMS Energy suspended the payment of dividends on its common stock. Information
regarding securities authorized for issuance under equity compensation 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
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AND SUPPLEMENTARY DATA —-- CMS ENERGY'S SELECTED FINANCIAL INFORMATION, which is
incorporated 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 results of
operations is contained in ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY
DATA -- CMS ENERGY'S MANAGEMENT'S DISCUSSION AND ANALYSIS, which is incorporated
by reference herein.

ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK
Quantitative and Qualitative Disclosures 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, which is incorporated by reference herein.
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ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA.

Index to Financial Statements:
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16. Consolidation of Variable Interest Entities...........
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(CMS ENERGY LOGO)

2005 CONSOLIDATED FINANCIAL STATEMENTS

CMS-1

CMS ENERGY CORPORATION

SELECTED FINANCIAL INFORMATION

Operating revenue (in millions) ........c.ceeveiee.o...
FEarnings from equity method investees (in
i e T o 1=
Income (loss) from continuing operations (in
i s T o 1=
Cumulative effect of change in accounting (in
it s T o 1=
Net income (loss) (in mMmillions) ......ouieieeneneennn
Net income (loss) available to common stockholders
[ 5o S T T 0 o 1 T
Average common shares outstanding (in thousands)...
Net income (loss) from continuing operations per
average common share
CMS Energy —— BasicC. ...t ieeeeneeeeennnnn
—— Diluted. ...t e e
Cumulative effect of change in accounting per
average common share

CMS Energy —— BasicC. ...t iteeeneeeeennnnn
—— Diluted.... .. i
Income (loss) per average common share
CMS Energy —— BasicC....uiiiiiiiteeeneeeeennnnn
—— Diluted.... ..t

Cash provided by (used in) operations (in

i s T o 1=
Capital expenditures, excluding acquisitions,

capital lease additions (in millions)............
Total assets (in MillionNs) () « v e v e ettt eeeeeennns
Long-term debt, excluding current portion (in

ioau I s o = (=1
Long-term debt-related parties, excluding current

portion (in millions) (D) ....coiii e,
Non-current portion of capital leases (in

i s T o 1=
Total preferred stock (in millions)................
Total Trust Preferred Securities (in

a1 o =T )
Cash dividends declared per common share...........
Market price of common stock at year-end...........

($)
($)
($)

CMS-104

CMS-106

CMS-107

2005 2004

6,288 5,472
125 115
(98) 127
- (2)
(84) 121
(94) 110
211,819 168,553
(0.51) 0.68
(0.51) 0.67
- (0.01)
- (0.01
(0.44) 0.65
(0.44 0.64
646 398
593 525
16,020 15,872
6,800 6,444
178 504
308 315
305 305
14.51 10.45

2003

5,513

164

(44)
150,434

(250)

535
13,838

6,020

684

58
305

2002

8,673
92
(394)

18
(650)

(650)
139,047

(2.84)
(2.84)

614

747
14,781

5,357

116
44

883

1.09
9.44
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Book value per common share at year-end............ ($) 10.53 10.62
Number of employees at year—-end (full-time
EQUIVALENTS) t ittt ittt et e e e e e e e e e e 8,713 8,660
ELECTRIC UTILITY STATISTICS
Sales (billions of kWh) ..ottt et e e 43 40
Customers (in thousands) .......c.coiiiiiiinnnnnen.. 1,789 1,772
Average sales rate per kWh......... ... .. ... (c) 6.73 6.88
GAS UTILITY STATISTICS
Sales and transportation deliveries (bcf)........ 350 385
Customers (in thousands) (C) ... iv it ienenen.. 1,708 1,691
Average sales rate per mcf....... . i it ($) 9.61 8.04

(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 years ended December 31, 2005 and 2004. These partnerships had
third party obligations totaling $482 million at December 31, 2005 and $582
million at December 31, 2004. Property, plant and equipment serving as
collateral for these obligations had a carrying value of $224 million at
December 31, 2005 and $1.426 billion at December 31, 2004.

(b) Effective December 31, 2003, Trust Preferred Securities are classified on
the balance sheet as Long-term debt -- related parties.

(c) Excludes off-system transportation customers.

CMS-2

CMS Energy Corporation
Management's Discussion and Analysis

This MD&A is a consolidated report of CMS Energy and Consumers. The terms
"we" and "our" as used in this report refer to CMS Energy and its subsidiaries
as a consolidated entity, except where it is clear that such term means only CMS
Energy.

EXECUTIVE OVERVIEW

CMS Energy is an integrated energy company operating primarily in Michigan.
We are the parent holding company of Consumers and Enterprises. Consumers 1is 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, electric distribution, and natural gas transmission, storage,
and processing. We manage our businesses by the nature of services each provides
and operate principally in three business segments: electric utility, 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 Michigan,

- regulation and regulatory issues that affect our gas and electric utility
operations,

8,411

39
1,754
6.91

380
1,671
6.72

10,477

39
1,734
6.88

376

1,652
5.67
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- energy commodity prices,
- interest rates, and
— our debt credit rating.

During the past two years, our business strategy has involved improving our
balance sheet and maintaining focus on our core strength: utility operations 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 retain. Although most of our asset sales program is complete, we
still may sell certain remaining businesses or assets as opportunities arise.

In 2005, we continued our focus on utility operations and meeting customer
commitments. We also enhanced the financial returns of our Enterprises
businesses by taking full advantage of the American Jobs Creation Act. In 2005,
we repatriated $377 million from overseas to the U.S. under the provisions of
this law at a 5.25 percent federal income tax rate. Nearly all of those dollars
have been invested in Consumers.

Further, 2005 was the third year of our five-year plan to reduce parent
debt. In 2005, we retired higher-interest rate consolidated debt and other
obligations through the use of proceeds from the issuance of $275 million of CMS
Energy senior notes and $875 million of Consumers' FMB. We also issued 23
million shares of common stock and invested $700 million in Consumers in 2005.
In January 2006, we invested an additional $100 million in Consumers and in
February 2006, Consumers extinguished, through a legal defeasance, $129 million
of 9 percent related party notes.

Despite this progress, working capital and cash flow continue to be a
challenge for us. Natural gas prices continue to increase substantially.
Although our natural gas purchases are recoverable from our utility customers,
as gas prices increase, the amount we pay for natural gas will require
additional liquidity due to the lag in cost recoveries.

In addition to causing working capital issues for us, rising natural gas
prices caused the MCV Partnership to reevaluate the economics of operating the
MCV Facility and to determine that an impairment charge of $1.159 billion was
required in September 2005. As a result, our 2005 net income was reduced by $369
million, after accounting for minority interest and tax effects. We further
reduced our 2005 net income by $16 million by

CMs-3

impairing certain other assets on our Consolidated Balance Sheets related to the
MCV Partnership. For additional details regarding the impairment, see Note 2,
Asset Impairment Charges, Sales, and Discontinued Operations.

Projected future gas prices continue to threaten the continuing viability
of the MCV Facility. We are evaluating various alternatives in order to develop
a new long-term strategy with respect to the MCV Facility. The MCV Partnership
is working aggressively to reduce costs, improve operations, and enhance cash
flows. However, continued high gas prices could result in a further impairment
of our ownership interests in the MCV Partnership and the FMLP.

Going forward, our strategy will continue to focus on:
- managing cash flow issues caused by rising gas prices,

- reducing parent company debt,
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— maintaining and growing earnings, and
- positioning us to make investments that complement our strengths.

As we execute our strategy, we will need to overcome a sluggish Michigan
economy that has been further hampered by recent negative developments in
Michigan's automotive industry and limited growth in the non-automotive and
health services sectors of our economy.

These negative effects will be offset somewhat by the reduction we are
experiencing in ROA load in our service territory. At December 31, 2005,
alternative electric suppliers were providing 552 MW of generation service to
ROA customers. This amount represents a decrease of 40 percent compared to
December 31, 2004, and is 7 percent of our total distribution load. It 1is,
however, difficult to predict future ROA customer trends.

Finally, successful execution of our strategy will require continuing
earnings and cash flow contributions from our Enterprises businesses.

FORWARD-LOOKING STATEMENTS AND INFORMATION

This Form 10-K and other written and oral statements that we make contain
forward-looking statements as defined in Rule 3b-6 under the Securities Exchange
Act of 1934, as amended, Rule 175 under the Securities 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:

- 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 the capital markets,
including 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,
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- adverse regulatory or legal decisions, including those related to
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environmental laws and regulations, and potential environmental
remediation costs associated with such decisions, including but not
limited to Bay Harbor,

- potentially adverse regulatory treatment and/or regulatory lag concerning

a number of significant questions presently before the MPSC including:

- recovery of Clean Air Act costs and other environmental and
safety-related expenditures,

- power supply and natural gas suppl